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VOLUME XXXVII MARCH, 1947 NUMBER ONE 


THE ECONOMIST AND THE STATE? 


By E. A. GOLDENWEISER 


According to Victorian reckoning, this is thë Diamond Jubilee of the 
American Economic Association. In the charter of incorporation of this 
Association its purposes are stated as follows: “(1) The encouragement 
of economic research . . . (2) The issue of publications on economic sub- 
jects, and (3) The encouragement of perfect freedom of economic discus- 
sion. The Association as such [italics supplied] will take no partisan 
attitude, nor will it commit its members to any position on practical 
economic questions.” 

Admirable purposes and principles. In pursuing them the Association, 
over the sixty years of its life, has rendered invaluable service to thg 
profession. It has offered an opportunity for economists to present their 
ideas to colleagues and to have these ideas discussed at the meetings. 
It has enabled members through the Proceedings and the Review, to 
keep in touch with the work and thinking of fellow-members. It has 
also—and this perhaps has been its greatest service—offered an oppor- 
tunity for many members to get together once a year and to become 
acquainted with each other. It has created a degree of esprit. de corps 
among economists. 

But it has remained aloof from practical affairs. It has been academic, ` 
- though in the fine, not the derogatory, sense of ‘the word. In the mean- 
time profound changes have occurred in the life of the country. Not only 
has the elimination of time and space from travel and communications 
made all decisions necessarily more urgent and decisive, but the growth of 
economic units and the concentration of economic power have imparted 
to a vastly larger proportion of public and private actions a nation- 
wide, nay, a world-wide significance. The United States can no longer 
remain complacently aloof behind the oceans, nor the economist behind 
the book stacks. An economist’s study can no longer be his world; the 
entire world must be his study. 

To an ever-growing extent public sailor tes and national and inter- 
national business enterprises turn to economists for advice and guid- 


1 Presidential address delivered at the Fifty-Ninth 
nomic Association, Atlantic City, January 25, 1947 
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ance; and economists in increasing numbers seek partial or total em- 
ployment outside of academic halls. There are many economists who, 
like other thinkers, remain aloof and follow their own thoughts in an 
arduous effort to discover the eternal verities. The world needs these 
men and the profession is proud of them, for every important practical 
forward step in the progress of humanity has had its origin in the ab- 
stract, supposedly impractical thinking and dreaming of the scholar; the 
physicist, biologist, philosopher, and student of social problems. 

The closet thinker may be compared to the scientist who invents and 
perfects means of achieving military and industrial objectives; other 
economists may be likened to the military or industrial army who must 
utilize the results of the thinking of the scientist in helping to solve the 
problems of the day. Both phases of the economists’ work are necessary 
to society; the profession has a responsibility for developing both kinds 
of economists—the thinker and the doer. But while it may be feasible 
for the thinker not to be a doer, it would be fatal for the doer to refrain 
from thinking. 

It should be récognized that for many, if not for most, economists 
the quiet and peace of the ivory tower has been lost; the confusion and 
struggle of the market place is upon them. Many have gone to work 
there, and have rendered yeoman service to the economy and the state. 

But they have done so as individuals, for they have had little, if any, 
organized support from their colleagues in the Association, little facil- 
ity for sounding the trends of thought among their fellow workers. 
Some method should be devised by which the public, and more particu- 
larly members of the Association, could find out how the economists 
of the country stood on important issues. One way to promote this would 
be to create a small committee on Public Issues. Such a committee could 
select issues on which the views of members would be sought. It could 
take responsibility for wording the questions, calling for assistance on 
persons best qualified to give it. The entire Association, or the portion 
of it which might be expected to know most about the subject, would 
then be circularized. After the replies had been received, the Secretary 
of the Association would issue a statement to the effect that the 4000 
members of the American Economic Association have been asked a cer- 
tain question; of this number—so many replied; of the replies—so many 
took one view, and so many another. This could be refined by classifying 
the replies geographically, by field of interest, and in other ways. Such 
a statement would not commit the Association as such to any viewpoint, 
and therefore would not violate the letter or the spirit of its charter. But 
it would enable the public to know currently how the profession stood 
on an issue and would give economists themselves a way of knowing 
' better what other members of their craft were thinking. 
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An incidental, but not unimportant, advantage of such a procedure , 


would be that it would counteract the effect of pronouncements on con- 
troversial questions appearing from time to time, attributed to a stated 
number of economists. For many reasons such statements are not the 
best way for economists to voice their views. There is no way of judging 
whether those who are quoted represent a prevailing or a minority 
opinion. The questions on which the views are expressed are not selected 
by a representative group—but are usually propounded by an energetic 
individual who wants to gather support for his position. Not infre- 
quently the issues presented are minor from the viewpoint of the public 
interest. Also, because of their unidentified origin and the unsystematic 
selection of signers (at least as far as the public knows), such pronounce- 
ments are likely to be taken as propaganda efforts by an interested 
group. Finally, in practice the questions are often ambiguously worded 
and do not offer a good opportunity of indicating clear-cut views on well- 
defined issues. Experience shows that occasional pronouncements of this 
sort, well intentioned and public spirited as their objectives may be, 
have done nothing in most cases to enhance the prestige of the profes- 
sion—but, on the contrary, have tended to bring it under suspicion of 
being either unrealistic or influenced by some pressure group. 

From the point of view of the Association, this is important because 
statements by a substantial number of its members are likely to be in- 
terpreted by some as expressing the views of the profession as a whole, 
or of the Association itself. This is prejudicial to its interests and to those 
of the vast majority ofits less vocal members. Clearly the Association 
would not wish and is not in a position to do anything to interfere with 
the freedom of its members to express themselves publicly in any way 
they choose. That is their privilege, and one consistent with the texture 
of democratic ideas. But while nothing can be done to prevent such 
statements or to discourage them, the establishment of official polls 
would go a long way toward counteracting their harmful effect on the 
standing of the profession. 

There are many issues on which there is practical unanimity among 
economists, while public opinion is widely divided. There are others, it 
is rumored, on which agreement has not been reached even among mem- 
bers of the profession. Clarification of the issues and focusing attention 
of the members on them would result in making many members feel a 
greater sense of their urgency and to induce them to review and organize 


their thinking in relation to the realities of the day in fields not confined ` 


to their immediate specialty. 

At no time has it been more important for economists to have the 
respect and confidence of the public, or more necessary for the country 
to make the best possible use of the specialized training, knowledge, and 


am 
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‘vision of economists. For society today is confronted with a vital issue. 
What must be decided in the immediate future is whether an answer to 
pressing economic problems can be found within the framework of capi- 
talism and free enterprise or whether economic organization must move 
in the direction of socialism or communism, or whether a combination 
of the two systems offers the best solution. These alternatives involve 
political, moral and spiritual dilemmas, but the fundamental question 
is economic: shall enterprise continue largely under private ownership, 
or shall it be increasingly or wholly turned over to the state? From the 
socialist or communist point of view, the important questions appear to 
have been solved—many decades ago, while for protagonists of private 
enterprise answers to the questions are still to be developed. Communism 
__ places a period after its dogmas, in fact, an exclamation’ point, while a 
question mark is still discernible at the end of deliberations on economic 
dilemmas by proponents of individual enterprise. This appears to give 
the communist approach the advantage of certainty, and leaves capital- 
ism under the apparent handicap of indecision. But in the long term, 
free enterprise may gain the more important advantage of greater flexi- 
bility, which makes it more adaptable to changing economic forces. Its ` 
gpportunities are many, the challenge of events is vibrant, and all in- 
tellectual resources must be directed toward meeting it. 

In this critical hour the economist and his Association have a great 
opportunity and a corresponding responsibility. On the discharge of this 
responsibility depends not merely the standing and future of the pro- 
fession—but a vastly more important issue as well—the form of future 
economic life. For if economists cannot devise a way of making a system 
of free enterprise produce results satisfactory to the mass of the people, 
it is certain that the trend will be away from free enterprise and toward 
some form of socialist state; and while experience has not shown con- 
clusively that a socialist state can tolerate spiritual freedom—which 
democracies value above all, neither has it been demonstrated that so- 
cialism must necessarily be totalitarian and is irreconcilable with free- 
dom. 

In the critical period ahead, when these questions must be answered 
by events, economists and their Association are under obligation more 
than ever to help in the development of correct solutions to pressing 
problems that confront the economy. On the development of such solu- 
tions and their incorporation into national and international economic 
policy of this country depends the progress of world reconstruction. For 
without the maintenance of economic strength in the United States and 
its use for rehabilitating the world, there is little hope for the future of 
western civilization. f 

The suggested method of testing the views of economists might be 
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one helpful step. Other ways of strengthening the profession’s grip on 
reality need to be developed. Most of the members of this Association 
are not only economic thinkers but teachers as well. Promotion of better 
understanding of economic problems by future men of affairs and states- 
men is not the least of the economists’ obligations. But the economics 
they teach must reflect understanding of the forces that shape the chang- 
ing economic world. 

Economists, therefore, are under double obligation—for themselves 
and for their disciples—to perfect their implements and processes of 
thinking. They must beware of dogmas; avoid blind faith in free enter- 
prise, in the all-curing beneficence of the entrepreneur’s profit dollar 
without reference to the source whence it is drawn or the use to which it 
is put; as well as refrain from sole reliance on the hydraulic strength of 
the income stream, or the salutory nature of the dollar spent by the con-. 
sumer, regardless of who he may be or the rationality or wastefulness of 
his expenditure, They must subject to searching analysis the effects of 
outlays by the state, the investor, the producer, and the consumer. They 
must be conscious of the importance of all four phases of national in- 
come: its source, its magnitude, its distribution, and its use. Likewise 
they must not fall into the error of depending on the quantity of money 
alone as an adequate regulator of economic developments, or adopt the 
reverse doctrine that the amount of money is an unimportant and irrele- 
vant condition with little or no bearing on prices or the course of events. 

No set of statistical series, to say nothing of any single series, is a 
sufficient basis for determining causal relationships on which economic 
policy can be predicated with safety. They are only indications of where 
one should look for the causes and interrelationships that determine eco- 
nomic events. When it is said that statistics are the economist’s con- 
science, what is meant is that they indicate the limits of the territory 
in which the economist may tread with assurance on the hard surface 

-of fact. They do not restrict his freedom of exploration in the less easily 
traveled lanes of intelligent surmise and imaginative understanding. A ` 
good economist need not be a seer but he must not wear blinders; and 
he must have the seeing eye. 

In order to perform their function adequately, economists must ad- 
here rigidly to the discipline of thorough analysis of conditions as they 
are and not permit themselves to be blinded by preconceived theories or 
by transitory considerations of expediency. Lasting economic health 
would not be achieved by sole dependence on the encouragement or 
limitation of savings or on the promotion of adequate investment or 
consumption; or on the expansion and contraction of the supply of 
money. Great leaders who, under the stress of current conditions, have 
evolved systems of economic concepts modify, expand, or alter these 
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concepts under different circumstances and as their own thinking pro- 
gresses. Followers must be on the alert not to become more royalist than 
the King. 

If economics is the study of man in the process of producing and con- 
suming what he needs and what he wants, then it is apparent that the 
subject matter of his inquiry is constantly shifting. Not so many years 
ago no one needed or wanted gasoline because the motor car had not been 
invented, and no one wanted moving pictures or radios because they 
had not yet been imagined. A horse-and-buggy economist in a motor 
age is of no greater use than an isolationist in the atomic era. An econo- 
mist, in order to.merit this designation, must keep his mind open to the 
realities of the ever changing pattern of economic life. When his thinking 
becomes rigidly confined by a set of unchanging dogmas, his usefulness 
rapidly declines while the amount of mischief he may do becomes for- 
midable. 

The success of the economists’ efforts, however, even if they do their 
best, will depend on the behavior of the different economic groups which 
make up society and on effective organization of the state. But, while 
progress in the rationality of the behavior of economic units is neces- 
sarily a slow process to which understanding of economic forces can 
contribute a great deal but only gradually in the course of time, better 
adaptation of the machinery of government to the tasks it must perform 
in modern society is an essential preliminary step long overdue in the 
upward climb toward a smoothly functioning economy. 

For progess on this road better organization of the government, more 
direct and effective ways of translating programs into action must be 
devised and instituted. Democracy, it has been said, is the rule of medi- 
ocrity. There is an element of truth in the allegation. For mediocrity 
represents the average, and a rule of the majority cannot be too far re- 
~ moved from the understanding of the average. While leadership in a 
democracy must remain in touch with the average, it should strive to 
be ahead. It should lead—not follow. Leadership that is below the aver- 
age is disastrous; leadership that is on the level of the average holds 
little promise of advancement. Leadership that is ahead of the average 
results in progress. It may make all the difference between a rise and a 
decline in the tide of a nation’s life. 

Consequently, government must be so organized as to encourage bet- 
ter than average leadership and assure it of the country’s support. This 
is the opposite of what actually prevails. It is regrettably true that exist- 
ing governmental organization is such as to make it well nigh impossible 
even for brilliant leadership to achieve progress, except at times of crisis 
and then only at great hazard and with much delay. 

We have a Congress which has great powers and is controlled by one 
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of the two leading political parties. The position of Congressmen on | 
vital issues, however, is not determined by their party allegiance. The 
economic views of progressive Democrats, for example, are much farther 
removed from those of conservative Democrats than those of individual 
progressives or conservatives of either party are from each other. This 
is so well known that it is almost a platitude. And yet, at the risk of 
platitudinousness, it needs to be restated because of less obvious im- 
plications. For this means that in choosing a member of Congress the 
voter has no assurance that the party designation of his candidate in- 
sures his taking certain positions, even on vital issues. Unless the voter 
knows the views of a candidate on a variety of problems, he votes in the 
dark. Some system under which the platform on which a party is elected 
to office will indicate the line of policy that its individual members are 
pledged to carry out is an essential part of a rational and effective de- 
mocracy. We have no such system. It is imperative that one be estab- * 
lished. With such a system in effect, pressure groups representing special 
interests would have considerably less opportunity to influence legisla- 
tive action. . 

In the course of time terms of office of Congressmen should be so 
modified as to make impossible the frustration and stalling of govern: 
ment that occurs when the majority of Congress belongs to a different 
party from that of the executive. This, however, would require an 
amendment to the constitution and would be a slow process. The ur- 
gency of such an improvement in legislative machinery is obscured by 
the lack of likemindedness within the parties. It is significant and hope- 
ful, on the other hand, that many of the other changes most urgently 
required for rationalizing government can be accomplished not only 
within the existing terms of the constitution but for the most part even 

_ without legislation—by the adoption of effective practices and the es- 
tablishment of a tradition of responsibility in government. 

Recent improvements in the internal organization of Congress under 
the La Follette bill are important steps in the right direction and hold a 
promise of better functioning of the legislature. But in order to serve 
the purposes of democracy adequate means must be devised to make 
Congress a more effective instrument for carrying out the will of the 
electorate. A machinery of government under which the President and 
members of Congress, who were elected at the same time on the same 
platform and have the same party allegiance and the same mandate 
from the people, cannot coéperate on major issues is one that frustrates 
the democratic process. l 

Coördinate with Congress stands the executive, with powers derived 
in part from Congress and in part directly from the constitution. To 
function effectively it must have organized machinery for coöperation 
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with Congress. Experience has demonstrated that voluntary, irregular 
contacts are not enough. A regular statutory line of authority between 
the executive and the legislative arms of the government is needed. 

The executive itself should be so organized as to be in a position to 
initiate programs expressive of broad national policy, and when ap- 
proved by Congress, to carry them out as a codrdinated undertaking— 

. through the different parts into which the executive branch of the gov- 
ernment is subdivided. As the government is constituted, there was 
until recently no agency for formulating national policies, no provision 
for regular consultation with the legislative power, and no machinery 
for coérdinating the activities of the ten regular departments and the . 
numerous independent agencies, boards and commissions. The only 
place where the power of codrdination is lodged under the existing sys- 
tem is the White House. And as a consequence, too much responsibility, 
too much detailed work, and too much omniscience is expected of one 
man—the President, who, in order to discharge the superhuman duties 
piled upon him, needs to be a paragon of physical endurance, of wisdom, 
energy, tact, and showmanship, as well as of political strategy. The re- 
sult is that Presidents are killed by overwork and yet can rarely achieve 
a complete and continuous program of national policy. 

For the President does not have the support of a Cabinet with joint 
responsibility for national policy. Such a Cabinet does not exist in this 
country. There is only a group of men, charged with specific duties in 
separate fields, with the President alone as a unifying and reconciling 
factor. The extent to which problems of national policy are discussed at 
Cabinet meetings is not generally known. But that there is no recogni- 
tion of joint responsibility for adopting policy is clear. It is also apparent 
that there are jealousies and a constant jockeying for power. Further- 
more, many of the most important functions of the Executive are en- 
trusted to agencies not represented at the Cabinet table at all—and 
subject to no control except by remote direction of Congress and infre- 
quent contacts with the over-worked and necessarily inaccessible Chief 
Executive. The course of government may be pictured as an obstacle 
racé—beset by many hurdles and run simultaneously on many courses, 
with but one judge who is under pressure to look in all directions at once 
and to make prompt decisions of vital importance, without opportunity 
in many instances to consider comprehensively all the elements in- 
volved. This system is a heritage of a past era, when the duties of fed- 
eral government were infinitely simpler. It needs to be remodeled in 
order to be equipped to handle effectively the numerous pressing prob- 
lems of a modern state. It has been well said that every human institu- 
tion must change if it is to last. It would be tragic if at this critical time 

- the country’s efforts to achieve domestic and world reconstruction were 

frustrated by worship at the shrine of vested error. 
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This country abandoned traditional laissez-faire largely because re- 
current booms and depressions had demonstrated the inefficiency of 
unregulated private enterprise, its inability to cope with the problems 
of a complex society. If government in turn shows itself incapable of 
dealing effectively with these problems, then in what direction will the 
country move? Will it be toward communism, fascism or anarchy? There 
is little solace for America in any of these alternatives. Preservation of 
democracy is the country’s wish, but if democracy is to be preserved, it 
must function efficiently. Its ideals must be implemented and made 
secure by governmental machinery capable of carrying out the people’s 
will effectively and without undue delay. 

The need. for better organization of policy formation has been recog- 
nized for a long time and its urgency has become more apparent during 
the great depression of the thirties and during and after the Second 
World War. Its acuteness has not abated but increased during the pres- 
ent period of reconstruction. 

One important move toward better codrdination of government ac- 
tivities was taken when the Act putting into effect the Bretton Woods 
Agreements provided for a National Advisory Council on International 
Monetary and Financial Problems to consist of the Secretaries of the 
Treasury, State, and Commerce, the Chairman of the Federal Reserve 
Board, and the Chairman of the Export-Import Bank. This Council has 
the function of considering with the American representatives on the ` 
International Monetary Fund and the International Bank for Recon- 
struction and Development the general policies to be pursued by the 
United States in the field of international finance, and particularly mat- 
ters in which decisions of these two institutions are subject to approval 
by the United States. The Council is directed to coédrdinate, so far as 
practicable, the policies and operations of the representatives of the 
United States on the Fund, the Bank, the Export-Import Bank, and all 
other agencies of the government engaging in foreign financial trans- 
actions. It is required to make periodic reports to the President and to 
the Congress. Since its organization the Council has been extremely ac- 
tive and has represented the United States in negotiations in connection 
with the British credit and the loans to France. Formal organization of 
interdepartmental coöperation in international finance through this 
Council is a constructive development of a high order of importance 
and promise. 

A potentially more important step was the adoption, after much dis- 
cussion and debate; of a law, known as the Employment Act of 1946, 
approved by the President on February 20, 1946. This date may mark 
the’first step in the process of rationalizing the government on an overall 
basis and organizing American democracy to fit modern conditions. The 
Act, in effect, declares it to be the continuing policy of the federal gov- 
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ernment to encoyrage opportunities of employment for all who are will- 
ing and able to work, and to promote employment, production, and 
purchasing power. In form the law deals primarily with one aspect of 
economic life, employment, but the different facets of economic ac- 
tivity are so interrelated that a successful policy assuring continuous 
employment would require and assure stability of production, prices, 
and other phases of life as well. The statute is couched in negotiated 
language, representing compromises between different points of view. 
Perhaps this should make it easier for its administrators to command 
broad support. It is beyond doubt that the Act provides a foundation 
for codrdinated national economic policy. 

It requires the President to transmit to Congress every year at the 
opening of the session, an economic report covering in substance all 
important phases of the nation’s economic life, together with a program 
of action. In addition, the President may from time to time transmit 
supplementary reports. 

The Act sets up a Council of Economic Advisers to assist the Presi- 
dent in the formulation of his economic reports. It also creates a Joint 
Committee of Congress to receive these reports and to make studies of 
its own, and on this basis to transmit to the Senate and House of Repre- 
sentatives its own reports containing its findings and recommendations. 

This Act contains, in embryo, what is necessary to start the govern- 
‘ ment on a road to more effective action. It recognizes the unity of the 
problems handled by the different departments and agencies, it gives the 
President the kind of help and support that he requires and is entitled to 
in the discharge of his great responsibilities, and it improves the proce- 
dure for codperation between the executive and the legislative branches of 
government. A stronger and more formal link must be forged in the near 
future, but the present law represents a step in the right direction. 

This statute has been enacted so recently and the Economic Council 
has been constituted for so short a time that it is too early to judge of its 
effectiveness in actual operation. Its possibilities, however, are far reach- 
ing; it needs the support of all citizens, and more particularly of this 
Association, whose former president has been appointed as chairman of 
the Council. The country cannot afford to have this promising start be- 
come lost in the mazes of official red tape, or in conflicts for power 
among agencies. It must become the beacon light leading toward a new 
and more adequate machinery of government in a democracy. 

The Council is at present in the experimental stage. On how it is de- 
veloped and how much importance it gains in shaping the country’s 
economic policy will depend whether it will signalize a momentous step 
forward in the democratic process or merely the emergence of another 
in a long series of agencies issuing reports. 
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Programs worked out by the Council must be so realistic and convinc- 
ing, so well thought out and adapted to the country’s needs, so thorough 
and so ‘practical as to win acceptance, in whole or in large part, by the 
President. His report to Congress, prepared in the light of the Council’s 
recommendations, would then be such as to enlist the support of public 
opinion. Congress and the Executive should then stand together for the 
enactment and administration of such laws and policies as the country’s 
needs demand. : 

There are in this possibilities of gradual but vital improvement in 
our economic life. If the Reports become established as the recognized 
authoritative basis of action—the recommendations would become bind- 
ing on all heads of government departments and agencies. There would 
be less bickering, misunderstanding, and cross-purposes between - 
branches of the government. A Cabinet member or the head of an 
agency would have the sole choice between supporting the program 
adopted by the government or resigning. 

The sound view that for an official on the Cabinet level the only 
alternatives as a matter both of effective public policy and of personal 
self-respect, is to codperate or to resign has never been established in 
this country. There is instead a dangerous practice of remaining in office 
against one’s convictions in order not to split the party, and an inclina- 
tion to refuse to quit under fire. These may be good rules of conduct, 
when party loyalty or personal integrity is in question, but not when the 
issue is one of national policy. 

The ideal attitude of a Cabinet minister toward the Cabinet is de- 
scribed by Viscount Grey in these significant words: 

“|... to put his mind into the common stock; to work sincerely in 
matters of difference of opinion and difficulty for a Cabinet decision. 
This does not mean that what is regarded by a minister as vital to the 
public interest should be compromised. A minister should resign rather 
than agree to that [italics supplied]. It means that a minister should not 
press his personal views unduly about what is not essential, that he 
should contend for substance not for form, that he should consider with- 
out amour-propre how his own opinion can be reconciled with that of 
others. Subject to the one qualification of not sacrificing what he re- 
gards as vital to the public interest, he should not contend for victory, 
but for agreement in the Cabinet. 

“The other qualification is that of accepting full personal responsibil- 
ity for Cabinet decisions, when once agreed to.” 

This is a statement about a responsible Cabinet of the British type— 
by a distinguished member. Adoption of similar principles in an Ameri- 
can setting appears to be the only alternative to governmental fumbling. 

A clear-cut administrative policy, with all the heads of government 
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departments committed to its support, would carry great weight with 
the public, which placed it in power. It would also impress Congress. 
Adoption in some form of the proposal for Cabinet members to appear 
before Congress in person and answering questions in open meeting 
would contribute further to codperation between branches of the gov- 
ernment and to recognition of complete accord on policy by the adminis- 
tration. It may be feasible for candidates for the Presidency to name 
their cabinets before election, so as to make the ministers more conscious 
of their responsibility to the people, the ultimate source of their au- 
thority. 

An American form of responsible government could develop out of the 
beginning made by the Full Employment Act if it is supported by the adop- 
tion of practices that would increase its effectiveness. The organization 
and principles laid down by the constitution and sanctioned by Ameri- 
ican tradition would be preserved, and at the same time the government 
would become more purposeful and more responsive to the demands of 
changing conditions. 

To economists and to this Association, the recent step toward a bet- 
ter formulated and better implemented ‘public policy is not merely a 
matter of general interest. It is a Council of Economic Advisers that 
has been established and it is the Council’s Economic Reports that are 
expected to constitute the heart of public policy. This new instrument 
of government gives the profession of economists a broad opportunity 
of rendering greater service to the nation and places on them and on this 
Association a correspondingly grave responsibility. 

What”*Congress has said to the economist is in the language of the 
gaming table: “Put up-or shut up!” That’s the economist’s dilemma. 
Since economists by occupational selection and by training are not able 
to shut up—the only alternative is to put up, that is, to produce the 
men, the data, and the understanding, and to promote the public sup- 
port essential to the execution of effective economic policy. To this pur- 
pose the efforts of economists and of their Association must be rededi- 
cated on this its Diamond Jubilee. The Ivory Tower has been con- 
quered by events and razed to the ground. The economist is out in the 
open and must come to grips with problems of state, 


THE PROSPECT FOR ECONOMIC GROWTH 
By C. Rernotp Noyves* 


The purpose of this article is a limited one. It concerns itself only with 
the longer term prospect for a resumption of economic growth in the 
private economy of the United States. It is not an attempt at any gen- 
eral interpretation of past events. In line with that purpose, I have com- 
menced with a broad over-all examination of the pertinent evidence, 
and have then narrowed down the field of inquiry by the successive 
exclusion of certain possible interpretations of that evidence which the 
facts seem to disprove. I have also left out of consideration entirely all 
conditions or influences which appear to have been temporary and which 
in the absence of great depressions or great wars, need not be expected 
to recur. There remains one strategic factor, already evidenced in the 
pre-war period, which cannot be excluded and which shows the ear- 
marks of a permanent organic change in the economy. On that I base an 
appraisal of the prospect for future economic growth. 


I 


Professor Simon Kuznets’ estimates of commodity flow and of capital 
formation, which have been appearing during recent years in a series of 
publications of the National Bureau of Economic Research, give evi- 
dence of a rather startling change that has taken place in the behavior 
of the American economy. From the beginnings of the colonial settle- 
ment, over 300 years ago, there has been accumulated out of savings 
in this country some 300 billion dollars worth of reproducible wealth*— 
using Kuznets’ most recent estimates, in 1929 prices and based on capi- 
tal formation data,* Presumably the rate of accumulation was, at first, 


* The author is president of the National Bureau of Economic Research, Inc. 

1 References in the notes below will be made to these studies by Kuznets under the titles 
only. 

Simon Kuznets, Commodity Flow and Capital Formation (New York, Nat. Bur. of Econ. 
Research, 1938), National Income and Its Composition, 1919-1938 (New York, Nat. Bur. of 
Econ. Research, 1941), National Product in Warlime (New York, Nat. Bur. of Econ. Research, 
1945), National Product since 1869 (New York, Nat. Bur. of Econ. Research). 

Professor Kuznets has kindly permitted me to quote from the manuscript of the last, which 
at this writing, is still “in press.” 

3 Other than “household.” 

3 National Product since 1869, Table IV 10. In this form of citation, used throughout, the 
roman numeral refers to the part of the book, the arabic numeral to the number of the table. 
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very slow. As of 1879, Kuznets’ estimate for the accumulated total is 
only about 36 billion dollars.‘ In the succeeding five decades the total 
grew by large and steadily increasing increments. Then, for the decade 
January 1st, 1929, to January 1st, 1939, the growth was very small— 
less than that for the year 1929 alone, which is included in that decade. 


TABLE I.—REFRODUCIBLE WEALTH OTHER THAN HOUSEHOLD* 
(1929 prices, in billions of dollars) 














a See National Product since 1869, Table IV 10. 


It appears that, for the first time in our recent history and perhaps for 
the first time in our entire history, the process of growth in reproducible 
Wealth has practically ceased for an entire decade. Moreover, at this 
. writing seven years have already passed out of the current decade which 
will end January 1, 1949. If the guesses made below as to 1944 and 1945 
turn out to be justified, there has been no growth in “non-war” repro- 
ducible wealth for the first seven of the current ten years. l i 
The “startling change,” referred to above, is confirmed and empha- 
sized by an examination of more detailed data. In Kuznets’ most recent 
and most complete annual series for capital formation, the last quarter- 
century, 1919 to 1943,5 may be divided into two nearly equal periods— 
one of twelve years from 1919 to 1930, inclusive, and one of thirteen 
years from 1931 to 1943. For the whole of the first period net capital 
formation amounted to 74.6 billion dollars; for the whole of the second 
it had fallen to 2:6 billion dollars. These figures include only what Kuz- 
nets now calls “non-war’’ net capital formation, an adjustment that ap- 
plies only to public capital formation. If we are permitted to guess that 
the ultimate estimates for 1944 and 1945, the last two years of the war, 
will turn out to duplicate approximately those for 1942 and 1943, the 
first two years of the war, then the picture becomes even worse. Then, 


‘In a private communication, Professor Kuznets suggests that the relatively small size of 
the early figures in this series may exaggerate the actual contrast. In part, it may be due to 
certain limitations and exclusions in the data, 

§ Since Kuznets’ present published estimates end with 1943, our use of his data must end 
there. : 
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for the whole fifteen-year period from 1931 to 1945, non-war capital 
consumption has exceeded non-war gross capital formation by 9.5 
billion dollars. 

Analyzed into the three main components which Kuznets establishes, 
the data may be summarized as follows—again estimating 1944-1945 
to have been the same as 1942-1943: 


TABLE IL—Ner NON-WAR CAPITAL ForMATION* 
(1929 prices, in billions of dollars) 















1919-1930 (12 years) 
1931-1943 (13 years) 
1931-1945 (eat., 15 years) 


+2.6 


a National Product since 1869. Non-war public capital formation is derived by deducting 
col. 8, Table I 16 from col. 6, Table I 7. 

Residential capital formation is derived from col. 1, Table I 7 after deducting depreciation 
taken from the following sources: For the years 1919 to 1935 depreciation is derived from 
Commodity Flow~and Capital Formation, line 6 of Table VIO 3, 1929 prices. For the years 
1936 to 1939 I have used further estimates furnished me by Solomon Fabricant, whose estj- 
mates in Capital Consumption und Adjustment (New York, Nat. Bur. of Econ. Res., 1938), were 
used by Kuznets in the above. For the years 1940 to 1943, or 1945 I have merely extrapolated 
from this series. Any error cannot be significant. 

Business capital formation is then derived by deducting the sum of these two series from 
coL 4, Table I 17 in National Product since 1869. 


The first period of twelve years, from the close of World War I to the 
onset of the great depression, was one of almost continuous prosperity 
and growth. An average of about 3.75 billion dollars per year went into ' 
net business capital formation; an average of about 1.25 billion dollars 
per year went into net increase in the value of housing; and an average 
of about 1.25 billion dollars per year went into public non-war net capi- 
tal formation—probably largely through state and local governments. 

The second period of fifteen years includes the great depression and 
World War II. During that time the net value of existing housing di- 
minished by an average of about 0.75 billion dollars per year; this was ap- 
proximately counterbalanced by positive net public non-war capital 
formation (average 0.75 billion), leaving an average negative quantity 
(of about 0.65 billion) for business net capital formation to produce the 
negative total. 

It might well be that the great depression and American participation 
in World War II were sufficient conditions to account for the fact that 
private net capital formation was almost certainly negative for the full 
period, 1931-45. Let us see, then, what the estimates show for the briefer 
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period between, these two episodes. It happens that the seven years 
1935-41 make the best showing of any seven consecutive years in the 
second period. By 1935 we had made a good beginning in the recovery 
from the depression. Only at the very end of 1941 did we ourselves enter 
the war. The corresponding best seven consecutive years in the first 
period were 1923-29. 


TABLE I11.—Ner Non-war CAPITAL FORMATION 
(1929 prices, in billions of dollars) 











Business 
1923-1929 (7 years) +32.5 
1935-1941 (7 years) 425.7 





In the second seven years, 1935-41, total net capital formation was 
little more than half what it was in the first seven years, 1923-29. 
Non-war public net capital formation declined in the second seven years 
by about one-third from the level it reached in the first seven years. 
Net capital formation in housing disappeared altogether, in contrast to 
& positive average per year of over 2 billion dollars. But business net 
capital formation was, in the second, nearly four-fifths of what it was in 
the first seven years. When, however, we examine the components of 
this business net capital formation we find that over 60 per cent of it 
(16 billions) was concentrated in the last two of the seven years and 
that, of this 16 billions, more than half (9.5 billions) took the most ephem- 
eral forms—increases in inventories and in private foreign claims.® 
Obviously, 1940-41 resembled 1915-16 in that, at both times, we were 
receiving the full impact of war buying from abroad before we were our- 
selves implicated. This considerable fillip to business from war-making 
somewhat distorts the comparison. If net business capital formation for 
the whole seven years had averaged what it did for the first five (1935- 
39), it would have run about 13.5 billions, or about 40 per cent of that 

of the years 1923-29." . 
' Interpreting these data in general terms and contrasting the second 
with the first period, we may say (1) that, both for the full periods and 
for the best seven years compared, while net non-war public capital 
formation diminished somewhat, nevertheless it remained at a high 
level; (2) that, for the whole periods net value of housing contracted, in 


5 National Product since 1869, lines 3 and 4, Table I 12. 


7 If my purpose were to make the strongest possible case for a preconceived thesis, I would 
naturally not select these two briefer periods for comparison. The reason for doing so is that 
such is not my purpose. 
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the second almost as much as it expanded in the first, and that even for 
the best seven years there was no expansion in this category in the sec- 
ond, while there was a very large one in the first; (3) that business real 
capital stood in 1945 considerably below the point at which it stood at 
the end of 1930, whereas it had increased by 45 billion dollars in the 
twelve years previous to 1931, and that even for the years of recovery 
from the depression its increase was considerably less than for the pre- 
vious like period, while a major part of this increase was temporary and 
under the influence of war demand from abroad. In other words, it is 
clear that the “startling change” referred to above has not taken place 
in the public economy; it has been confined to the private economy. If 
so, the only bearing of this record on the future prospect for economic 
growth lies in the field of the private economy. Total private net capital 
formation, which was positive to the extent of nearly 60 billion dollars 
from the end of World War I to the onset of the great depression, ap- , 
parently became negative to the extent of some 20 billion dollars from 
then on until the end of World War II. Since 1930 the private economy 
in the aggregate has not only failed to create any new net real capital; 
it has not even maintained its net real capital intact. 

Tn terms of these data the private economy is divided into two parts, 
business and housing. It is clear that, in the field of business, this phenom- 
enon may have been independent of that in housing. Let us consider 


TABLE IV.—FLow or Goons To ConsuMERS* 
(1929 prices, in billions of dollars) 








1919-1929 1929-1941 

1919 1929 | Increase Increase | 1941 | Increase Increase 

per capita per capita 
Perishables 19.9 28.0 +40% +20% 40.4 H4% +32% 
Semi-durables 7.5 11.8 +57% +35% 12.5 +6% —3% 
Durables 5.0 8.8 +76%  +51% 9.3 +6% —3% 
Services . 17.8 27.8 +56% +34% 33.3 +20% +10% 
Total 50.2 76.4 +52% +30% 95.5 +25% +14% 


* From National Product since 1869, cols, 6 to_10, Table I 5. 


the business sector alone. The business sector of the private economy is 
wholly responsible for the flow of goods to consumers, as this is now 
measured. At first sight it is rather difficult to reconcile the apparent 
cessation of growth, or the actual decline, in business real capital with 
the increase in the annual flow of goods to consumers which has taken 
place in approximately the same period. Kuznets’ estimates of this flow 
(in 1929 prices) show an increase between 1929, the best year up to that 
time, and 1941, the best year in his series, which amounts to 19.1 billion 


a 
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dollars.* Theoretically, we would assume that such an increase, about 
25 per cent, would require an expansion in plant and equipment, and 
therefore net capital formation, in order to make possible the additional 
product. Examination of the components of this flow suggests why it did 
not. 

It is evident (1) that the improvement in.the average standard of 
living, so far as that can be measured in these real terms, which took 
place between 1929 and 1941 was less than half the improvement be- 
tween 1919 and 1929; (2) that it consisted largely in a marked increase 
in the purchase of perishables and some increase in the consumption of 
services; (3) and that, so far as new purchases were concerned, there was 
a contraction in semi-durables and durables. Moreover, when these 
figures are given in current prices the picture is considerably clarified. 
Except for services in the first period, there was a decline in prices in all 
categories during both periods. 


TABLE V.—FLow or GOODS TO CoNSUMERS* 
(Current prices, in billions of dollars) 






















1919-1929 1929-1941 
is Increase Increase | Increase Increase 
per capita 
Perishables +16% +6% 
Semi-durables —71% —15% 
Durables “ +2% —71% 
Services +3% — 6% 
Total +6% — 3% 





* From National Product since 1869, cols. 1 to 5, Table I 5. 


In 1929, the average person spent 22 per cent more to get 30 per cent 
more goods and services than he did in 1919; in 1941, he spent 3 per cent 
less to get 14 per cent more goods than he did in 1929. The gain in the 
average standard of living in the first period resulted from spending no 
more for a considerably larger quantity of perishables and semi-durables, 
much more for an even more largely increased quantity of durables, 
and nearly three-quarters more for about one-third more services. Such 
gain as there was in the average standard of living in the second period 
resulted wholly from a decline in prices in each rubric. In fact, the total 
flow of goods to consumers in the second period, though it shows an 
increase of over 19 billion dollars in 1929 prices, shows an increase of 
less than 5 billions in terms of current prices, almost all of which was in 


8 The reason for using 1941 rather than the latest year in Kuznets’ present series is, not only 
that it is the best, but algo that it is the last pre-war year. 
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perishables. We conclude that, accompanying the cessation in business 
capital formation, there was also a cessation in the improvement in the 
scale of living, at least in respect of semi-durables and durables which 
require large capital investment. And these, be it noted, have consti- 
tuted, during recent decades, the chief addition to the American stand- 
ard of living. 

Summing up these findings, it appears that, for the first time at least 
in our recent history, economic growth in the business sector has prac- 
tically ceased for a full decade. At the beginning of the late war business 
real capital stood at about the same level as in 1930; so did the flow to 
consumers of the chief capital-requiring goods.” That is the more con- 
spicuous feature of the cessation of net capital formation in the private 
economy. But, accompanying this “startling change,” there was also an 
unusually severe and prolonged contraction in residential construction. 

Now these facts and figures are not “news.” This period and its pecu- 
liarities form the subject of an already enormous literature. But these 
particular features of the period are reproduced and emphasized because 
they constitute the natural starting point for the special inquiry under- 
taken here. If, in the immediate pre-war period private net capital for- 
mation ceased for ten or more years, one is led to suspect that something, 
must have gone wrong with the saving function. If, in the pre-war period 
something went wrong with the saving function for as long a time as ten 
years, the same malfunctioning might reasonably be expected to reap- 
pear in the post-war period. If so, the question of the prospect for eco- 
nomic growth would be settled for us. No matter how favorable to 
economic growth other conditions may be, if the saving apparatus is not 
functioning, there will be no growth. 


u 


Following up this clue, let us attempt to determine whether changes 
have occurred since 1930 in the quantity, source or direction of savings 
which might account for the cessation of private net capital formation. 
For this purpose we have to bring our analysis in terms of capital for- 
mation into conformity with one in terms of real income. Net capital 
formation, in Kuznets’ terms, requires real saving—that is, it can only 
be financed out of income that is saved and invested, not spent or hoard- 
ed in the form of money.!? This income arises at three clearly defined 


9 If the comparison is made with 1943 (instead of 1941), which is the latest year in Kuznets’ 
current estimates, it would be somewhat more unfavorable in both respects. That is, both 
changes would then be negative. 

10 Since our estimates of net savings are all in real terms (¢.¢., assume investment), we not 
only cannot but do not need to consider hoarding here. 

Nevertheless, the point is an important one. Hoarded money, either currency or created 
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levels, governmental, corporate and individual. A fourth level, the in- 
‘come of non-incorporated business, is included with business income, for 
some purposes, and with individual income for some other purposes. 
Saving at the first two levels does not appear as saving at the third 
level." Saving at any level can be transferred to any other level to be 
used for capital formation there; or, having regard to the whole, real 
saving at one level may be counterbalanced by real dissaving at others, 
so that no net capital formation takes place in the aggregate. 


A. Government 


The various governments, from national down to local—the public 
economy—may effect their own real saving out of tax revenues or out 
of revenues from public services in excess of current expenses. Such real 
saving does not appear first as savings by the individuals or corporations 
of the private economy from which the tax or service revenues are de- 
rived. If the saved taxes or other receipts are derived from the capital 
rather than from the income of the individuals or corporations, real 
saving by government is offset by real dissaving on the part of the individ- 
uals or corporations. On the other hand, governments may rely on real 
gaving at other levels. They may borrow, for the purpose of capital for- 
mation, from individuals or corporations. The funds so transferred may 
consist of the individuals’ or corporations’ new savings. Then the net 
capital formation in the public economy corresponds to the new savings 
of the private economy and is a net real increase. Or the funds so bor- 
rowed may consist of the equivalent of depreciation reserves not expend-- 
ed for replacements or of the proceeds of other real assets not replaced 
(inventory, etc.). Then the positive net capital formation by government 
is offset by negative net capital formation on the part of individuals or 
corporations. In the aggregate, disregarding financing of one govern- 
ment by another, net capital formation by governments can only be 
financed from their own real savings, or from the real savings, new or 
old, of the private economy. Finally, it is also possible for capital con- 
sumption to exceed gross capital formation in the case of any single 
government and therefore for the aggregate of governments. 


deposits is, of course, not spent or invested. The concept is a difficult one to define and the 
magnitude is an almost impossible one to measure. For, in some sense, all cash on hand is 
hoarded. Moreover, increase or decrease in total money outstanding seems to negative or to 
exaggerate the effects of hoarding. But such increase or decrease must increase or decrease 
somebody’s cash on hand. Is this hoarding or dishoarding? The changes in the quantity of 
money, both up and down, have been radical in these two periods, but their effects have been 
difficult to trace. Someone should make a special and thorough study of this matter. 

That is, the funds saved by governments and corporations have not appeared as income 
to individuals and therefore, of course, not as individual savings. 
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B. Business 


1. Corporate. With corporations taken as a whole, as with govern- 
ments, net capital formation can be financed from undistributed cor- 
porate profits, in which case it does not require prior saving by individ- 
uals; or it can be financed by new capital issues, etc., in which case it 
appears first as savings by individuals or as the equivalent of unspent 
depreciation reserves by individuals (residential). These savings may be 
transferred directly or through government. Again, in the aggregate, 
corporate net capital formation can only be financed from these two 
sources. And, again with corporations, capital consumption may exceed 
gross capital formation in particular cases and therefore for the whole. 

2. Non-corporate. Since all net profits of unincorporated firms, indi- 
viduals or partnerships—or entrepreneurs, as they are called in this con- 
nection—are treated for tax purposes as the personal income of the par- 
ticipants, there is no rubric corresponding to undistributed profits in 
this case. Nevertheless, a distinction does exist between business income 
plowed back by the participants and loans to, or other investments in, 
such firms made by non-participants or new participants. Only the first, 
the internal net savings, are here called “entrepreneurial net savings.” 
Net capital formation may be financed from either source. And, again, 
the failure to maintain real assets results in negative capital formation. 


C. Individuals 

The only form of net capital formation by individuals, other than 
entrepreneurs, which is included as such by Kuznets, is residential build- 
ing.” This may be financed out of the savings of the individual himself; 
or it may be financed, partly or wholly, out of the savings of other indi- 
viduals. The rest of the savings of individuals is delegated for real invest- 
ment either to government or to business. The customary ways in which 
this has been done are rather markedly differentiated as between two 
segments of the population. 

1. Smali Investors. The savings of a very large portion of the people, 
including most of those whose incomes are below the higher brackets, 
constitute what are regarded by the savers as “rainy-day”’ funds. Since 
the principal as well as the income of these funds is intended for ultimate 
expenditure, they constitute, in the aggregate, a revolving fund. Be- 
‘cause the ultimate dissaving is the prime purpose of the individual 
saver, this revolving fund only increases by the difference between sav- 


18 Merely for simplicity in exposition we are treating all residential net capital formation, 
positive or negative, under individual saving. True, governments and corporations or entre- 
preneurs (business) do participate in this financing. But, for the most part, neither do so with 
their own savings. They are merely intermediaries for individual saving. 


ae SOS. ag 
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ing and dissaving. A large portion of these savings has, in the past, been 
placed in the hands of life insurance companies, savings banks, etc. 
These savings institutions are restricted, in part by law and.in part by 
conservative practice, so that actual real investment, if it occurs, is 
achieved chiefly via three channels, loans to government, loans to large 
business, and loans upon residences.” To some extent small savers have 
handled their own savings, particularly to finance their own housing 
and, more recently, for the purchase of government securities. 

2. Large Investors. A relatively small portion of the people, whose in- 
comes are in the higher brackets and who have, therefore, what are called 
“surplus” incomes, handle their own savings for the most part. They 
invest for income and expect never to spend their principal, which they 
regard as “sacred.” Therefore, except for losses, increments from new 
savings and capital gains are all net and constitute, in the aggregate, a 
permanently growing, not a revolving, fund. In the past it has been ae 
posed that these “surplus” incomes were the chief source of all savings." 
At any rate, so far as “equity” capital for new or old businesses is con- 
cerned, that has probably been true, And, since business, unlike govern- 
ment, requires an “equity” behind its debts, the financing of all net 

capital formation by business would seem to rely upon these individual 
‘investors for about half of its requirements over and above what can be 
supplied, in each individual case, by the undistributed profits of corpo- 
rations or the plowed-back income of participating entrepreneurs. 

Available data do not make it possible to draw up really precise esti- 
mates of the changes that have taken place since 1930, as compared with 
the period 1919 to 1930, in respect of the magnitude and direction of 
these ultimate flows of the several types of savings which permit the 
several types of net capital formation. Nevertheless, Table VI sketches 

- in rough outline the broader features of both kinds of change. And, as is 
usually the case, this rather crude appraisal has to serve:as the basis for 
analysis. Since conditions changed so radically after our entry into 
World War I, it will simplify matters if we now limit the period since 
1930 to the years before we entered World War H—that is, if we cut 
short that period at 1941. This will also serve better for a forecast of 
post-war and, we hope, peace times; though for that we will have also to 
recognize the legacy left by the four years of war. But, since our data 
as to savings for the first eight years of this period (1931-38) can be 


4 It is hardly necessary, any longer, to include loans on farm land. 

H For instance, Professor F. A. Fetter says in “Lauderdale’s Oversaving Theory,” Amer. 
Econ. Rev., Vol. XXXV, No. 3 (June, 1945), p. 267, “As a commonly observed. fact, the 
greater part of the saving in modern communities is of this nature [#.¢., does not necessitate 
an actual reduction in the amount of consumables]. It is the action of fairly well-to-do or rich 
savers that are not: er ii and aye themselves the enjoyment of their habitual amount 
of consumables , 
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TABLE VI.—NArTIONAL REAL Bupset* 
(Current prices, in billions of dollars) 











1919-1930 1931-1938 1939-1941 
(12 years) (8 years) (3 years) 
Individuals 
Net savings , 447, 8a 4-29.48 +17.2! 
Residential net capital formation +14.2* —5.2* -+3.1* 
Transfer to government +9.7b +-22.04 +14.1! 
Transfer to business +23.9 +12.6 
Governments 
Net savings -+18.1b —4.% —1.9f 
Transfer from individuals +9. 7» +22.04 -+14.1f 
Non-war net capital formation |` +16.1* +7.7* +2.8* 
War net capital formation +11.7* +4.2* +9.4* 
Transfer to business +5.2° 
Business 
Net saving corporations +10.% —20.1° +11.4! 
Net saving entrepreneurs +15.9% | —6.2° +3.8! 
Transfer from individuals +23.9 +12.6 
Transfer from governments +5.2° 
Business net capital formation +50.7* —8.5* +15.2* 








* This table is given the same name and is constructed on a basis similar to the one con- 
tained in President Truman’s Budget Message for the fiscal year 1947. Items starred are frone 
National Product since 1869. For items not starred see footnotes below. All other items are 
imputed to balance. Since all estimates are made in real terms, figures in each sector must 
balance. Therefore they are net transfers only. Transfers, of course, include not only new cap- 
ital or loans, but inter-sector exchanges of liquid (non-real) assets for real assets. For instance, 
_, if business holds government bonds, it may sell these to individuals and thus secure the funds 
for net capital formation. But this is a transfer from individuals to business. 

a These estimates of individual savings are modifications of those given by Kuznets in 
National Income and Its Composition, 1919-1938, p. 276. There he estimates individual savings 
as a residual after deducting the other directly estimated categories of savings from net capital 
formation. But since his new estimates (National Product since 1869) show greater net capital 
formation for the first period and less for the second, I have increased his estimate of indi- 
vidual savings, 1919-30, by 0.5 billions and decreased it for 1931-38 by 6.6 billions. 

b This estimate of net savings by governments is taken from National Income and its Com- 
position, 1919-1938, pp. 276 and 814. The figure for transfer from individuals to governments 
is the difference between these savings and governmental capital formation. Kuznets esti- 
mates net increase of public debt for the period at only 6.8 billions (foc. cH.) If we were to ac- 
cept this lower figure for transfer from individuals (or business), it would be necessary to 
increase the estimate of government savings by 2.9 billions, and to decrease individual sav- 
ings, which is a residual, by the same amount, 

o These are the directly estimated net savings as given in National Income and sts Composi- 
tion, 1919-1938, pp. 276 and 814. 

4 This is Kuznets’ estimate of net increase in government debt for the period. See National 
Income and tts Composition, 1919-1938, p. 814. 

e The increase in “other” federal security assets for this period was 6,813 millions. See 
National Income and its Composition, 1919-1938, p. 814. I am assuming that about 5 billions 
of this was federal financial aid to business, including farming. 

! Since Kuznets’ estimates of net savings by categories have not yet been carried on for the 
years 1939-41, I have used those of the Department of Commerce, trying to adapt them to 
Kuznets’ own estimates of net capital formation in the way he has previously done. 

Corporate net savings are Kuznets’ estimates (Natonal Product in War Time, Appendix 
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Table III 3) derived from Survey of Current Business, April, 1944, by adding to line 12, Table 
15, p. 15, lines 4 and 5 of Table 13, p. 14. 

Entrepreneurs’ net savings have not been separately estimated in the Survey, being included 
with individuals’ net savings. I have imputed an amount sufficient, together with corporate 
net savings, to take care of business net capital formation. This seems a reasonable minimum, 
because: entrepreneurs had net savings of 2.1 billions from 1935 to 1938 (National Income, 
p. 276) and because their net income averaged about the same as in 1929 (Survey, April, 
1944, line 13, Table 15, p. 15), when their net savings were 1.1 billions (National Income, 
p. 276). If entrepreneurial net savings were larger than this, individual net savings were 
smaller. Correspondingly business must then have transferred to government the excess 
over its own net capital formation and that would reduce the amount transferred by individ- 
uals. In either case there appears to have been no net transfer from individuals to business. 

Individuals’ net savings are derived by making two deductions from the Department of 
Commerce estimate (Survey, April, 1944, line 1, Table 6, p. 11). The first deduction, 6.5 bil- 
lions, covers the difference between the Department’s estimate of private capital consumption, 
19.6 billions (Survey, April, 1944, line 4, Table 6, p. 11) and Kuznets’ estimate, 27.1 billions 
(National Product since 1869, Table I 16), adjusted for his slightly greater estimate of gross 
private capital formation. The second deduction is the 3.8 billions arbitrarily assigned to 
entrepreneurial savings. As noted, individual and entrepreneurial savings are lumped to- 
gether in the Department’s estimates. 

Transfer by individuals to government, 14.1 billions, accounts for the balance of individual 
savings after allowing 3.1 billions, Kuznets’ estimate, for net residential construction. This 
figure also exactly agrees with the estimate of gross private savings available to the federal 
government (Survey, April, 1944, line 11, Table 6, p. 11) and with increase in public debt re- 
quiring private saving (line 18, less line 21, Table 6). 

Governments’ net savings are the negative residual. Net surplus of state and local govern- 
ments is estimated at 1.1 billions (Survey, April, 1944, line 12, Table 6, p. 11). Therefore, 
federal net savings would be —3 billions. I assume that state and local governments received 
no transfers from individuals, 


taken from Kuznets’ estimates, while those for the last three (1939-41) 
have ‘to be derived from other sources, we will divide the whole into 
two part periods. This has the added advantage that it indicates a trend 
from 1931 to 1941 which only becomes marked at the end. Finally, in 
order to bring our figures into balance, we now have to include what 
Kuznets defines as “war capital formation,” however uncertain may be 
its lasting value. 

The general trend evidenced by these figures is quite clear, even 
though there is a wide margin of error in some of the estimates. Indi- 
vidual savings averaged about 4 billions a year in the first period, only 
slightly less than that in the second, and appear to Have risen to nearly 
6 billions a year in the third. In the first period about half of these 
savings were invested in business; in the second period only about one- 
third of these savings, plus unused residential depreciation, were in- 


15 It is not possible to separate year by year, for this period, the probable transfers to busi- 
ness by individuals from those by government. But to indicate the gradual diminution—the 
trend-—there follows an estimate (in billions of dollars) of these combined transfers year by 
year derived by deducting Kuznets’ estimates of negative net capital formation in business 
from his estimates of negative net savings by corporations and entrepreneurs. 

1931 1932 1933 1934 1935 1936 1937 1938 
3.4 3.4 3.1 - 0.5 2.1 1.9 4.1 0.8 
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vested in business; in the third period no individual savings were, on 
balance, invested in business.” 

Government net savings averaged about 1.5 billions a year in the 
first period, and were negative by about 0.6 billions a year in the second 

-and third periods. Whereas, in the first period the net savings of govern- 
ments financed two-thirds of their own net capital formation, in the 
second and third periods all their net capital formation together with 
their sizable deficits were financed by the loan of individual savings. 

Business net savings in the first period were better than 2 billions a- 
year and served to finance about half the business net capital formation. 
In the second period all this accumulation was lost. Business paid out 
26 billions (over 3 billions a year) more than it would have had to take 
in in order to keep its real capital intact. However, all but 8 billions of 
this was made good by new capital furnished by transfers of individual 
savings, directly or through government. In the third period: business 
net savings sufficed for all business net capital formation, which took 
place at a rate (5 billion per year) greater than it did even in the first 
period (4.2 billions). But, as we have already suggested, these large 
savings in the third period were probably, as in 1915-16, largely the 
result of World War II before our entry into it. 

These figures seem to prove that the cessation of growth in private 
capital formation, from 1931 on, was not due to a radical change in the 
quantity of individual saving. In the second and third periods, as com- 
pared with the first, there was no contraction in saving by individuals. 
True, in the second period, there was a very large offsetting dissaving 
by business, only partly made good by large saving in the third period. 
But it appears reasonable to regard that as a temporary phenomenon, 
and therefore no indication as to what to expect in the future. Finally, 
in the second and third periods there was a marked diversion of indi- 
vidual savings from business to government. Again, this might be con- 
strued as temporary. But the fact that there appear to have been no 
transfers whatever from individuals to business in the third period sug- 
gests the advisability of looking into the matter further. During the 








While the three years 1935 to 1937 give the appearance of a resumption of transfers from in- 
dividuals on the old scale, the facts that increased inventories account for 6.3 billions of the 
capital formation in those years and that “new capital’’ issues were but 2.6 billions for the 
three years suggest that a considerable portion of these transfers were temporary and took 
place through extensions of bank credit. 

16 This feature of the trend is also indicated by the fact that so-called “New Capital Issues 
of Domestic Corporations” in the form of stocks were, for the eleven years 1931 to 1941, only 
10 per cent of what they had been for the eleven years 1920 to 1930. Since the combined 
total of stocks, bonds and notes for 1931 to 1938 was less than 6 billions, as compared with 41 
billions for 1920 to 1930, and since “new capital issues” include those for the purchase of one 
corporation by another, it appears likely that less than half the transfer of 12.6 billions from 
individuals to business went to corporations. 
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years of deep depression, as well as in those of recovery, such transfers 
continued, though on a diminishing scale. The years 1939 to 1941 were 
years of still further recovery, and they preceded our entry into the 
war. Why did the transfers cease altogether at that stage? Is it possible 
that changes in the source of individual savings have taken place which 
could account for this phenomenon? Is it possible that the former out- 
side source of new capital for business has, since 1930, gradually dried 
up, leaving business to grow on its own savings or not at all? 

Some light may be thrown on this last and apparently crucial factor 
by examining the statistics of income, in general, and of income taxa- 





Taste VII 
Bracket 1929 1941 Change 
(in thousands (in billions (in billions (in billions 
of dollars) of dollars) of dollars) of dollars) 
5-10 
Reported net income 4.156 
Federal income tax |` .009 
Available 4.147 
10-100 
* Reported net income 6.231 
Federal income tax 335 
Available 5.896 
Over 100 
Report net income 1.907 
Federal income tax 653 
Available 1.254 








tion, in particular. It will be recalled that we have supposed that, in the 
a it has been chiefly the savings of large investors—of those with . 

“surplus” incomes—which have been the outside source for fmancing 
additional business equities. If the function of saving has shifted, for 
‘any reason, from those with large to those with small incomes, that 
might account for their diversion to government and for their failure to 
provide new capital for business. 

For this purpose let us first compare the years 1929 and 1941, the best 
year of the first period and the best year of either the second or the 
third period. Statistics of net income exclusive of capital gains,” as 
reported for federal income tax, give us a fairly accurate basis for com- 
paring the aggregate net income, after taxes and available for spending | 

17 See Statistical Abstract of the United States, 1932, and 1944-45. The deduction for capital 


gains is based on Table 173 (1932) for the year 1929, "and on Table 287 eras for the year 
1941. 
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or saving, for all brackets which may be regarded as coming within the 
definition of “surplus” incomes. 

The aggregate shrinkage in income available after taxes in all these | 
brackets was 2.800 billions. In the brackets from $5,000 to $100,000 
per year, this shrinkage was almost wholly due to increased taxes— 
1.782 billions out of 1.855 billions. In the brackets above $100,000 a 
year, all (and more) of the shrinkage was due to the great contraction 
in the aggregate of such incomes.® 

Coincidently, incomes under $5,000 a year were moving in the op- 
posite direction.” An even greater change appears in reported net in- 
comes under $5,000 a year. But of course that change is largely exag- 
gerated by a change in the basis of reporting. 

These data cannot be adduced as positive proof of any hypothesis. 
However, the increase in national income and in reported net income 
under $5,000 a year, as shown above, provide a sufficient, if not a cer- 
tain, explanation of the very large aggregate of individual savings in 
1941. By the end of the third period there was evidently an entirely 
adequate supply of individual savings for transfer to governments, 
whether for dissaving or for net capital formation by governments. 


There was also an ample supply of individual savings for residential net 
: e 
18 That this radical shinkage in income available after taxes was, at least in the higher brack- 
ets ($100,000 up), a gradual affair from 1930 to 1941 is indicated by estimates of available in- 
come after taxes calculated for incomes of specific size (not brackets). These are taken from 
the 26th Annual Report of the Director of Research (Nat. Bur. of Econ. Research, 1946), Ap- 
pendix, p. 33; and notes 43-48, p. 36, for basis of estimates. It will be seen that, before 1941, 
the marked changes downward came between 1931 and 1932 and between: 1935 and 1936. In 
the last column appears an approximate estimate for 1945, under the then effective Revenue 
Act. This is inserted only to indicate how little may be expected in the way of savings from 
“surplus” incomes in the immediate future. 


























Net Income 
(in thousands of dollars) 
Bilore After Federal Income Taxes 
Federal Income 
Taxes 1945 
1930-31 1932-33 1936-39 | (approximate) 
5.00 4.992 4,932 4.952 3.955 
10.00 9.917 9,584 9.657 7.492 
25.00 24.01 22.54 22.67 15.36 
100.00 84.26 69.96 68.00 36.05 
- 500.00 384.3 236.5 196.4 91.67 
1,000.00 759.3 429.0 321.6 183.3 








1 If we deduct reported net incomes over $5,000 a year from total national income, we get 
about 71 billions for 1929, and about 85 billions for 1941. 


28 THE AMERICAN ECONOMIC REVIEW [MARCH 
































Taste VIII 
1929 1941 Change 
(in billions (in billions (in billions 
of dollars) of dollars) of dollars) 
Total national income 83.326 96.857 +13.531 
Incomes under $5,000 per year i 
Reported net income 12.213 58.868 +46.655 
Federal income tax -005 1.189 +1.184 
Available 12.208 57.679 +45 .471 
Incomes over $5,000 per year 
Reported net income - 12.294 11.214 —1.080 
Federal income tax .997 2.717 +1.720 
Available 11.297 8.497 —2.800 














capital formation. On the other hand, the decrease in incomes over 
$5,000 a year and the far greater decrease in the portion of them avail- 
able for expenditure and saving at least suggest that new capital for 
business was no longer available from the old source.” 


HI 


There can be no question that the private economy of the United 
States stood still from 1931 to 1945, and that for the first time, at least 
in recent history.” In fact, we have been to some extent living on our 
fat. Such is the essence of the foregoing analysis. There can also be no 
question that the private economy will continue to stand still unless the 
process of its own net capital formation is resumed. To what extent is 
that possible under present conditions? As to that, our examination 
yields us a fair basis for prediction. 

The first requisite is future real saving. It must not be supposed that 
any of the present so-called surplus liquid resources of the people— 
individual or business—can be used for future net capital formation 
without future real saving. These surplus liquid resources were acquired 
during the war. They represent federal government debt or consist of 
cash-—currency and deposits—which in turn represents government 
debt in the Federal Reserve or commercial banks. The proceeds of this 


% The reduction of 2.8 billions of dollars in income “available” for saving and expenditure 
far exceeds the average transfer from individuals to business in the years 1919 to 1930. 

31 In the years 1926 to 1929 the United States accounted for 42.2 per cent of the world’s 
manufacturing production. In the years 1936 to 1938 this percentage had fallen to 32.2 per 
cent, a lower figure than any since 1900. In 1938 the only other industrialized countries whose 
index of manufacturing production (on a 1925-29 base) showed a reduction were France, 
Belgium, Czechoslovakia and Switzerland. See Industrialization and Foreign Trade (League 
of Nations Pub., 1945), pp. 13 and 140-43. 
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federal government borrowing have been spent, not invested. There is 
nothing back of the debt except the future tax liability of the people. 
Having used their surplus income to finance the war, the people cannot 
now use it over again for some other purpose. Most of the savings of the 
war years have been written off the books so far as the community as a 
whole is concerned. 

In the private economy under present conditions the sources of volun- 
tary new real savings will be practically limited to corporations, to small 
entrepreneurs, and to small individual savers. At present tax rates™ 
large entrepreneurs and individuals with large incomes are practically 
precluded from saving. There is no reason to suppose that, in good years, 
the aggregate volume of savings from the remaining sources will not be 
ample. The impediments to the resumption of the former rate and di- 
rection of economic growth will arise from the probable canalization of 
these savings rather than from their deficiency. 

Existing successful corporations will be able to continue to grow at a 
modest. rate—increasing their net real capital—if they are permitted 
to retain their undistributed profits. Occasionally they may be able to 
draw on the savings of small savers through bond issues sold to the 
savings institutions. Under present conditions new equity capital is not 
likely to be available. Existing corporations will also be able to effect® 
net capital formation out of their present liquid resources—their past 
savings—to the extent that they can dispose of their surplus cash and 
government securities in exchange for the new savings of small savers.” 
In this way they can, for the time being, draw on this large source of 
future savings without any change of habit among small savers. How- 
ever, this possibility is limited. Once the present surplus liquid resources 
are used up, that process will come to an end. 

Small entrepreneurs can grow and produce net capital formation out 
of their own net savings. However, this process can only continue so 
long as they remain very small. Under present conditions as soon as 
their income rises above a few thousand a year, federal i income taxes will 
take most of their potential savings. 

The savings of small savers should be adequate and available to 
finance sufficient housing to make up the very apparent deficit in that 
field. Both directly and through institutions, this has always been one 
of the chief channels for the investment of small savings. Past experience 
would lead one to expect that the rest of these savings would be used, 


33 See p. 26, note 17, above, for rough estimates of amounts now available for expenses and 
savings from certain sample “surplus” incomes. 

8 Any attempt to use liquid resources for new capital formation that does not correspond 
to such new real saving will résult either in offsetting dissaving elsewhere or in a mere rise 
of prices without real capital formation a 
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for the time being, in a gradual taking over of the cash and government 
securities now held by business as surplus liquid resources; perhaps for 
an increasing taking over, through refunding operations, of government 
securities now held in banks, with a consequent reduction of the present 
excessive volume of currency and demand deposits,” and perhaps there- 
after for new loans to governments for public non-war net capital for- 
mation. 

So far as the business sector of the economy is concerned, the prospect 
is obvious. If the small saver can be induced to take over the surplus 
liquid resources of existing business, much of the shortage in het capital . 
formation accumulated during the past fifteen years can be made good 
in a few years.* Thereafter, successful corporations and very small 


*% The subject of reduction of federal indebtedness to the banking system—Federal Reserve 
and commercial—is, in this connection, a complicated one, for it involves the somewhat inde- 
pendent question whether the resulting quantity of circulating medium—currency and de- 
mand deposits—is too large for economic health and should therefore be reduced, pari passu. 
At least at some point in the reduction of this floating debt it is probable that reduction of cir- 
culating medium should cease, 

(a) If the floating debt is redeemed out of involuntary savings—tax and other revenues— 
and the banks’ reserves are reduced proportionately, no real saving nor net capital formation 
can result. 

© (b) If the floating debt is redeemed out of involuntary savings, leaving the banks’ reserves 
merely freed for new extensions of credit, real saving and net capital formation can result 
to the extent that the new currency and demand deposits ultimately become the medium 
in which other new savings are invested. 

(c) If the floating debt is refunded out of voluntary savings—presumably small individual 
savings—and the banks’ reserves are reduced proportionately, no real saving nor net capital 
formation can result. 

(d) If the floating debt is refunded out of voluntary savings and the banks’ reserves are 
merely freed for new extensions of credit, real saving and net capital formation can result to 
the extent that the new currency and demand deposits ultimately become the medium in 
which other new savings are invested. . 

Thus, under a and c, so long as the objective is joint reduction of both the floating debt and 
the circulating medium, no rea] capital formation can result. The apparent savings, involun- 

. tary or voluntary, disappear in the course of writing off government debt, which is, for the 
economy as a whole, a fictitious asset. 

Under band d, when the objective is only the reduction of the floating debt, new credit replac- 
ing what is retired may lead to net capital formation if it corresponds to new saving invested 
in the new currency or deposits. 

All of which is equivalent to saying that money savings applied to the contractibn of the 
credit structure cannot become real savings unless they are then utilized for a reerpension of 
the credit structure by being lent out again, 

In none of the four cases caa the saving, involuntary or voluntary, which goes to reduce the 
floating debt itself result in net capital formation. It is all absorbed, whether by redemption or 
refunding, in writing off or in changing the ownership of a fictitious asset. But, under b and d, 
the new credit may induce new saving by producing capital formation and an increase in in- 
come, If it does not induce new saving, the capital formation is not net, 4.¢., because there is 
dissaving and capital consumption to cancel the new capital formation. 

3 Daniel W. Bell, former Under Secretary of the Treasury, estimated, as of June 30, 1945, 
that “other” (business) corporations and associations held 27 billions of additional govern- 
ment securities and 16 billions of additional demand deposits and that “business accounts of 
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entrepreneurs can continue to grow, at least slowly. But there is likely 
to be little organization of new business concerns; growing corporations 
will find it difficult to procure additional outside capital; and all entre- 
preneurs larger than the smallest will be practically stopped. We can 
therefore expect a progressive concentration of business in a relatively 
few large corporations; and after the present surplus liquid resources 
are used up a much slower rate of growth than in the past. Since business 
is wholly responsible for the flow of goods to consumers, we can also 
expect a much slower rate of improvement in the standard of living than 
in the past, so far as that requires net capital formation. 

All this forecast is predicated on a continuance of present conditions. 
But there are four major ways in which conditions might change. Any 
or all of them might be sufficient to lead to a resumption in the growth 
of business and in the standard of living at a rate such as characterized 
our first period, 1919 to 1930. 

1. After a time we may commence the process of involuntary saving. 
When the proceeds of taxes paid out of income or of other net govern- 
mental revenues are used for the redemption of public debt outside of 
banks, the effect is to release these proceeds for reinvestment. If invested 
in real capital formation, the result is new, though compulsory, real 
saving. To the taxpayer this process appears as expense; to the govern-° 
ment bondholder it appears as merely the conversion of some of his 
principal from government securities to cash. To the extent that these 
bondholders are persons accustomed to investing in business equities, 
in new or old concerns, new capital might thus become available for 
business. That is, it might become so, if the incentive to risk-taking 
among such persons remains sufficient after taxes on income and on 
capital gains. 

2. The income tax structure might be changed. In the face of the huge 
federal budget and the huge federal debt this seems but a slim prospect. 
Nevertheless, sentiment in regard to the practically confiscatory rates 
-—say over 50 per cent—-may change. It is likely that any reduction in 
taxes in these brackets would all go into increased savings. Since such a 
limitation on tax rates would leave half the income derived as an induce- 
ment to risk-taking, that might lead to investment in new equity capital 
issues. On the basis of the 1941 distribution of incomes the reduction in 
taxes from present rates would be small, of the order of 350 millions. 
Therefore, at first, the additional savings would be small. But, if the 
discontinuance of confiscatory rates resulted, in time, in a new crop of 





individuals” held 10 billions of additional deposits, as a result of fiscal operations during the 
previous five years. This suggests a total of surplus liquid resources in business hands of about 
50 billions. See “Address before Association of Stock Exchange Firms,” quoted in New York 
Times, Nov. 25, 1945. 
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large incomes, additional savings might be substantial—500 to 1,000 
millions. In the latter event, if large incomes grew again to the 1929 
level, the lower rates would nevertheless yield a larger total tax. How- 
ever, the current social attitude toward “‘concentrated wealth” might 
regard such a change in conditions as no better than the concentration 
of business in a relatively few large corporations, which: this change 
would be designed to cure. 

3. The savings of small savers might be diverted from their customary ` 
channels and invested in new equity capital for business through the 
intervention of government. This could be done indirectly, if the govern- 
ment offered the small saver, or his savings institutions, government 
securities—a normal investment for both—and then invested the pro- 
ceeds in equity capital for business. Or, this could be done directly by 
small savers and their savings institutions, the government merely 
guaranteeing or insuring securities issued by corporations and, perhaps, 
sleeping interests in partnerships and associations. The indirect method 
seems to resemble part of the capital-control measures proposed for the 
new British régime. Under either method the government would assume 
all risk. Under the first method the government would receive all profits 
and suffer all losses. Under the second, the small savers would receive 

"all profits and the government would suffer all losses. Under the first 
method, the net losses, if any, and, under the second, all losses would 
ultimately fall upon the taxpayer and be distributed in the same manner 
that marginal taxes were distributed. To many, the objectionable fea- 
ture of any change of condition in this direction would be that it would 
appear as a move along the road toward state capitalism. 

4. The only other change of condition which could modify the forecast 
involves a radical alteration in previous practice. But, more than any 
of the others, it also leads in the direction of an ideal Jeffersonian eco- 
nomic democracy. Through a program of re-education and adaptation 
of financial machinery it might be possible to induce the small saver to 
undertake the function of risk-taking. Stockholding by employees in 
their employer’s enterprise has been tried. It faces many difficulties, 
and particularly so in a time of high turnover of labor. Moreover, ex- 
perienced investors have found diversification essential; that would 
probably be even more essential for inexperienced investors. Investment 
trusts and, for larger individual funds, investment counsel might prove 
adequate channels. However, here, past tendencies would be likely to 
repeat themselves. The assumption of the responsibility of investing 
the savings of small savers has always, in time, become more and more 
hedged round by self-imposed and legally-imposed safeguards and limi- 


2 Except for premiums on the insurance, if any. 
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tations. How long, as agencies for small savers, would investment trusts 
continue to take risks? Finally, experienced investors know they cannot 
always win, while inexperienced investors expect always to do so. If 
they do not, they must find a scapegoat. However, even recognizing the 
various difficulties, the vision of a nation of small capitalists remains a 
very inviting one. 

Risk-taking is an indispensable function in any form of economy. We 
have, for the time being, practically destroyed our system for extending 
it on any large scale. One might say that risk-taking on a large scale is 
now considered socially beneficial if you lose and socially harmful if you 
win. Society says, in effect, “Heads, I win; tails, you lose.” If that at- 
titude continues, a new system for new risk-taking on a large scale will 
have to be developed. Until a new system is developed or the old one 
restored, our prediction must be based on present conditions, and must 
be as stated above. After a short burst of apparent rejuvenation, we 
will arrive at a state of slow growth, increasing concentration and 
limited innovation in the business economy, and consequently a state 
of slight improvement in the standard of living. It is true that, then, our 
financial casualties may be reduced. For casualties are always heavy in 
an economy of enterprise. But only along that road lies progress.. œ 


EXPANSION AND EMPLOYMENT! 


By Evsey D. Domar* 


“A slow sort of a country,” said the Queen. “Now, kere, you see, it takes all the running you 
can do, to keep in the same place. If you want to get somewhere else, you must run at least 
twice as fast as that.” f 

Lewis Carroll: Through the Looking Glass 


In these days of labor shortages and inflation, a paper dealing with 
conditions needed for full employment and with the threat of deflation 
may well appear out of place. Its publication at this time is ‘due partly 
to a two-year lag between the first draft and the final copy; also to the 
widely held belief that the present inflation is a temporary phenomenon, 
and that once it is over, the old problem of deflation and unemployment . 
may possibly appear before us again. 


* * * * 


* Our comfortable belief in the efficacy of Say’s Law has been badly 
shaken in the last fifteen years. Both events and discussions have 
shown that supply does not automatically create its own demand. A 
part of income generated by the productive process may not be re- 
turned to it; this part may be saved and hoarded. As Keynes put it, 
“Unemployment develops . . . because people want the moon; men can- 
not be employed when the object of desire (#.e.; money) is something 
which cannot be produced. ...”* The core of the problem then is the 
public’s desire to hoard. If no hoarding takes place, employment can 
presumably be maintained. 

This sounds perfectly straight and simple; and yet it leaves something 
unexplained. Granted that absence of hoarding is a necessary condition 
` for the maintenance of full employment, is it also a sufficient condition? 
„Is the absence of hoarding all that is necessary for the avoidance of 

unemployment? This is the impression The General Theory gives. And 
yet, on a different plane, we have some notions about an increasing 
productive capacity which must somehow be utilized if unemployment 


* The author is assistant professor of economics at the Carnegie Institute of Technology. 

1 This paper forms a sequence to my earlier article on “The ‘Burden’ of the Debt and the 
National Income,” published in this Review, Vol. XXXIV, No. 5 (Dec., 1944), pp. 798-827. 
Though their titles seem different, the two papers are based on the same logical foundation and 
treat a common subject: the economic rôle of growth. . 

3 John M. Keynes, The General Theory of Employment Interest and Money (New York, 1936), 
p. 235. : ; 
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is to be avoided. Will a mere absence of hoarding assure such a utiliza- 
tion? Will not a continuous increase in expenditures (and possibly in 
the money supply) be necessary in order to achieve this goal? 

The present paper deals with this problem. It attempts to find the 
conditions needed for the maintenance of full employment over a period 
of time, or more exactly, the rate of growth of national income which the 
maintenance of full employment requires. This rate of growth is ana- 
lyzed in Section I. Section H is essentially a digression on some concep- 
tual questions and alternative approaches. It may be omitted by the 
busy reader. Section IIT is concerned with the dual character of the in- 
vestment process; that is, with the fact that investment not only gener- 
ates income but also increases productive capacity. Therefore the effects 
of investment on employment are less certain and more complex than 
is usually supposed. In Section IV a few examples from existing litera- 
ture on the subject are given, and Section V contains some concluding 
remarks. The most essential parts of the paper are presented in Sections 
I and III. 

As in many papers of this kind, a number of simplifying assumptions 
are made. Most of them will become apparent during the discussion. 
. Two may be noted at the outset. First, events take place simultaneously, 
without any lags. Second, income, investment and saving are defined in 
the net sense, #.e., over and above depreciation. The latter is understood 
to refer to the cost of replacement of the depreciated asset by another 
one of equal productive capacity. These assumptions are not entirely 
essential to the argument. The discussion could be carried out with lags, 
and, if desired, in gross terms or with a different concept of depreciation. 
Some suggestions along these lines are made in Section H. But it is 
better to begin with as simple a statement of the problem as possible, 
bearing in mind of course the nature of assumptions made. 


I. The Rate of Growth 


It is perfectly clear that the requirement that income paid out should 
be returned to the productive process, or that savings be equal to in- 
vestment, or other expressions of the same idea, are simply formulas for 
the retention of the income status quo. If underemployment was present 
yesterday, it would still remain here today. If yesterday’s income was at 
a full employment level, that income level would be retained today. It 
may no longer, however, correspond to full employment. 

Let yesterday’s full employment income equal an annual rate of 150 
billion dollars, and let the average propensity to save equal, say, 10 
per cent. If now 15 billions are annually invested, one might expect full 
employment to be maintained. But during this process, capital equip- 
ment of the economy will have increased by an annual rate of 15 billions 
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—for after all, investment is the formation of capital. Therefore, the 
productive capacity of the economy has also increased. 

. The effects of this increase on employment will depend on whether or 
not real income has also increased. Since money income has remained, as 
ee “assumed, at the 150 billion annual level, an increase in real income can 

be brought about only by a corresponding fall in the general price level. 

This indeed has been the traditional approach to problems of this kind, 

an approach which we shall have to reject here for the following reasons: 

1. The presence of considerable monopolistic elements (in industry 
and labor) in our economy makes unrealistic the assumption that a fall- 
ing general price level could be achieved without interfering with full 
employment. This of course does not exclude relative changes among 
prices. As a matter of fact, if industries subject to a faster-than-average 
technological progress do not reduce their prices to some extent, a con- 
stant general price level cannot be maintained. 

2. For an economy saddled with a large public debt and potentially 
faced (in peacetime) with serious employment problems, a falling price 
level is in itself undesirable. 

3. A falling price level can bring about a larger real income only in 
the special case when prices of consumers’ goods fall more rapidly than 
those of investment goods. For otherwise (with a constant propensity 
to save) money income will be falling as fast or faster than the price 
level, and real income will be falling as well. To prevent money income 
from falling so rapidly, the volume of real investment would have to 
keep rising—a conclusion which will be presently reached in the more 
general case. 

4, Finally, the assumption of a falling general price level would ob- 
scure—and I believe quite unnecessarily—the main subject we are con- 
cerned with here. 

«For these reasons, a constant general price level is assumed throughout 
this paper. But, from a theoretical point of view, this is a convenience 
rather than a necessity. The discussion could be carried on with a falling 
‘or a rising price level as well. 

To come back to the increase in capacity. If both money and real 
national income thus remain fixed at the 150 billion annual level, the 

. creation of the new capital equipment will have one or more of the 


eae The identification of investment with capital formation is reasonably safe in a private 
. ` economy where only a small part of resources is disposed of by the government. When this 
~ 2> part becomes substantial, complications arise. This question will be taken up again in Section 
’ I. Meanwhile, we shall disregard it and divide total national income, irrespective of source, 
-, into investment (s.¢., capital formation) and consumption. 
: The term “national income” is understood here in a broad sense, as total output minus 
o > depreciation, and does not touch on current controversies regarding the inclusion or exclusion 
of certain items. Perhaps ‘net national product” would be more appropriate for our purposes. 
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following effects: (1) The new capital remains unused; (2) The new 
capital is used at the expense of previously constructed capital, whose 
labor and/or markets the new capital has taken away; (3) The new 

capital is substituted for labor (and possibly for other factors). ` 

The first case répresents a waste of resources. That capital need not 
have been constructed in the first place. The second case—the substitu- 
tion of new capital for existing capital (before the latter is worn out, 
since investment is defined here in the net sense)—takes place all the 
time and, in reasonable magnitudes, is both unavoidable and desirable 
in a free dynamic society. It is when this substitution proceeds on a 
rather large scale that it can become socially wasteful; also, losses sus- 
tained or expected by capital owners will make them oppose new invest- 
ment—a serious danger for an economy with considerable monopolistic 
_ elements. 

Finally, capital may be substituted for labor. If this substitution re- 
sults in a voluntary reduction in the labor force or in the length of the 
work week, no objections can be raised. Such a process has of course been 
going on for many years. But in our economy it is very likely that at 
least a part of this substitution—if carried on at an extensive scale—will 
be involuntary, so that the result will be unemployment. 

The tools used in this paper do not allow us to distinguish between 
these three effects of capital formation, though, as will appear later, our 
concepts are so defined that a voluntary reduction in the number of 
man-hours worked is excluded. In general, it is not unreasonable to 
assume that in most cases all three effects will be present (though not 
in constant proportions), and that capital formation not accompanied 
by an increase in income will result in unemployed capital and labor. 

The above pisie do not arise in the standard Keynesian system 
because of its explicit assumption that employment is a function of na- 
tional income, an assumption which admittedly can be justified only 
over short periods of time. Clearly, a full employment income of 1941 
would cause considerable unemployment today. While Keynes’ ap- 
proach—the treatment of employment as a function of income—is a 
reasonable first approximation, we shall go a step further and assume 
instead that the percentage of labor force employed is a function of the ratio 
between national income and productive capacity. This should be an im- 
provement, but we must admit the difficulties of determining productive , 
capacity, both conceptually and statistically. These are obvious and ; 


need not be elaborated. We shall mean by productive capacity the total, . <a 
output of the economy at what is usually called full employment (with 


due allowance for frictional and seasonal unemployment), such factors 
as consumers’ preferences, price and wage structures, intensity of com- 
petition, and so on being given. 
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The answer to the problem of unemployment lies of course in a grow- 
ing income. If after capital equipment has increased by (an annual rate 
- of) 15 billions an income of 150 billions leaves some capacity unused, 


< then a higher magnitude of income can be found—say 155 or 160 billions 


ou 3 ‘—which will do the job. There is nothing novel or startling about this 
ri : _ conclusion, The idea that a capitalist economy needs growth goes back, 


a 


n 


in one form or another, at least to Marx. The trouble really is that the 
"hea of growth is so widely accepted that people rarely bother about it. 
‘It is always treated as an afterthought, to be added to one’s speech or 


` article if requested, but very seldom incorporated in its body. Even then 


it is regarded as a function of some abstract technological progress which 

somehow results in increasing productivity per man-hour, and which ~ 
takes place quite independently of capital formation. And yet, our help 
in the industrialization of undeveloped countries will take the form not 
only of supplying technical advice and textbooks, but also of actual 
machinery and goods. Certainly the 80 odd billion dollars of net capital 
formation created in the United States in the period 1919-29 had a con- 


‘| siderable effect on our productive capacity.‘ 


+ 


. Achange in productive capacity of a country is a function of changes 
ip its natural resources (discovery of new ones or depletion of others), 
in its labor force (more correctly, man-hours available), capital and the 
state of technique.* Since changes in natural resources and technique 
are very difficult concepts, we can express changes in total capacity via 
changes in the quantity and productivity of labor or of capital. The tra- 
ditional approach builds around labor. The several studies of the mag- 


` nitude of total output corresponding to full employment, made in the 


«last few years, consisted in multiplying the expected labor force (sub- 


>> divided into several classes) by its expected average productivity.® This 


procedure did not imply that the other three factors (natural resources, 
technology and capital) remained constant; rather that their variations 
were all reflected in the changes in productivity of labor. 

It is also possible to put capital in the center of the stage and to 
estimate variations in total capacity by measuring the changes in the 
quantity of capital and in its productivity, the latter reflecting changes 
currently taking place in natural resources, technology and the labor 
force. From a practical point of view, the labor approach has obvious 
advantages, at least in some problems, because labor is a more homo- 
geneous and easily measurable factor. But from a theoretical point of 


4 This figure, in 1929 prices, is taken from Simon Kuznets, National Income and Its poipoi : 
tion, Vol, I (New York, 1941), p. 268. The actual figure was 79.1 billion dollars, a 
‘ Taking other conditions listed on p. 37 as given. 


8 See for instance E. E. Hagen and N. B. Kirkpatrick, “The National Output at Full Em- 
ployment in 1950,” Amer. Econ. Rev., Vol. XXXIV, No. 4 (Sept., 1944), pp. 472-500. 
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view, the capital approach is more promising and for-this reason: the 
appearance of an extra workman or his decision to work longer hours 
only increases productive capacity without, however, generating any 
income to make use of this increase. But the construction of a new 
factory has a dual effect: di increases productive capacity and it generates E 
income. O 

The emphasis on this dual character of the investment process is the -fg 
essence of this paper’s approach to the problem of employment. If iny 5 fy 
vestment increases productive capacity and also creates income, what sud 
should be the magnitude of investment, or at what rate should it grow; eg 
in order to make the increase in income equal to that of productive cat T 
pacity?” Couldn’t an equation be set up one side of which would repre- ny $ 
sent the increase (or the rate of increase) of productive capacity, and the ` t° 
other—that of income, and the solution of which would yield the re-’., 
quired rate of growth? 

We shall attempt to set up such an equation. It will be first expressed 7 
in symbolic form, and later (on p. 41) illustrated by a numerical example. a 

Let investment proceed at an annual rate of J, and Jet annual pro- 2.” 
ductive capacity (net value added) per dollar of newly created capital ~ i 
be equal on the average to s. Thus if it requires, say, 3 dollars of capital 
to produce (in terms of annual net value added) one dollar of output,s -** 
will equal one-third or 33.3 per cent per year. It is not meant that s is ` 
the same in all firms or industries. It depends of course on the nature of 
capital constructed and on many other factors. Its treatment here as a 
given magnitude is a simplification which can be readily dispensed with. 

The productive capacity of I dollars invested will thus be Fs dollars `, 
per year. But it is possible that the operation of new capital will take - 
place, at least to some extent, at the expense of previously constructed 
plants, with which the new capital will compete both for markets and 
for factors of production (mainly labor). If as a result, the output of 
existing plants must be curtailed, it would be useless to assert that the 
productive capacity of the whole economy has increased by Js dollars 
per year.’ It has actually increased by a smaller amount which will be 
indicated by Ia.* e may be called the potential social average productivity 
of investment. Such a long name calls for. an explanation. 

1. As stated above, o is concerned with the increase in productive 










1 This statement of the problem presupposes that full employment has already been reached 
and must only be maintained. With a small extra effort we could begin with a situation where 
some unemployment originally existed. 

$ These comparisons must of coursg be made at a full employment level of national i income. 
See also pp. 4446. 

° We are disregarding here external economies obtained by existing plants from the newly 
constructed ones. 
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` capacity of the whole society and not with the productive capacity per 
dollar invested in the new plants taken by themselves, that is with s. 
A difference between s and o indicates a certain misdirection of invest- 
ment, or—more important—that investment proceeds at too rapid a 
rate as compared with the growth of labor and technological progress. 
This question will be taken up again in Section IT. 

2. o should not be confused with other related concepts, such as the 
traditional marginal productivity of capital. These concepts are usually 
based on a caeteris paribus assumption regarding the quantity of other 
` factors and the state of technique. It should be emphasized that the use 
of o does not imply in the least that labor, natural resources and tech- 
nology remain fixed. It would be more correct therefore to say that o 
indicates the increase in productive capacity which ropare rather 

‘than which is caused by each dollar invested. 

3. For our purposes, the most important property of g is i potential 
character. It deals not with an increase in national income but with that 
of the productive potential of the economy. A high ø indicates that the 
‘economy ts capable of increasing its output relatively fast: But whether _ 
this increased capacity will actually result in greater output or greater 
unemployment, depends on the behavior of money income. 

The expression Ze is the supply side of our system; it is the increase in 
output which the economy can produce. On the demand side. we have’ : 
the multiplier theory, too familiar to need any elaboration, except for ` 
the emphasis on the obvious but often forgotten fact that, with any 
given marginal propensity to save, to be indicated by a, an increase in 
national income is not a function of investment, but of the increment 
in investment. If investment today, however large, is equal to that of 
yesterday, national income of today will be just equal and not any larger 
than that of yesterday. All this is obvious, and is stressed here to under- 
line the lack of symmetry between the effects of investment on produc- 
tive capacity and on national income. 

Let investment increase at an absolute annual rate of AT (e.g., by two 
billion per year), and let the corresponding absolute annual increase in 
income be indicated by AY. We have then 


1 
(1) AY=AI—,; 
1 s 
where — is of course the multipljer. 
a 


Let us now assume that the economy is in a position of a full employ- 
ment equilibrium, so that its national income equals its productive ca- 
pacity.!? To retain this position, income and capacity should increase 


10 See note 7. > 
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at the same rate. The annual increase in potential capacity equals Jc. 
The annual increase in actual income is expressed by AI(1/a). Our objec- 
tive is to make them equal. This gives us the fundamental equation 


eld 
(2) AI — = Io. 
a 


To solve this ee we multiply both sides by a and divide by J, 
obtaining ` 


Ar 
3 — = ag. 
(3) z ar. 


The left side of expression (3) is the absolute annual increase (or the 
absolute rate of growth) in investment—AJ—divided by the volume of 
investment itself; or in other words, it is the relative increase in invest- 
ment, or the annual percentage rate of growth of investment. Thus the 
maintenance of full employment requires that investment grow at the 

annual percentage rate ac. 

So much for investment. Since the marginal propensity to save—a— 
is assumed to be constant, an increase in income is a constant mul- 
tiple of an increase in investment (see expression [1]). But in ordef 
to remain such a constant multiple of investment, income must also 
grow at the same annual percentage rate, that is at ac. 

To summarize, the maintenance of a continuous state of full employ- 
ment requires that investment and income grow at a constant annual per- 
centage (or compound interest) rate equal to the product of the marginal 
propensity to save and the average (to put it briefly) productivity of 
investment." 

This result can be made clearer by a numerical example. Let o =25 
per cent per year, ~=12 per cent, and Y =150 billions per year. If full 
employment is to be maintained, an amount equal to 150X m should 
be invested. This will raise productive capacity by the amount invested 

12 x2 
100 X 700" 
the same annual amount. But the relative rise in income will equal the 
absolute increase divided by the income itself, #.e., 

u The careful reader may be disturbed by the lack of clear distinction between increments 
and rates of growth here and elsewhere in the text. If some confusion exists, it is due to my at- 
tempt to express these concepts in non- -mathematica] form. Actually they all should. be stated 
in terms of rates of growth (derivatives in respect to time). For a more serious treatment of 
this point, as well as for a more complete statement of the logic of the paper, see my article 


“Capital Expansion, Rate of Growth, and eee Econometrica, Vol. XIV (Apr., 
1946), pp. 137-47. 


times g, ż.e., by 150 X—— and national income will have to rise by 
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“150 SS ze = 
r 00 * 100 ae 2 25 í . 
cr rr ams per cen 

These results were obtained on the Te A that a, the marginal 
propensity to save, and øg, the average productivity of investment, re- 
main constant. The reader can see that this assumption is not neces- 
sary for the argument, and that the whole problem can be easily re- 
worked with variable œ and e. Some remarks about a changing a are 
made on pp. 48-49. 

The expression (3) indicates (in a very simplifed manner) conditions 
needed for the maintenance of full employment over a period of time. It 
shows that it is not sufficient, in Keynesian terms, that savings of yester- 
day be invested today, or, as it is often expressed, that investment offset 
_ saving. Investment of today must always exceed savings of yesterday. 
A mere absence of hoarding will not do. An injection of new money (or 
dishoarding) must take place every day. Moreover, this injection must 
proceed, in absolute terms, at an accelerated rate. The economy must 
continuously expand." 


7 “Il. The Argument Re-examined 


The busy reader is urged to skip this section and proceed directly to 

Section III. The present section is really a long footnote which re- 
examines the concepts and suggests some alternative approaches. Its 
purpose is, on the one hand, to indicate the essential limitations of the 
preceding discussion, and on the other, to offer a few suggestions which 
may be of interest to others working in this field. 
- It was established in Section I that the maintenance of full employ- 
ment requires income and investment to grow at an annual compound 
interest rate equal to œs. The meaning of this result will naturally de- 
pend on those of æ and e. Unfortunately neither of them is devoid of 
ambiguity. 

The marginal propensity to save—o—is a relatively simple concept 
in a private economy where only a small part of resources is handled by 
the government. National income can be divided, without too much 
trouble, into investment and consumption, even though it is true that 
the basis for this distinction is often purely formal. But on the whole it 


us After this paper was sent to the printer, I happened to stumble on an article by R. F. 
Harrod, published in 1939, which contained a number of ideas similar to those presented here. 
See “An Essay in Dynamic Theory,” Econ. Jour., Vol. XLIX (Apr., 1939), pp. 14-33. 

32 Thanks are due to George Jaazi for his persistent efforts to enlighten me on this subject. 
The division of national income into investment and consumption is zeny a more difficult task 
than my text might imply. 
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sounds quite reasonable to say that if marginal propensity to save is æ, 
then an @ fraction of an increase in income is saved by the public and 
invested in income-producing assets. 

When a substantial part of the economy’s resources is disposed of by 
the government, two interpretations of the marginal propensity to save, 
or of savings and investment in general, appear possible. The first is to 
continue dividing the total output, whether produced by government 
or by private business, into consumption and investment. This method 
was implicitly followed in this paper. But a question arises regarding the 
meaning and stability of a. It makes sense to say that a person or the 
public save, in accordance with the size of their incomes, their habits, 
expectations, etc., a certain, though not necessarily constant, fraction 
of an increment in their disposable (i.e., after income and social security 
taxes) income, but can a similar statement be made regarding total 
national income, a good part of which is not placed at the disposal of 
the public? Also it is not easy to divide government expenditures into 
consumption and investment. 

_ The other method would limit æ to disposable income only, and then 
provide for government expenditures separately. It would be necessary 
then to find out the effects of these expenditures on productive capacity. 

Depreciation raises another problem. Since all terms are defined here 
in the net sense, the meaning and magnitude of œ will also depend on 
those of depreciation, irrespective of the choice between the above two 
methods. Depreciation has been defined here (see page 35) as the cost of 
replacement of a worn out asset by another one with an equal produc- 
tive capacity. While this approach is about as bad or as good as any 
other, the difficulty still remains that businesses ordinarily do not use 
this definition, and therefore arrive at a different estimate of their net 
incomes, which in turn determine their propensity to save. 

I do not have ready answers to these questions, though I do not con- 
sider them insurmountable. I am mentioning them here partly in order 
to indicate the limitations of the present argument, and also as obstacles 
which will have to be overcome if a more exact analysis is undertaken. 

g is even more apt to give rise to ambiguities. s, from which it springs, 
has been used, in one form or another, in economic literature before, 
particularly in connection with the acceleration principle.” Here it indi- 
cates the annual amount of income (net value added) which can be pro- 
duced by a dollar of newly created capital. It varies of course among 
firms and industries, and also in space and time, though a study recently 


18 See for instance Paul A. Samuelson, “Interactions between the Multiplier Analysis and 
the Principle of Acceleration,” Rev. Econ. Stat., Vol. XXI (May, 1939), pp. 75-79; also R. F. 
Harrod, The Trade Cycle (Oxford, 1936). These authors, however, used not the ratio of income 
to capital, but of consumption to capital, or rather the reciprocal of this ratio. 
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made seems to indicate that it has been quite stable, at least in the 
United States and Great Britain, over the last 70 years or so. Whether 
s has or has. not been relatively stable is not essential for our discussion. 
The real question is whether such a concept has meaning, whether it 
makes sense to say that a given economy or a plant has a certain ca- 
pacity. Traditional economic thinking would, I fear, be against such an 
approach. Unfortunately, it is impossible to discuss this question here. 
I believe that our actual experience during the last depression and this 
war, as well as a number of empirical studies, show that productive ca- 
pacity, both of a plant and of the whole economy is a meaningful con- 
cept, though this capacity, as well as the magnitude of s, should be 
treated as a range rather than as a single number. 

In some problems s may be interpreted as the minimum annual out- 
put per dollar invested which will make the investment worth under- 
taking. If this output falls below s, the investor suffers a loss or at least 
a disappointment, and may be unwilling to replace the asset after it . 
has depreciated. 

All these doubts apply to ø even more than to s. As explained on 
pages 39-40, o differs from s by indicating the annual increment in 
capacity of the whole economy per dollar invested, rather than that of the 
tlewly created capital taken by itself. The possible difference between s 
and ø is due to the following reasons: 

1. The new plants are not operated to capacity because they are un- 
able to find a market for their products. 

2. Old plants reduce their output because their markets are captured 
by new plants. 

As productive capacity has no meaning except in relation to con- 
sumers’ preferences, in both of the above cases productive capacity of 
the country is increased by a smaller amount than could be produced 
by the new plants; in the limiting case it is not increased at all, and 
o =0, however high s may be. But it must be made clear that the test 
of whether or not g is below s can be made only under conditions (actual 
or assumed) of full employment. If markets are not large enough be- 
cause of insufficiency of effective demand due to unemployment, it 
cannot yet be concluded that e is below s. 

3. The first two cases can take place irrespective of the volume of 
current investment. A more important case arises when investment pro- 
ceeds at such a rapid rate that a shortage of other factors relative to 
capital develops. New plants may be unable to get enough labor, or 
more likely, labor (and other factors) is transferred to new plants from 
previously constructed ones, whose capacity therefore declines. In its 

u See Ernest H. Stern, “Capital Requirements in Progressive Economies,” Economica, n.s. 
Vol. XII (Aug., 1945), pp. 163-71. 
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actual manifestation, case 3 can hardly be separated from cases 1 
and 2, because to the individual firm affected the difference between s 
and o always takes the form of a cost-price disparity. The reason why 
we are trying to separate the first two cases from the third lies in the 
bearing of this distinction on practical policy. The first two cases arise 
from an -érror of judgment on the part of investors (past or present) 
which is, at least to some extent, unavoidable and not undesirable. The 
struggle for markets and the replacement of weaker (or older) firms and 
industries by stronger (or newer) ones is the essence of progress in a 
capitalist society. The third case, on the other hand, may result from 
poor fiscal policy. It constitutes an attempt to invest too much, to build 
more capital than the economy can utilize even at full employment. Such 
a situation can develop if an economy with a high propensity to save 
tries to maintain full employment by investing all its savings into capital 
goods. But it should be made clear that the expressions “too much 
capital” or “high propensity to save” are used in a relative sense—in 
comparison with the growth of other factors, that is natural resources, 
labor and technology. 

The use of ¢ certainly does not imply that these factors remain fixed. 
As a matter of fact, it would be very interesting to explore the use of a 
more complex function as the right side of expression (2) instead of Io, a 
function in which the growth of labor, natural resources, and technology 
would be presented explicitly, rather than through their effects on o.¥ 
I did not attempt it because I wished to express the idea of growth in 
the simplest possible manner. One must also remember that in the ap- 
plication of mathematics to economic problems, diminishing returns 
appear rapidly, and that the construction of complex models requires so 
many specific assumptions as to narrow down their applicability. 

And yet it may be interesting to depart in another direction, namely 
to introduce lags. In this paper both the multiplier effect and the in- 
crease in capacity are supposed to take place simultaneously and with- 
out any lag. Actually, the multiplier may take some time to work itself 
out, and certainly the construction of a capital asset takes time. In a 
secular problem these lags are not likely to be of great importance, but 
they may play an essential rôle over the cycle. We shall return to this 
question on pages 50-51. 

Finally, it is possible to approach the problem of growth from a , dif- 
ferent point of view. It was established here that the rate of growth 
required for a full employment equilibrium to be indicated by r is 
equal to 

18 Some work along these lines has been done by J. Tinbergen. See his “Zur Theorie der 


langfristigen Wirtschaftsentwicklung” in the Weltwirtschaftliches Archiv, Vol. LV (May, 1942), 
pp. 511-49, 
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so that if a and o are given, the rate of growth is determined. But the 
equation (5) can also be solved for a in terms of r and e, and for ¢ in 
terms of r and a. Thus if it is believed that r should be treated as given 
(for instance by technological progfess), and if it is also decided to keep 
o at a certain level, perhaps not too far from s, then it is possible to de- 
termine æ =r/s, as being that marginal propensity to save which can be 
maintained without causing either inflation or unemployment. This ap- 
proach was actually used by Ernest Stern in his statistical study of 
capital requirements of the United Kingdom, the United States and the 
Union of South Africa. I also understand from Tibor de Scitovszky 
that he used the same approach in a study not yet published. 

It is also possible to treat r and a as given and then determine what 
o=r/a would have to be. Each approach has its own advantages and 
the choice depends of course on the nature of the problem in hand. The 
essential point to be noticed is the relationship between these three 
variables r, a, and g, and the fact that if any two of them are given, the 
value of the third needed for the maintenance of full employment is 
determined; and if its actual value differs from the required one, infla- 
tion in some cases and unused capacity and unemployment in others will 
develop. 


IO. The Dual Nature of the Invesiment Process 


We shall continue the discussion of growth by returning to expression 

(2) on page 41. 
AI LA = Ív, 
Q 

which is fundamental to our whole analysis. As a matter of fact, the 
statement of the problem in this form (2) appears to me at least as im- 
portant as its actual solution expressed in (3). To repeat, the left part 
of the equation shows the annual increment in national income and is 
the demand side; while the right part represents the annual increase in 
productive capacity and is the supply side. Alternatively, the left part 
may be called the “multiplier side,” and the right part the “øs side.” 

What is most important for our purposes is the fact that investment 
appears on both sides of the equation; that is, it has a dual effect: on the 
left side it generates income via the multiplier effect; and on the right 
side it increases productive capacity—the ø effect. The explicit recog- 
nition of this dual character of investment could undoubtedly save much 
argument and confusion. Unless some special assumptions are made, 
the discussion of the effects of investment on profits, income, employ- 


18 Stern, Economica, n.s. Vol. XII, pp. 163-71. 
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ment, etc., cannot be legitimately confined to one side only. For the 
generation of income and the enlargement of productive capacity often 
have diametrically opposed effects, and the outcome in each particular 
case depends on the special circumstances involved.” 

Analyzing expression (2) further, we notice that even though invest- 
ment is present on both its sides, it does not take the same form: for 
on the e side we have the amount of investment as such; but on the 
multiplier side we have not the amount of investment but its annual 
increment, or its absolute rate of increase. 

The amount of investment (always in the net sense) may remain con- 
stant, or it may go up or down, but so long as it remains positive (and 
except for the rare case when ø <0) productive capacity increases. But 
if income is to rise as well, it is not enough that just any amount be 
invested: an increase in income ts not a function of the amount invested; it 
is the function of the increment of investment. Thus the whole body of in- 
vestment, so to speak, increases productive capacity, but only its very 
top—the increment—increases national income. 

In this probably lies the explanation why inflations have been so rare 
in our economy in peacetime, and why even in relatively prosperous 
periods a certain degree of underemployment has usually been present, 
Indeed, it is difficult enough to keep investment at some reasonably 
high level year after year, but the requirement that it always be rising 
is not likely to be met for any considerable length of time. 

Now, if investment and therefore income do not grow at the required 
rate, unused capacity develops. Capital and labor become idle. It may 
not be apparent why investment by increasing productive capacity 
creates unemployment of labor. Indeed, as was argued on page 37, 
this need not always be the case. Suppose national income remains con- 
stant or rises very slowly while new houses are being built. It is possible 
that new houses will be rented out at the expense of older buildings and 
that no larger rents will be paid than before; or that the new houses will 
stand wholly or partly vacant with the same result regarding the rents.¥* 
But it is also possible, and indeed very probable, that the complete or 
partial utilization of the new buildings which are usually better than the 
old ones, will require the payment of larger rents, with the result that 

17 The effects of labor saving machinery on employment of labor is a good case in point, 
Some economists, particularly those connected with the labor movement, insist that such 
machines displace labor and create unemployment. Their opponents are equally sure that 
the introduction of labor saving devices reduces costs and generates income, thus increasing 
employment. Both sides cite ample empirical evidence to prove their contentions, and neither 


side is wrong. But both of them present an incomplete picture from which no definite conclu- 
sion can be derived. 


18 Tt is worth noticing that in both cases the construction of the new houses represents a 
misdirection of resources, at least to some extent. But a complete avoidance of such misdirec- 
tion is perfectly impossible and even undesirable. 
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less income will be left for the purchase of, say clothing; thus causing 
unemployment in the clothing trades. So the substitution of capital for 
labor need not take the obvious form of labor-saving machinery; it may . 
be equally effective in a more circuitous way. 

The unemployment of men is considered harmful for obvious reasons. 
But idle buildings and machinery, though not arousing our humani- 
tarian instincts, can be harmful because their presence inhibits new in- 
vestment. Why build a new factory when existing ones are working at 
half capacity? It is certainly not necessary to be dogmatic and assert 
that no plant or house should ever be allowed to stand idle, and that as 
soon as unused capacity develops the economy plunges into a depres- 
sion. There is no need, nor is it possible or desirable, to guarantee that 
every piece of capital ever constructed will be fully utilized until it is 
worn out, When population moves from Oklahoma to California, some 
buildings i in Oklahoma will stand idle; or when plastics replace leather 
in women’s handbags, the leather inchistry may suffer. Such changes 
form the very life of a free dynamic society, and should not be inter- 
fered with. The point is that there be no vacant houses while prospective 
tenants are present but cannot afford to. live in them because they are 
ginemployed. And they are unemployed because i income and investment 
do not grow sufficiently fast. 

The extent to which unused capacity, present or expected, inhibits 
new investment greatly depends on the structure of industry and the 
character of the economy in general. The more atomistic it is, the 
stronger is competition, the more susceptible it is to territorial, techno- 
logical and other changes, the smaller is the effect of unused capacity on 
new investment. One firm may have an idle plant, while another in the 
same industry builds a new one; steel may be depressed while plastics 
are expanding. It is when an industry is more or less monopolized, or 
when several industries are financially connected, that unused capacity 
presents a particularly serious threat to new investment. 

Strictly speaking, our discussion so far, including equation (2), was 
based on the assumption that a remained constant. If a varies within 
the time period concerned, the relation between investment and income 
becomes more involved. What the left side of the equation (2) requires 
is that income increase; and investment must grow only in so far as its 
growth is necessary for the growth of income. So if a declines sufficiently 
fast, a growing income can be achieved with a constant or even falling 
investment. But years of declining a have evidently been offset by 
others of rising œ, because whatever information is available would indi- 
cate that over the last seventy years or so prior to this war the percent- 
age of income saved was reasonably constant, possibly with a slight 
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downward trend. Therefore, in the absence of direct government inter- 
ference, it would seem better not to count too much on a falling a, at 
least for the time being. 

In general, a high a presents a serious danger to the maintenance of 
full employment, because investment may fail to grow at the required 
high rate, or will be physically unable to do so without creating a sub- 
stantial difference between s and e. This difference indicates that large 
numbers of capital assets become unprofitable and their owners suffer 
losses or at least disappointments (see pages 44-45). Space does not 
permit me to develop this idea at greater length here.?° But it must be 
emphasized that what matters is not the magnitude of a taken by itself, 
but its relation to the growth of labor, natural resources, and technology. 
Thus a country with new resources, a rapidly growing population, and 
developing technology is able to digest, so to speak, a relatively large 
a, while absence or at least a very slow growth of these factors makes a 
high @ a most serious obstacle to full employment.* But the problem. 
can be attacked not only by lowering a, but also by speeding up the 
rate of technological progress, the latter solution being much more to my 
taste. It must be remembered, however, that technological progress 
makes it possible for the economy to grow, without guaranteeing that 
this growth will be realized. 

In a private capitalist society where a dinor be readily changed, a 
higher level of income and employment at any given time can be 
achieved only through increased investment. But investment, as an em- 
ployment creating instrument, is a mixed blessing because of its o effect. 
The economy finds itself in a serious dilemma: if sufficient investment 
is not forthcoming today, unemployment will be here today. But if 
enough is invested today, still more will be needed tomorrow. 

It is a remarkable characteristic of a capitalist economy that while, 
on the whole, unemployment is a function of the difference between its 
actual income and its productive capacity, most of the measures (¢.e., 
investment) directed towards raising national income also enlarge pro- 
ductive capacity. It is very likely that the increase in national income 
will be greater than that of capacity, but the whole problem is that the 
increase in income is temporary and presently peters out (the usual 
multiplier effect), while capacity has been increased for good. So that as 


18 See Simon Kuznets, National Product since 1869, National Bureau of Economic Research 
. (mimeo., 1945), p. I-89. I do not mean that we must always assume a constant a; rather that 
we lack sufficient proof to rely on a falling one. 

#0 See my paper, Econometrica, Vol. XIV, particularly pp. 142-45. 
Bes Alvin H. Hansen, Fiscal Policy and the Business Cycle (New York, 1941), particularly 
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far as unemployment is concerned, investment is at the same time a 
cure for the disease and the cause of even greater ills in the future.” 


IV. An Economic Excursion 


It may be worth while to browse through the works of several econ- 
-omists of different schools of thought to see their treatment of the ø 
and of the multiplier effects of investment. It is not suggested to make © 
an exhaustive study, but just to present a few examples. 

Thus in Marshall’s Principles capital and investment are looked upon 
as productive instruments (the o effect), with little being said about 
monetary (that is, income or price) effects of investment. The same 
attitude prevails in Fisher’s Nature of Capital and Income, and I pre- 
sume in the great majority of writings not devoted to the business cycle. 
It is not that these writers were unaware of monetary effects of invest- 
ment (even though they did not have the multiplier concept as such), 
but such questions belonged to a different field, and the problem of ag- 
gregate demand was supposed to be taken care of by some variation of 
Say’s Law. 

In the business cycle literature we often find exactly an opposite situ- 

„ation. The whole Wicksellian tradition treated economic fluctuations 
as a result of monetary effects of excessive investment. It is curious that 
all this investment did not lead to increased output which would coun- 
teract its inflationary tendencies. Indeed, as one reads Hayek’s Prices 
and Production, one gets an impression that these investment projects 
never bear fruit and are, moreover! abandoned after the crisis. The ø 
effect is entirely absent, or at least appears with such a long lag as to 
make it inoperative. Prosperity comes to an end because the banking 
system refuses to support inflation any longer.” 

o fares better in the hands of Aftalion.* His theory of the cycle is 

2 That income generating effects of investment are temporary and that new and larger 
amounts must be spent to maintain full employment, has been mentioned in economic and 
popular literature a number of times. Particular use has been made of this fact by opponents 
of the so-called deficit financing, who treat government expenditures as a “shot in the arm” 


which must be administered at an ever increasing dose. What they fail to realize is that exactly 
the same holds true for private investment. 

3 Marshall was very careful, however, to distinguish between the substitution of a particu- 
lar piece of machinery for particular labor, and the replacement of labor by capital in general. 
The latter he regarded impossible, because the construction of capital creates demand for 
labor, essentially a sort of a multiplier effect. See Principles of Economics, 8th ed. (London, 
1936), p. 523. 

4 Irving Fisher, The Nature of Capital and Income (New York, 1919). 

* Friedrich A. Hayek, Prices and Production (London, 1931). I don’t mean to say that Pro- 
fessor Hayek is not aware that capital is productive; rather that he did not make use of this 
fact in his theory of the business cycle. See, however, his “The ‘Paradox’ of Saving,” Eco- 
nontica, Vol. XI (May, 1931), pp. 125-69, 

%8 Albert Aftalion, “The Theory of Economic Cycles Based on the Capitalistic Technique of 
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based upon, what I would call, a time lag between the. multiplier and 
the o effects. Prosperity is started by income generated by investment 
in capital goods (the multiplier effect), while no increase in productive 
capacity has taken place as yet. As investment projects are completed, 
the resulting increase in productive capacity (the o effect) pours goods 
on the market and brings prosperity to an end. 

A similar approach is used by Michal Kalecki. The essence of his 
model of the business cycle consists in making profit expectations, and 
therefore investment, a function (with appropriate lags) of the relation 
between national income and the stock of capital. During the recovery, 
investment and income rise, while the accumulation of capital lags be- 
hind. Presently, however, due to the structure of the model, the rise of 
income stops while capital continues to accumulate. This precipitates 
the downswing.” 

Space does not allow us to analyze the works of a number of other 
writers on the subject, among whom Foster and Catchings should be 
given due recognition for what is so clumsy and yet so keen an insight.** 
I am also omitting the whole Marxist literature, in which capital ac- 
cumulation plays such an important réle, because that would require a 
separate study. The few remaining pages of this section will be devoted 
to Hobson and Keynes. ° 

Hobson’s writings contain so many interesting ideas that it is a great 
pity he is not read more often.” Anti-Keynesians probably like him not 
much more than they do Keynes, while Keynesians are apt to regard 
the General Theory as the quintessence of all that was worth while in 
economics before 1936, and may. not bother to read earlier writings. I 
may say that Keynes’s own treatment of Hobson, in spite of his generous 
recognition of the latter’s works, may have substantiated this impres- 
sion.*° 








Production,” Rev. Econ. Stat., Vol. IX (Oct., 1927), pp. 165-70. This short article contains a 
summary of his theory. i 

17 Michal Kalecki, Essays in the Theory of Economic Fluctuations (New York, 1939). See 
particularly the last essay “A Theory of the Business Cycle,” pp. 116-49, What Mr. Kalecki’s 
model shows in a general sense is that accumulation of capital cannot proceed for any length 
of time in a trendless economy (ż.e., an economy with a secularly constant income). His other 
results depend upon the specific assumptions he makes. 

2 William T. Foster and Waddill Catchins, Profits (Boston and New York, 1925) This 
book is the most important of their several published works. It is interesting to note that they 
did come to the conclusion that “...as long as capital facilities are created at a sufficient 
rate, there need be no deficiency of consumer income. To serve that purpose, however, facilities 
must be increased at a constantly accelerating rate” (p. 413). This they regarded quite im- 
possible, 

*¥ am particularly referring to his Economics of Unemployment (London, 1922) and 
Rationalisation and Unemployment (New York, 1930). 

10 See The General Theory, pp. 364-71. 
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Even though both apne and Hobson were students of unemploy- 
ment, they actually addressed themselves to two different problems. 
Keynes analyzed what happens when savings (of the preceding period) 
are not invested. The answer was—unemployment, but the statement 
of the problem in this form might easily give the erroneous impression 
that if savings were invested, full employment would be assured. Hob- 
son, on the other hand, went a step further and stated the problem in 
this form: suppose savings are invested. Will the new plants be able to 
dispose of their products? Such a statement of the problem was not at 
all, as Keynes thought, a mistake." It was a statement of a different, and 
possibly also a deeper problem. 

Hobson was fully armed with the o effect of investment, and he saw 
that it could be answered only by growth. His weakness lay in a poor 
perception of the multiplier effect and his analysis lacked rigor in gen- 
. eral. He gave a demonstration rather than a proof. But the problem to 
which he addressed himself is just as alive today as it was fifty and 
twenty years ago. 

This discussion, as I suspect almost any other, would be obviously 
incomplete without some mention of Keynes’s treatment of the e and of 
the multiplier effects. Keynes’s approach is very curious: as a matter of 
“fact, he has two: the familiar short-run analysis, and another one which 
may be called a long-run one.® 

Keynes’s short-run system (later expressed so admiringly by Oscar 
Lange *) is based on “ . . . given the existing skill and quantity of avail- 
able labor, the existing quality and quantity of available equipment, the 
existing technique, the degree of competition, the tastes and habits of 
the consumer...’ Productive capacity thus being given, employ- 
ment becomes a function of national income, expressed, to be sure, not 
in money terms but in “‘wage units.” A wage unit, the remuneration for 
“an hour’s employment of ordinary labor” (page 41), is of course a per- 
fect fiction, but some such device must be used to translate real values 
into monetary and vice versa, and one is about as good or as bad as 
another. The important point for our purposes is the assumption that 
the amount of equipment ($.¢., capital) in existence is given. 


31 Ibid., pp. 367-68. 

a Contrary to popular impression, Hobson does not advocate a maximum reduction in the 
propensity to save. What he wants is to reduce it to a magnitude commensurable with re- 
quirements for capital arising from technological progress—an interesting and reasonable idea. 

= This whole discussion is based on The General Theory and not on Keynes’s earlier writings. 

4 Oscar Lange, “The Role of Interest and the Optimum Propensity to Consume,” Eco- 
nomica, n.8. VoL V (Feb., 1938), pp. 12-32. This otherwise excellent paper has a basic defect in 
the assumption that investment is a function of consumption rather than of the rate of change 
of consumption. 

% The General Theory, p. 245. See also pp. 24 and 28, 
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Now, the heart of Keynesian economics is the argument that employ-- 
ment depends on income, which in turn is determined by the current 
volume of investment (and the propensity to save). But investment (in 
the net sense) is nothing else but the rate of change of capital. Is it legiti- 
mate then first to assume the quantity of capital as given, and then base 
the argument on its rate of change? If the quantity of capital changes, 
so does (in a typical case) productive capacity, and if the latter changes 
it can be hardly said that employment is solely determined by the size 
of national income, expressed in wage units or otherwise. Or putting it 
in the language of this paper, is it safe and proper to analyze the relation 
between investment and employment without taking into account the | 
o effect? 

The answer depends on the nature of the problem in hand. In this 
_ particular case, Keynes could present two reasons for his disregard of 
theo effect. He could assume that the latter operates with at least a one 
period lag, the period being understood here as the whole time span cov- 
ered by the discussion.** Or he could argue that over a typical year the 
net addition (f.¢., net investment) to the stock of capital of a society, 
such as England or the United States, will hardly exceed some 3 or 5 per 
cent; since this increment is small when compared with changes in in- 
come, it can be disregarded.” : 

Both explanations are entirely reasonable provided of course that the 
period under consideration is not too long. A five-year lag for the e 
effect would be difficult to defend, and an increase in the capital stock 
of some 15 or 20 per cent can hardly be disregarded. I am not aware that 
Keynes did present either of these explanations; but there is just so 
much one can do in four hundred pages at any one time. 

It would be perfectly absurd to say that Keynes was not aware of the 
productive qualities of capital. In the long run he laid great stress on it, 
possibly too great. All through the General Theory we find grave concern 
for the diminishing marginal efficiency of capital due, in the long run, to 
its increasing quantity.?* There is so much of this kind of argument as 
to leave the reader puzzled in the end. We are told that marginal effi- 
ciency of capital depends on its scarcity. Well and good. But scarcity 
relative to what? It could become less scarce relative to other factors, 
such as labor, so that the marginal productivity of capital in the real 
sense (#.e., essentially our a) declined. But then on page 213 we read: 
“If capital becomes less scarce, the excess yield will diminish, without 
its having become less productive—at least in the physical sense.” 

% This again is not quite safe unless some provision for investment projects started in pre- 
ceding periods and finished during the present period is made. 

37 The second assumption is specifically made by Professor Pigou in his Employment and 
Equilibrium (London, 1941), pp. 33-34.. 

88 See for instance pp. 31, 105-106, 217, 219, 220-21, 324, and 375. 
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Why then does the marginal efficiency of capital fall? Evidently be- 
cause capital becomes less scarce relative to income." But why cannot 
income grow more rapidly if labor is not the limiting factor? Could it be 
only. a matter of poor fiscal policy which failed to achieve a faster grow- 
ing income? After all we have in investment an income generating in- 
strument; if investment grows more rapidly, so does income. This is 
the multiplier effect of investment on which so much of the General 
Theory is built. > 

I don’t have the answer. Is it possible that, while Keynes disregarded 
the o effect in the short-run analysis, he somehow omitted the multiplier 
effect from the long-run? 


V. Concluding Remarks 


A traveller who sat in the economic councils of the United States 
and of the Soviet Union would be much impressed with the emphasis 
placed on investment and technological progress in both countries. He 
would happily conclude that the differences between the economic prob- 
lems of a relatively undeveloped socialist economy and a highly de- 
veloped capitalist economy are really not as great as they are often 
made to appear. Both countries want investment and technological 
progress. But if he continued to listen to the debates, he would presently 
begin to wonder. For in the Soviet Union investment and technology 
are wanted in order to enlarge the country’s productive capacity. They 
are wanted essentially as labor-saving devices which would allow a given 
task to be performed with less labor, thus releasing men for other tasks. 
In short, they are wanted for their o effects. 

‘In the United States, on the other hand, little is said about enlarging 
productive capacity. Technological progress is wanted as the creator 
of investment opportunities, and investment is wanted because it gen- 
erates income and creates employment. It is wanted for its multiplier 
effect. 

Both views are correct and both are incomplete. The multiplier is not 
just another capitalist invention. It can live in a socialist state just as 
well and it has been responsible for the inflationary pressure which has 
plagued the Soviet economy all these years, since the first five-year 
plan. And similarly, ø is just as much at home in one country as in an- 
other, and its effect—the enlarged productive capacity brought about 
by accumulation of capital—has undoubtedly had much to do with our 
peacetime unemployment. 

‘But what is the solution? Shall we reduce o to zero and also abolish 
technological progress thus escaping from unemployment into the 


® There is a third possibility namely that income is redistributed against the capitalists, 
but Keynes makes no use of it. 
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“nirvana” of a stationary state? This would indeed be a defeatist so- 
lution. It is largely due to technology and savings that humanity has 
made the remarkable advance of the last two hundred years, and now 
when our technological future seems so bright, there is less reason to. 
abandon it than ever before. 

It is possible that a has been or will be too high as compared with the 
growth of our labor force, the utilization of new. resources, and the de- 
velopment of technology. Unfortunately, we have hardly any empirical 
data to prove or disprove this supposition. The fact that private invest- 
ment did not absorb available savings in the past does not prove that 
they could not be utilized in other ways (e.g., by government), or even 
that had private business invested them these investments would have 
been unprofitable; the investing process itself might have created suffi- 
cient income to justify the investments. What is needed is a study of 
the magnitudes of s, of the difference between s and e which can develop . 
without much harm and then of the value of a which the economy can 
digest at its full employment rate of growth. 

Even if the resulting magnitude of a is found to be considerably below 
the existing one, a reduction of «æ is only one of the two solutions, the 
speeding up of technological progress being the other. But it must be | 
remembered that neither technology, nor of course saving, guarantee a 
rise in income. What they do is to place in our hands the power and the 
ability of achieving a growing income. And just as, depending upon the 
use made of it, any power can become a blessing or a curse, so can saving 
and technological progress, depending on our economic policies, result 
in frustration and unemployment or in an ever expanding economy. 


THE SOCIAL AND ECONOMIC DETERMINANTS OF 
THE DISTRIBUTION OF INCOME IN THE 
UNITED STATES! 


By Morzis A. CopELAND* 


As I understand this subject, it refers to what is technically called the 
size distribution of income, t.e., the differences in size of income among 
the different segments of a population—What are the social and eco- 


CHART 1 


Tue DISTRIBUTION OF INCOME PAm Our TO 
U.S. FAMILIES AND SINGLE Persons, 1935-36 





In all 39.5 million U.S. families and single persons received $58.4 billions. 
Income was less than $780 per recipient for the poorest third, more than 
$2,600 for the most opulent tenth. See notes on Table I. 


nomic determinants of income size distribution? Our knowledge of these 
determinants is seriously limited today because we have only begun to 
collect the facts of income size distribution. About the related subject 
of wealth size distribution we know very little indeed. 

The most complete picture of income size distribution in the United 
States now available is for 1935-36. For our present purpose it is per- 


* The author is a member of the research staff of the National Bureau of Economic Research. 


1 This is a slightly modified version of a paper presented at the Conference on the Evolution 
of Social Institutions in America held as a part of the Princeton University Bicentennial. 
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haps unfortunate that this year came during a period of prolonged, wide- 
spread unemployment, but without the Works Projects Administration 
we would not have had the picture at all. The National Resources Com- 
mittee developed this picture out of data collected and tabulated by 
W.P.A. projects conducted by three federal agencies. The broad facts? 
revealed are summarized in Chart 1. 

The areas of the three segments in the core of the pie represent three 
classes of income recipients—the upper tenth, the poorest third, and 


TABLE I—Sre DISTRIBUTION OF Income Pam Out® 
(Received by U. S. Families and Single Persons, 1935-36) 














Classes Income Range areeni aome 
Received: by most opulent tenth $2,600 and over * $21,450 
Received by middle classes $780 to $2,600 31,340 
Received by poorest third Under $780 5,570 
Total income paid out $58,360 
No. of families and single persons 39,458,000 





Source: N.R.C. reports—Consumer Incomes, pp. 65 and 95; Consumer Expenditures, p. 51. 

* Income includes distributive shares paid out to consumer units (families and individuals) 
plus small gifts, annuities, alimony and income from estates and trusts. Income excludes 
direct relief. But the income range is stated in terms of income including relief, and consumer 
units are assigned to income classes on this basis. The institutional population, including the 
army and navy, is excluded. 


the middle 57 per cent; the areas of the segments of the outer rim repre- 
sent the incomes these three classes receive. The background grid lines 
are spaced at angular intervals of 10 per cent. We have no well estab- 
lished adjective to designate those in the upper-income brackets. Taking 
my cue from Adam Smith I propose to use the adjective ‘opulent.’ 
Chart 1 shows that the most opulent 10 per cent of United States fami- 
lies and single persons received $21.5 billions; that was 37 per cent of 
income paid out in 1935-36. The poorest third received 10 per cent. The 
most opulent 10 per cent included families and individuals with incomes 
of over $2,600, the poorest third those with incomes of less than $780 
per year. Distribution was decidedly unequal in 1935-36. Rough esti- 
mates for 1941, 1942, and 1945 show an appreciable decrease in the per- 
centage of income going to the most opulent 10 per cent, but only a 


* See Table I. : 
3 The Wealth of Nations was really concerned with national income rather than national 
wealth. 
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slight increase-in the percentage received by the poorest third.‘ Incomes, 
of course, were higher for all three groups. . 

There are technical difficulties with the measurements in Chart 1 and 
with other measurements I shall use, which I shall not attempt to go’ 
into. I do not think the technical difficulties I am failing to mention 
involve serious distortions. 

Unhappily we cannot show percentages for the United States for as 
long ago as 1900 comparable to those in Chart 1. We can, however, 
determine for each year since 1918 what percentage of income the most 
opulent 5 per cent of the population received. Income tax returns make 
such determinations possible. But the determinations are not too re- 
vealing. Apart from recent war years, no trend in the proportion of 
income received by the most opulent 5 per cent is discernible; the share 
of this group fluctuates around 25 per cent of total income paid out. It 
would appear that the pattern of income size distribution is highly 
stable.’ In fact, income distribution was presumed to be highly stable 
before we had such measurements as those to which I have referred. 

A half century ago, the pattern of income size distribution was 
thought by many economists to be a corollary of the marginal produc- 
tivity theory—a theory that the distributive shares of income going to 
each individual are determined by the contribution to the total output 
of our economy imputed. to each individual through market price ad- 
justments. The stability of the pattern of size distribution was regarded 
as favoring this productivity theory, and it was felt that the income 
pattern could not very well be altered without lessening the efficiency 
of our economic system. 

As we proceed, I think we shall find need to modify this view. 

There are different “size distributions” of income. I shall consider two 


_ main types: the distribution of “income-paid-out-to-individuals” and 


the distribution of “disposable income.” “Income-paid-out-to-indi- 
viduals” refers broadly to the so-called primary distribution of income. 
As usually conceived, it includes payrolls, interest and dividends, the 
profits of unincorporated businesses, and net incomes from rents. These 
income items are designated “distributive shares.” Alternatively, they 
have often been thought of as incentive payments to individuals for 
their labor and the use of their property in connection with production. 
The income percentages shown in Chart 1 refer to the primary distribu- 
tion of income paid out. 

“Disposable income” takes account not only of the primary distribu- 

4 See Civilian Spending and Saving 1941 and 1942 (O.P.A., March 1943); and National 
Survey of Liquid Asset Holdings, Spending and Saving (U. S. Dept. Agric., Bur. Agric. Econ., 


Jime, 1946); also, Federal Reserve Bulletin 1946, pp. 844 ei seq. The statement is based in part 
on unpublished tables which facilitate comparison of the measures for the four years. 


5 This statement is based on preliminary figures in an unpublished manuscript by Simon | 
Kuznets. Earlier computations show stability also, but for a shorter period. 
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tion of income through incentive payments related to production, but 
also of personal taxes paid and of various other transfer payments or 
redistributions of income. 

We have just tried what may be called the approach of intertemporal 
differences in connection with the primary distribution of income paid 
out and found a good deal of stability over the past twenty-five years. 
Let us now consider what can be learned from interspatial comparisons. 


CHART 2 


DISTRIBUTION OF INCOME IN COMMUNITIES OF Various SIZES 
. RECEIVED BY U.S. Fames In 1935-36 


I TOMS (2,500 to 100,000 ) IL CITIES (200,009 to 1,500,000) Il] METROPOLISES (ower 1,500,000) 





Tn, all 8,080 families In all 5,580 families In all 3,300,000 fami- 
received a total of received a total of lies received a total of 
$12,460 millions. See $10,970 millions. See $8,030 millions. See 
notes on Table II. notes on Table II. notes on Table I. 


Because of technical difficulties in inter-country comparisons I shall con- 
fine myself to data for the United States. Recent computations make it 
possible to present approximately comparable measures of size distribu- 
tion for three groups of urban communities in 1935-36.° 

Chart 2 shows that the percentage of income going to the poorest 
third declines slightly as the size of the community increases; so does 
the percentage going to the middle classes. On the other hand, the per- 
centage going to the most opulent tenth increases. The three pies por- 
tray the income patterns in the same way as in Chart 1. It is important 
to recognize that the average income per family increases’ with the size 
of the community, thus: towns $1,540, cities $1,960, metropolises $2,440. 
But there seems to be no reason to assume a causal connection between 
the increase in average income and the increase in income inequality. 

6 See Table I. The figures on which this table is based are preliminary unpublished 


estimates derived from National Resources Committee data. They are shown here through 
the courtesy of Miss Hildegarde Kneeland. 


7 This increase is partially offset by increased living costs. 
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In Chart 2.there appears to be a definite relationship between in- 
equality and size of community—inequality increases as the size of the 
community increases. But when we try to determine whether income is 
more or less unequally distributed in rural communities than in towns, 
we encounter technical difficulties. Because of these difficulties, we can- 
not say with confidence whether or not rural communities conform to 


TABLE I[.—DISTRIBUTION OF ĪNCOMES IN COMMUNITIES oF VARIOUS SIZES* 
(Received by U.S. Families, 1935-36) 





























Aggregate Income in Millions 
‘lasses Citi 
E Towns (100,000 to Metropolises 
(2,500 to 100,000) 1,500,000) (over 1,500,000) 

Received by most opulent tenth |  $ 4,076 $ 4,076 $3,494 
Received by middle classes 6,898 5,673 3,710 
Received by poorest third 1,483 1,222 . 822 

Total income $12,457 $10,971 $8,026 





No. of families 8,079,000 5,579,000 3,295,000 





Source: Preliminary figures based on N.R.C. reports and worksheets, Estimates by ey 


of Miss Hildegarde Kneeland. 
* Income includes imputed rents. It also includes direct relief, annuities, alimony, income 


from estates and trusts, and small gifts. Income received by single individuals and the institu- 
tional population is excluded. 


the rule that income inequality decreases as the size of the community 
decreases. While these technical difficulties are present in the compari- 
sons shown in Chart 2, they are of relatively slight importance. We can, 
I think, safely say that in 1935-36, so far as urban communities are con- 
cerned, income inequality increases significantly as the size of the com- 
munity increases. 

Does this mean that communities that differ in size tend to differ in 
pay-rate-and-price structure in such a way that size of community can 
be regarded as a determinant of the pattern of income size distribution? 
Are the facts now available in general favorable to such an hypothesis? 
One cannot answer this question objectively without considering alter- 

? A substantial part of farm income does not pass through the market, Should we include 
the value of farm produced food consumed on the home farm as income? the rental value of 
farm houses? The answer to these questions makes a big difference. The poorest third of farm 
families received 11.8 per cent of the income of all farm families in the 1935-36 sample, if 
the usual valuations of such imputed income are counted. If the computation is confined 
strictly to money income, their share falls to 74 per cent. But there is a further difficulty. A 
rural dollar is not the same as an urban dollar; it is quite possible that differences in living 
costs are wider for poorer than for more opulent families. But how much to allow for such dif- 
ferences in living costs is hard to determine. 
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native hypotheses. In an earlier version of this paper I attempted such 
consideration. To economize time this afternoon I shall be dogmatic. I 
` think that an important part, but by no means all, of the relation be- 
tween income inequality and size of city may be explained away on the . 
basis of alternative hypotheses which are consistent with what we know 
today. However, our present stock of pertinent facts is a very scanty 
one; we may even be wrong in assuming that the 1935-36 relationship 
applies approximately in other years. 

But let us assume for the moment that the price-and-pay-rate struc- 
ture of a community varies with its size in such a way as to involve 
variations in income size distribution. If this hypothesis is correct, it 
requires a revised interpretation of the absence of trend, for the United 
States as a whole, in the pattern of size distribution over the past 
twenty odd years. A possible interpretation on this basis is as follows— 
first, that there has been a trend toward decreasing income inequality 
in communities of any given size, and second, that there has been an 
offsetting increase in the proportion of our population living in com- 
munities where the price-and-pay-rate structure is such that income 
inequality is relatively great. This amounts to saying that the move- 
ment of population into metropolitan communities has been a factor 
making for increased inequality of incomes, and that without this popu- ° 
lation movement the inequality of incomes would have decreased during 
the past twenty odd years. Our information on this point is scanty; but 
such as it is, I think it is on the whole favorable to this view. 

Total income paid out consists of various distributive shares—pay- 
rolls, unincorporated business profits, net income from property rentals, 
and interest and dividends. It also includes imputed income, particularly 
farm produced food consumed at home and the rental value of owner 
occupied dwellings.” Recent computations make it possible to present 
separate distribution patterns for these four types of income. These . 
patterns are shown in Chart 3.1 

We may dismiss imputed income, Pie IV with one brief comment. 
Because so large a number of farm families are included in the poorest 
third of all families, a relatively large proportion—about a quarter—of 
this type of income is received by the poorest third. This means that 
imputed income is important as a complicating factor, both in making 
comparisons between urban and rural communities, and in making com- 
parisons for the whole country for different years. If we are uncertain 
whether there is any real overall trend in the percentage of income paid 


? For some purposes these two items afe to be regarded as parts of the distributive shares, 
net rental income and profits respectively. 


10 Again the data are preliminary and are shown here by courtesy of Miss Kneeland. See 
Table WI. 
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CHART 3 


Income Pam Our m 1935-36 © 
DISTRIBUTIONS OF VARIOUS DISTRIBUTIVE SHARES 
(Among 30,210,000 U.S. Families) 


I PAYROLLS 


II UNINCORPORATED BUSINESS PROFITS ' 


“4 MIDDLE ¢] 
CLASSES M 


V RECEIVED | 





Total arai: amounted to $31,800 Total unincorporated business prof- 
millions. its amounted to $8,130 millions: 


III INVESTMENT INCOME 


< MIDDLE Y 
CLASSES 


vy RECEIVED J’ 





Total investment income amounted Total imputed income amounted to 
to $7,790 millions. $5,640 millions. 
See notes on Table IIT. 
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out to the most opulent 5 per cent of income recipients during the past 
twenty odd years, and if we cannot say whether income is less unequally 
distributed in rural communities than in towns, it is in part because of 
the difficulties connected with the proper valuation of imputed income. 

Payroll and profits are forms of income paid out which it is easy to re- 
gard as incentive payments, rewards paid for economic activity on the 


Taste IIL.—DISTRIBUTION or Income PAD Out IN THE UNITED STATES 
(Received by U.S. Families* 1935-36) 



















Aggregate Income in Millions 
(1) (2) (4) (5) 
Classes Unincor- Total In- 
porated Imputed | come Paid 


Income Out to 
Families? 


Payrolls | Business 
Profits 





$1,028 | $19,001 
3,213 28,415 
1,402 5,964 


Received by most opulent tenth | $ 9,306 | $3,553 
Received by middie classes 19,255 3,720 
Received by poorest third 3,252 857 


$31,813 | $8,130 














Total income paid out $5,643 $53,380 








Source: Preliminary figures based on N.R.C. reports and worksheets. Estimates by courtesy 7 
of Miss Hildegarde Kneeland. 

a Number of families: 30,210,000. 

b Income paid out to single individuals, to the institutional population, and to estates and 
trusts is excluded. The income basis used in assigning families to income classes in the case of 
columns (1), (2) and (3) excludes imputed income. For all columns the income assignment 
basis includes relief, small gifts, annuities, alimony, and income from fiduciaries, 


part of the recipients. Both are somewhat unequally distributed. Forty- 
four per cent of unincorporated business profits and 29 per cent of pay- 
rolls went to the most opulent 10 per cent in 1935-36. 

In the case of profits, separate figures for separate industries would 
doubtless reveal much more extreme inequalities. We know that the 
most opulent 10 per cent received only 18 per cent of farm profits and 
well over half the profits from other industries. We also know that in 
1939 somewhat higher average profits were reported on tax returns by 
doctors, lawyers and security dealers than by most other industry 
groups. 

The pattern of payroll size distribution reflects the wage and salary 
structure of our economy and the pattern of noncorporate profit size 
distribution reflects what we may call the wage-of-business-management 
structure of our economy. The economy pays different rates for different 


Jobs. 


What are the determinants of these differential rates of pay? Broadly 
we may say that the wage-and-salary structure for a single business 
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enterprise roughly reflects the relative importance of jobs from the point 
of view of that enterprise; that in a general way the more important job 
tends to receive the higher rate of pay. Broadly, too, it is true that the 
choices of consumers and other buyers are expressed in terms of market 
demand, and that business enterprises receive and then in turn pay out 
as payrolls and other distributive shares, funds which are roughly pro- 
portional to the market demands for their several contributions to na- 
tional output. These relationships have a tendency to make the wage- 
and-salary structure and the noncorporate-profit structure of our econ- 
omy such that the higher rate of pay will go to the job that is more im- 
portant from the point of view of national output. 

In this statement, the word tendency should be underscored. Few, if 
any, economists would fail to recognize that the tendency for higher pay 
to go to the socially more important job is by no means fully realized. 
What factors, other than this tendency, help to determine our national 
wage-and-salary structure? This question is so broad that I must confine 
myself to a few selected comments. 

1. I have cited economic relationships which involve a tendency for 
differences in buyer demand to translate themselves through differences 
in employer demand into a scheme of incentive pay differentials to 
workers. This tendency, so far as it is operative, is sufficient to explain 
the fact of inequality in distribution of payrolls and noncorporate profits. 
It is not sufficient alone to explain the degrees of inequality shown in 
the two upper pies of Chart 3. Among other factors that must be taken 
into account is the nature of the market for various classes of labor. The 
force of custom is strong in the case of many wage and salary rates. 
Further, there is an element of monopoly both in the labor bargains 
driven by trade unions and in those driven by high corporate executives, 
and there is an element of monopsony in most labor bargains. Because 
of these considerations, there is no easy answer to the question whether 
a wider or a narrower ‘spread in pay differentials would improve our 
scheme of pecuniary incentives to workers. But I think we need to con- 
cern ourselves with this question. 

2. The histories of great fortunes abound in illustrations of the propo- 
sition that in the past our scheme of pay differentials has included some 
high rewards for activities that contributed little or nothing to our 
national output—for financial manipulations, for business acquired 
through freezing out competitors by unfair competition, even for busi- 
ness objectives that could be gained by bribing public officials. Much 
has been accomplished during the past half century toward closing such 
uneconomic avenues to opulence. But I do not think the job is finished. 
It is still possible to make money by guessing the cyclical turns of the 
stock market, by finding loopholes in the law, and by uneconomic mo- 
nopolistic restriction of output. 
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_Cuart 4 


PERCENTAGES OF PAYROLL AND INVESTMENT INCOME Paw Our 
TO THE Most OPULENT 1 Per Cent oF Arr U.S. 
RECIPIENTS, 1918-42 


Investment Income 





4920 i 1925 l 1950 1955 1940 


Source: Based bn Adolph Goldenthal, T.N.E.C. Monograph No. 4. 1932 
and 1933 figures dire interpolations based on unpublished computations by 
Simon Kuznets. H'igures for 1938 through 1942 were computed directly from 
tax return data Y national income estimates by the author. 
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3. The tendėncy of buyer demand differences to be translated into 
worker pay differentials is limited by the importance of public employ- 
ment. In 1939, to take a pre-war year, public payrolls amounted to al- 
most 15 per cent of the national total. Government and private em- 
ployers do not necessarily pay equal rates for comparable work. In the 
lower brackets on the whole, the federal government pays higher rates 
today than private employers. In the upper brackets the reverse appears 
to be the case; thus many private business executives get more than the 
President. 

Nor is this all. The payrolls, the distribution of-which is shown in 
Chart 3, include work relief earnings. Without this pay, the distribution 
of payrolls would have been materially more unequal. Again the profit 
distribution shown includes, in the case of farmers, farm benefits. With- 
out these benefits, the pioak inequality shown would have been materi-. 
ally greater. 

4, Payroll inequality varies substantially from year to year. On Chart 
4 the lower curve shows: variations in the percentage of total payroll 
going to the most opulent 1 per cent of income recipients. Year-to-year 
variations in this percentage are clearly related to the volume of unem- 
* ployment. 

I think we are warranted in inferring from this showing for the most 
opulent 1 per cent that the percentage of payroll income going to the 
poorest third varies inversely—and varies somewhat more markedly— 
with the volume of unemployment. In other words, the degree of income 
inequality shown in Pie I of Chart 3 reflects not only the fact that dif- 
ferent jobs receive different rates of pay, but also the fact that in 1935- 
36 there were perhaps 10 million potential workers—something like 20 
per cent of our total labor force—who were left out of our scheme of job . 
incentive payments entirely. gi 

From the point of view of an effective scheme of job incentive pay- 
ments, this aspect of income inequality has two important consequences. 
There is the'obvious consequence that our national product is less than 
it would be with a larger effective demand for labor, whenever unem- 
ployment exceeds a minimum which I shall not try here to fix precisely 
—say 5 per cent of the labor force. There is also the consequence that 
the prospect of possible declines in the total volurne of incentive pay- 
ments induces a concern on the part both of employees and of manage- 
ment, a concern which results in a great variety of urbeconomic practices 
designed to restrict productivity and to “make the work go around.” 

If inequality of income distribution is substantial in: the case of pay- 
roll and noncorporate profit income, it is even greater in the case of 
investment income, see Chart 3, Pie IH. Nearly two-thirds of interest, 
dividends and net income from property rentals taken ftogether went to’ 
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the most opulent 10 per cent in 1935-36. Broadly we may say that so 
far as investment income affects the distribution of total income paid 
out, the determinants of that income distribution may be grouped under 
_ two heads (a) factors determining the level of investment income, and 
(b) factors determining the distribution of the ownership of investments. 
These two headings suggest lines of inquiry far too wide for us to com- 
pass this afternoon. Here again I shall arbitrarily limit consideration of 
these determinants of income distribution to a few brief comments. 

1. The inequality of distribution in the case of ownership of invest- 
ments is considerably greater than in the case of the ownership of other 
forms of wealth such as homes, autos, etc. Moreover, the inequality of 
distribution of ownership is greater in the case of some types of invest- 
ment than of others. It is convenient to cite figures for the most opulent 
5 per cent rather than the most opulent 10 per cent of families. 

In 1935-36, they received about one-fourth of the total net income 
from rents and royalties, something over half of interest income and 
around 90 per cent of corporate dividends. 

2. A change in investment yields means, for a given total of invest- 
ment, a change in the level of investment income, and consequently a 
change in the distribution of total income paid out. The greater the in- 
vestment yield, other things being equal, the greater the inequality of 
total income paid out; and the less the yield, the less the inequality of 
income. In absolute volume, interest and dividends are much more im- 
portant than rent. Taking both volume and the existing distribution of 
ownership into account, a change in yields to stockholders has a sub- 
stantially greater effect on the distribution of total income paid out 
than a change in interest yields; a change in net rental yields is of rela- 
tively slight importance. 

3. It has been said that income paid out may be thought of as con- 
sisting of incentive payments to individuals for their labor and the use 
of their property. in connection with production. If so, some of the in- 
centive payments which constitute income paid out go not to living 
persons but to dead ones, or rather to their estates, ¢.e., some of the 
income from inveStments. Chart 3 omits this small, logically incon- 
venient fraction of the primary distribution. 

Further, if we are to accept the proposition that investment income is 
a form of incentive payment, we must construe it broadly. I suggest that 
this proposition be construed to mean that changes in investment yields 
may involve changes i in the amount or composition of our national prod- 
uct. 

Certainly an iticreased yield on one type of investment, other yields 
remaining unchaiaged, will attract funds and so affect production. Inci- 
dentally, in the :case of yields on some corporate stocks, particularly 
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those of many’ smaller corporations, it may be said that yields go in 
significant part to management—that such stock yields are to be classed 
with noncorporate profits rather than with investment yields. They are 
a species of wages-of-management, and as such a form of incentive pay- 
ment. 

Investment yields should probably be regarded as incentive payments 
not only because changes in investment-yield differentials affect produc- 
‘tion but also because of the possible production effects of changes in 
the overall level of investment yields. I say ‘‘probably’’ because the 
nature of these effects is today a controversial subject. Formerly it was 
widely held that.a general reduction in the level of investment yields 
would involve a reduction in the rate of growth of our industrial capac- 
ity, and that this in turn would restrict the rate of growth of national 
output. This view assumes that our economy in general operates at 
capacity. We can hardly make this assumption today. Today I think 
the pertinent question is “What effect would a change in the level of 
investment yields have upon the percentage of our national industrial 
capacity which we utilize?” Because there is disagreement as to whether 
a decrease in investment yields would increase or decrease our capacity . 
utilization factor, the precise incentive status of investment incomes is 
today in doubt. 

4. The upper curve on Chart 4 shows the percentage of investment 
income paid out to the most opulent 1 per cent of income recipients. 
There are special factors affecting the movements of this percentage— 
the depression of the ’30’s and government savings bond campaigns 
during the war. Moreover, our measurements in this case are rather less 
dependable than those for the lower curve. There is an apparent down- 
ward trend, suggesting a decreasing inequality in the distribution of 
investment ownership; but we shall need more information before we 
can be sure the apparent trend is a real one. 

5. One further point with regard to the investment income distribu- 
tion shown in Chart 3 needs to be noted. I have said that about nine- 
tenths of dividend income was received by the most opulent 5 per cent. 
The significance of this percentage is emphasized by the fact that divi- 
dends are not the whole of income from stock ownership. An important 
part of national income is not included in income paid out but is saved 
by corporations in the form of additions to surplus. ‘This part of national 
income is often substantial, but it may be negative+—corporations may 
dissave. They did in 1936. Withdrawals from surplus amounted to about 
900 million dollars.™ 

The fact of corporate saving and dissaving i is navn for the re- 
lationship between investment yields and income inéquality. If total 

1 1944-45 Statistical Abstract, p. 403. 
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income is measured as income paid out plus corporate savings, total in- 
come is more unequally distributed than is income paid out in years 
when corporations save. In years when they dissave, total income is less 
unequally distributed. The pattern of size distribution is less stable from , 
year to year for total income than for income paid out. 

Corporate saving is sometimes characterized, from the investors’ 
viewpoint, as involuntary saving. The investor cannot elect to withdraw 
his share of added surplus. But he can liquidate his investment, and if 
the market is good, he may realize a capital gain. Such capital gains and 
additions to corporate surplus are both, in a sense, a form of individual 
income. But they are alternatives, not two separate forms; we should 
not count them both at once. One of them reckons individual income on 
the basis of corporate book values; the other reckons it on the basis of 
stock market values. Both alternatives involve difficulties. Income paid 
out is a convenient total, relatively firm but also incomplete in that it 
counts neither additions to surplus nor capital gains. 

Because capital gains may accrue in periods other than the year in 
which they are realized, some economists hold that capital gains are not 
income. But they become disposable when realized. I propose to con- 
sider capital gains (less losses) as a form of disposable income. 

Chart 5 presents a partial picture of the distribution of disposable 
income in 1935-36. The picture is partial because it takes account of 
only a part of the redistributions.that amend the primary distribution 
of income paid out. In Chart 5, disposable income means income paid 
out plus relief received minus personal income taxes, minor personal 
taxes and charitable contributions. 

The distribution of disposable income does not look very different 
from that of income-paid-out. This is because our method of measuring 
income distribution is not very sensitive. The redistributions taken into 
account actually decreased the income at the disposal of the most opu- 
lent tenth by nearly 8 per cent and increased the income at the disposal 
of the poorest third by 8 per cent. Clearly public policy i is an important 
factor in determining the distribution of disposable income. 

The right hand pie shows the distribution of consumption expenditure 
-nearly 90 per cenit of disposable income was spent in 1935-36. As we 
should expect, consumption expenditure was much less unequally dis- 
tributed than disposable income. Still the poorest third accounted for 
only one-seventh of' the total; the most opulent tenth for more than a 
quarter of the total. 

We do not have measures of consumed income for earlier periods, but 
with respect to‘this type of income distribution I think we can safely 
say that there have been many primitive communities in which there 

8 See Tables I and IV. 
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was a much smaller degree of inequality than there is in the United 
States today. I think we can safely say also that there have been many ` 
not-so-primitive communities where the most opulent 4 or 5 per cent 
have had a somewhat larger proportion of consumed income than they 
currently receive in the United States. Some such communities exist to- 
day. It seems probable, moreover, that inequality of consumed income 


CHART 5 


DISTRIBUTION OF DISPOSABLE INCOME AND CONSUMER 
EXPENDITURES OF 39.5 Mrittion U.S. FAMILIES 
AND SINGLE INDIVDUALS, 1935-36 


I DISPOSABLE INCOME y 
II CONSUMER EXPENDITURES 





Total disposable income amounted Consumers spent a total of $50.2 
to $56.2 billions. ; billions. See notes on Table IV. 


has been decreasing in the United States. Such institutions as the movies 
exert an influence in this direction; so also do such developments as the 
improving status of the negro and the decreased importance of new im- 
migrants. Cultural disparity is a condition favorable to consumed in- 
come inequality, and cultural disparity has been diminishing. 

Saved income canbe defined as the unspent residual of disposable 
income. Because Pie I of Chart 5 takes into account only a part of the 
` redistributions that amend the primary distribution \of i income paid out, 
our picture of the distribution of saved income is not wery satisfactory. 
It tells us that among the poorest third, dissavings materially exceeded 
savings; indeed, according to the N.R. C. report, net savings were nega- 
tive for the poorest half of all consumer units in 1935~36. 

These measurements are for a year that falls in the midst of a great 


| 
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depression. But saved income was extremely unequally distributed even 
- in 1942 and 1945. According to rough corresponding estimates prepared 
for these years,” the most opulent 10 per cent accounted for about 80 
per cent of savings in 1942, and something less than 50 per cent in 1945. 
Even in 1945, the poorest third of consumer units apparently showed 
very small net savings. I suspect the year-to-year variations in the 


TABLE IV.—DISTRIBUTION oF DISPOSABLE Income, CONSUMER 
EXPENDITURES, AND SAVINGS* 
(U.S. Families and Single Individuals? 1935-36) 











Aggregate Income in Millions 
Classes ` {Income Paid Out! Consumer 
(From Table I) Expenditures 
Most opulent tenth $21,450 $19,810 $13,520 
Middle classes 31,340 30,360 29,460 


Poorest third 5,570 6,020 7,230 
Total $58,360 $56,190 $50,210 





Source: Based on N.R.C. reports—Consumer Incomes, p. 95; Consumer Expenditures, pp. 
51 and 77. ° 
a The institutional population is excluded. Disposable income is reckoned before taking ac- 
count of capital gains and losses and death taxes. It equals income paid out (Table I) plus re- 
lief and minus personal income, minor personal taxes and charitable contributions, The income 

range is the same as in Table I. 
b Number of consumer units (families and individuals) : 39,458,000. 


pattern of saved income distribution are even wider than these figures 
suggest, 

Particularly for savings, these measurements do not tell the full story, 
because there are important redistributions of income they do not take 
into account. On the one hand they fail to make deductions for gift and 
inheritance taxes and for endowment gifts; consequently they tend ma- 
terially to overstate the savings, particularly the savings of the opulent. 
On the other hand, they fail to take account of realized capital gains and 
losses; such gains and losses affect chiefly the relation between the sav- 
ings of the most opulent 1 per cent and those of the next most opulent 
9 per cent. 

In order to get some idea of what the typical pattern of savings dis- 
tribution would look like, if we had more satisfactory measurements of 
disposable income, let us consider the relations between two distribution 
percentages for the most opulent 10 per cent. These percentages are: 
(1) the investment income percentage (65 per cent in 1935-36) and (2) 


13 See O.P.A. and B.A.E. bulletins cited above, footnote 4. The figures so far available for 
1945 permit only a very rough statement. 
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the savings percentage. The savings percentage presumably fluctuates 
widely from year to year, and may well have exceeded 100 per cent in 
1935-36. The investment income percentage is somewhat more stable. 
But the two percentages are connected; we may say that the investment 
income percentage tends to stabilize at a level not very different from 
that of the moving average of the savings percentage. This relationship 
is important in understanding the determinants of income distribution. 
It applies to other income classes. If the average savings percentage for 
an income class is materially higher than the level of the investment in- 
come percentage, the latter will tend to trend upward because its per- 
centage of investment ownership will be increasing. If the average sav- 
ings percentage is materially lower than the level of the investment in- 
come percentage, the investment income percentage will tend to trend 
downward. It is true that the equilibrium condition for an income class 
may not be one of precise equality of the investment income percentage 
and the moving average of the savings percentage. The high investment 
income percentage of the most opulent may reflect in part higher yields - 
than those enjoyed by other classes. This fact would tend to make the 
equilibrium condition for the most opulent one in which their invest- 
ment income percentage is slightly higher than their average savings 
percentage. On the other hand, and this consideration is a more im- 
portant one, income recipients may have high i incomes and high savings 
percentages at their prime of life, and lower incomes and dissavings in 
old age. This fact tends to make the equilibrium condition for the most 
opulent one in which their savings percentage is slightly higher than ` 
their investment income percentage. It also tends to make the equilib- 
rium condition for the poorest one in which their savings percentage is 
appreciably lower than their investment income percentage. 

Now let us suppose there is no trend in the investment income per- 
centage for the most opulent 10 per cent. If the level of the two con- 
nected distribution percentages is appreciably above the total disposable 
income percentage, if the most opulent 10 per cent continue.to get a 
somewhat higher percentage of investment income than of disposable 
income, we may say that there is a mutually supporting relation be- 
tween income inequality and inequality of investment ownership which 
is a significant factor in maintaining income inequality. 

In the absence of a trend in the investment income percentage of the 
various income classes, we would be warranted in inferring a not very 
different typical pattern for the saved income percentages, a little over 
65 per cent for the most opulent 10 per cent and a little less than 6 per 
cent for the poorest third. 

For the most opulent 1 per cent, the investment income percentage 


M Strictly, we should speak of the savings percentage exclusive of savings in the form of 
owner occupied homes, since we have not counted these as investments. 
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was apparently trending downward during the past 20 odd years. If 
there were such a trend for the most opulent 10 per cent, their saved 
income percentage may possibly have averaged less than 65 per cent. 

Now while inheritances do not augment the disposable income of the 
most opulent 10 per cent considered as a class, inheritance and gift 
taxes and endowment gifts are to be regarded as deductions from the 
income paid out to the opulent in determining their disposable income. 
These deductions tend to reduce the saved income percentage for the 
most opulent 10 per cent. If their investment income percentage has 
trended downward over the past 20 odd years, it seems probable that 
inheritance and gift taxes have been a material factor in this trend. But 
we should not overestimate the possible effects of increasing the strin- 
gency of our system of death taxation. In 1935-36, the forms of income 
other than investment income were for the most opulent 10 per cent 
roughly sufficient to cover their consumer expenditures. With other in- 
come so unequally distributed as in 1935-36, it seems unlikely that a 
system of death taxation alone, however stringent, could reduce the 
investment income percentage and the savings percentage to anything 
like the level of the disposable income percentage. 

Capital gains tend in general to increase the savings and disposable 
income percentages for the most opulent, but in some years there are® 
capital losses. Does it follow that capital losses tend to decrease these 
percentages? Let us take the case of stocks. The answer is probably 
“yes” for the most opulent 10 per cent, because this group accounts for 
most of the capital gains and losses from investment in stocks. But for 
the most opulent 1 per cent the answer may be “no,” because such 
capital gains and losses may not be distributed in the same way as 
dividend income. The most opulent 1 per cent may be better at trading 
in stocks than other investors. There is some evidence that this is so. 
A study of income distribution made for the T.N.E.C. shows capital 
gains and other sources of income for the most opulent 1 per cent of 
income recipients and for all recipients for 16 years ending with 1936." 
For the most opulent 1 per cent, according to this study, capital gains 
exceeded losses during the 16 years by some $18 billion; the remaining 
99 per cent incurred a net capital loss totalling about a billion. There 
are technical reasons for thinking that this computation materially over- 
states the superiority of the most opulent, but these reasons are not 
sufficient, I believe, to throw the evidence out of court.” 

3 Monograph No. 4 by Adolph Goldenthal, pp. 37-39. 1932 and 1933 were omitted from his 
computation. A very crude guess for these years can be made by assuming that tax returns of 
over $5,000 represent approximately the most opulent 1 per cent. Such a guess suggests that 


for the 18-year period the score would be for the most opulent 1 per cent a net gain of some 
$18 billion, for the remaining 99 per cent a net loss of over $2 billion. 


1 The technical objection is that the most opulent 1 per cent in each year are defined as 
those having in that year the highest incomes inclusive of their net capital gains. ‘Thus an in- 
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We may set the mutually supporting relation between inequality of 
investment ownership and income inequality beside the superiority of 
the most opulent at investment management, and say that in these two 
respects income inequality today tends to bring about income inequality 
tomorrow. But there are other respects in which income inequality, once 
established, tends to perpetuate itself. I shall mention two of these with- 
out attempting statistical support: (1) The children of the most opulent 
5 or 10 per cent, in general, receive better education than other children. 
With better education, they have a better chance at the more highly 
paid positions; and (2) Nepotism is probably sufficiently prevalent in 
our economy to give a significant advantage to the children of the opu- 
lent in obtaining highly paid jobs. 

I have spoken of the primary and secondary distributions of income 
as if they were sharply differentiated. In fact, they are not. We have 
_ noted that relief work earnings are included in payrolls in Chart 3, and 

that farmers’ profits include farm benefit payments. But cash relief has 
been treated as a secondary distribution of income. It could be argued 
that made-work earnings and farm benefits should have been treated 
as secondary distribution items too. Had they been so treated, the 
inequality of the primary distribution would have been materially 
“greater than it appears to be in Chart 1; and the equalizing effect of the 
secondary distribution would have been correspondingly greater. 

There is another respect in which the distinction between primary and 
secondary distributions is less sharp than it was once thought to be. If, 
in treating the distributive shares of the primary distribution as incen- 
tive payments, we have found need to construe the incentive idea 
broadly, it is clear that in this broadened sense the secondary distribu- 
tion payments are incentive payments, too. We need to take into ac- 
count their effects on production. 

We may now briefly summarize our principal findings regarding the 
determinants of income size distribution. 

1. Urban communities appear to differ in price structure in such a way 
that income inequality increases as the size of the community increases. 

2. Various factors tend to make income inequality persist once it has 
been established—the mutually supporting relation between income in- 
equality and inequality of investment ownership; the superiority of the 
opulent at investment management; nepotism; the better education of 








—_— 


come recipient who has capital gains in years 0, 2, 4, etc. and losses in years 1, 3, 5, etc., 
might be included in the most opulent 1 per cent only i in the even years. For the present pur- | 
pose and for purposes of much other economic analysis it would be advantageous if we could 
find a way to base income size distribution measurements not on the income of a single year 
but on the income of a decade. 
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the children of the opulent. But there are other factors tending to alter 
- the pattern of income size distribution. It is difficult to say confidently 
today whether the factors making for decreased inequality or the factors 
making for increased inequality are stronger. We may surmise that con- 
sumed income inequality has been decreasing gradually in recent years. 

3. For payrolls and the profits of unincorporated business there is a 
substantial degree of inequality of distribution. These forms of income 
are most easily regarded as production incentive payments. An incentive 
system calls for some degree of inequality in job-pay rates. What degree 
of inequality would provide the most effective scheme of incentives is 
a question to which we need to give attention. So far as payroll income 
inequality is due to a deficiency in the total volume of incentive pay- 
ments, the unemployed getting no job incentive payments at all, there 
is not only a potential volume of production that we fail to realize, but 
also an incentive may be given to employed labor and to management 
as well to take uneconomic steps to make the work go around. 

4, We cannot say that altering the existing pattern of income distri- 
bution would necessarily have an adverse effect on national output, On 
the contrary, some modifications in this pattern might affect production 
favorably, e.g., (a) more nearly equal pay for equally important work, 
in so far as the relation between public and private employment is con-* 
cerned; (b) further steps to close uneconomic avenues to opulence; (c) 
steps which would decrease or eliminate deficiencies in the total volume 
of job incentive payments. The effect on production of a modification 
in the income distribution pattern through a reduction in the level of 
investment yields is a present subject of controversy. 

5. In a broader sense, income from investments consists of incentive 
payments. Investment income is extremely unequally distributed. How- 
ever, this inequality appears to have been diminishing, possibly due in 
part to increased death taxes. The percentage of investment income 
going to the most opulent recipients tends to stabilize at a level not 
much below their average savings percentage. 

6. Secondary distributions of income are important. Public policy is a 
material factor in the primary distribution; it is a major determinant in 

_ secondary distributions. The dividing line between primary and second- 
ary distributions is necessarily drawn at a somewhat arbitrary cutoff 
point. 


POSTSCRIPT ON WAR INFLATION: A LESSON 
FROM WORLD WAR I 


By Worum J. FELLNER* 


War and post-war inflation have now developed to a point at which 
it seems worth while to inquire into the policies by which the rise in the 
cost of living could have been avoided. The available data permit a 
rough evaluation of orders of magnitude. They also permit a comparison 
. of the effects of certain hypothetical measures with the effects of the 
policies actually adopted. 

Most of what is contained in this paper leads up to the proposition 
that a linear (that is to say, proportionate) income tax of about 10 per 
cent, applied to all income without exemption and superimposed upon 
the income tax structure that actually prevailed, would presumably 
have prevented the formation of any appreciable inflation potential. 
Given such a tax, and given the direct controls necessitated by specific 
shortages, it would not even have been necessary to use war bond 
“drives” as a further means of reducing the demand for goods. How- 
ever, it would of course have been necessary to prevent such wage in- 
creases as might start an inflationary process even in the absence of a 
pre-existing excess of demand over supply (that is to say, even in the 
absence of an “inflation potential”). In arriving at this proposition, we 
shall reconsider certain elements of the theory of war inflation. 


The Concept of the Inflation Potential, Ex Ante and Ex Post 


Before defining a concept, it is useful to indicate briefly the purpose 
it is intended to serve. Concepts of the inflation potential should express 
the excess demand (at given prices) which fends to produce a rise in the 
price level and which in the absence of specific counter-inflationary 
measures, actually produces such a rise. Even a crude quantitative ap-. 
praisal of the inflation potential presupposes that we limit our concern 
to the “primary” pressure on the price level because the magnitude of 
the secondary “cumulative” tendency, which develops if the primary 
pressure is not suppressed, depends largely on unpredictable psycho- 
logical reactions. Besides, for considerations relating to policy, the pri- 
mary pressure frequently is the more significant magnitude,! although 


* The author is a member of the department of economics at the University of California. 
1 E.g., a non-inflationary policy would attempt to eliminate or to suppress the primary 
pressure, : 
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complete information concerning the effects of policies could of course 
be obtained only if both the primary and the cumulative forces could 
be estimated accurately. Furthermore, it should be realized that in a 
well-organized war economy the size of aggregate output depends mainly 
on the productive capacity of the economic system; and that, given the 
size of aggregate output, the pressure on the “‘cost of living” (or, gener- 
ally speaking, on the price level of consumer goods and services) can be 
appraised more easily than the pressure on the price level of all goods 
and services. The so-called consumption function, in spite of all its 
crudeness, is a more dependable relationship than are the relationships 
existing between private investment demand and other measurable 
quantities. In addition, for the period to be considered, the pressure on 
the cost of living is a particularly significant concept because the mone- 
tary pressure against which the consumer-goods controls operated was 
not merely an important determinant of the effectiveness of these con- 
trols but also a significant determinant of the effectiveness of many 
producer-goods controls. Therefore the inflation potential will here be 
defined with respect to the pressure on the cost of living. It will express 
merely the primary pressure.? 

We may now proceed to the definitions. By the ex ante inflation po- , 
tential, as applying at some “present” date to a subsequent period,’ we 
will mean the following: The excess of what the public, given its income 
during the subsequent period, would like to spend on consumer goods, over 
the supply of consumer goods during the period, where income, demand 
and supply are valued at “present” prices In other words, the ex ante 
inflation potential is calculated on the hypothesis that prices remain 
unchanged and it explains why prices do not in reality remain un- 

changed, unless the inflation potential is suppressed. 

The ex ante inflation potential either is suppressed by direct controls 
—in which case it expresses itself in an abnormally high savings ratio— 
or it results in a rise in the cost of living. If part of the ex ante potential 
is suppressed and another part translates itself into a price rise, the 
inflation potential becomes different ex post from what it was ex ante. 
The ex post inflation potential is the excess of what the public would have 
liked to spend on consumer goods during a completed period at the actual 
income level of the period, over the supply of consumer goods at actual 
prices (that is, over the actual value of consumption). The ex post in- 

2 The concept of the inflation potential, as defined in the subsequent paragraphs, is not 
identical with concepts suggested in some of the earlier writings on the subject, but it is sim- 
ilar to some of these. Cf., mainly, Walter A. Salant, “The Inflationary Gap,” Amer. Econ. 
Rev., Vol. XXXI, No. 2, Pt. 1 (June, 1942), pp. 308-13; Milton Friedman, “Discussion of 


the Inflationary Gap,” sbid., pp. 314-20; G. W. Ensley and Richard Goode, “Mr. Warburton 
on the Gap,” Amer. Econ. Rev., Vol. XXXII, No. 4 (Dec., 1943), pp. 897-99. 


3 All periods to be referred to in this article are clock-time periods. 
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flation potential is that part of the ex ante inflation potential which was 
suppressed, #.e., sterilized in the hands of consumers, by-direct controls. 
It does not contain that constituent of the ex ante inflation potential 
which, in the course of the period, translated itself into an inflationary 
process, because this constituent of the ex ante potential reflects itself ex 
post in the actual consumption expenditure rather than in a difference 
between what the public would have liked to spend and what it actually 
did spend. There exists the further difference between the ex ante and 
the ex post magnitude that the former is calculated at base period prices 
and the latter at the actual prices of the period. But this further differ- ' 
ence loses its significance if the inflation potential is expressed as per- 
centage of disposable income, because income, consumption, and the 
inflation potential are “inflated” in roughly the same proportion. The 
main difference is this: part of the ex ante potential is “unloaded” into 
an inflationary process and does not ex post appear as a “potential” but 
as actual consumption. Deflating the ex post potential does not recap- 
ture this constituent. In deriving the ex ante potential from the ex post, 
it is necessary to add a factor expressing that part of the ex ante inflation 
potential which gave rise to the price increase that took place during the 
period. ` 

* These concepts of the inflation potential are of course not free from 
complications. The difficulties enter mainly through the phrase “what 
the public would like to spend (or would have liked to spend) on con- 
sumer goods.” During the period that will be considered here, an ex- 
tensive system of direct controls was in effect. It may be argued that 
the existence of these controls has reduced not merely actual expendi- 
tures but also the desire of the public to spend. To the extent to which 
it has done so, the controls have prevented not merely an inflationary 

- process (by suppressing an “inflation potential”) but they have also 
prevented the very formation of an inflation potential. 

The size of the inflation potential is important even if direct controls 
are taken for granted, because a high inflation potential reduces sub- 
stantially the effectiveness of direct controls. The magnitude of the 
“political” pressure against price and wage ceilings, as well as the sig- 
nificance of illegal transactions, depends very largely on the size of the 
inflation potential, that is, on Aow profitable it is for certain groups of 
the population to have the regulations in question changed or to circum- 
vent them. A strictly non-inflationary fiscal policy would have taxed 
away the entire ex ante inflation potential of recent years. Yet, in con- 
sequences of specific shortages, direct controls would be needed during 
major wars and in post-war transition periods even if no inflation po- 
tential were allowed to develop. The inflation potential is merely an 
aggregative concept, measuring the pressure against the general price 
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level (or cost of living) whenever the fiscal policy is not strictly “non- 
inflationary.” Consumer controls, if they are effective, prevent the usual 
effects of this pressure on the price level. In addition, they may to some 
extent genuinely induce the public to more, thrift and to this extent 
eliminate the pressure rather than merely render it ineffective. This is 
the source of the conceptual ambiguity mentioned in the preceding 
paragraph. 

An alternative way of expressing the ambiguity in question is this. 
The foregoing definition of the inflation potential is equivalent to saying 

.that it amounts to disposable income’ minus “genuine” savings minus 
aggregate supply of consumer goods (ex ante or ex post, as the case may 
be), where savings are “genuine” if they are not the product of certain 
controls which interfere with the free spending of money. The ex ante 
potential is measured by the savings, other than genuine, that would be 
required to avoid any increase of the cost of living whatsoever; the ex 
post potential is measured by the savings, other than genuine, which 
actually were required to avoid a greater increase of the cost of living 
than took place during the period. Here the ambiguity enters through 
the italicized phrase “not the product of certain controls.” For example, 
during the war, part of the money the public could not spend on auto- 
mobiles became genuine savings. The public would have tended to save 
part of this money even if the other goods had not been subjected to 
controls (such as rationing and price control). Consequently, the pres- 
sure against which the other controls operated was not augmented by 
the full amount of these automobile savings. It might be objected that, 
on the other hand, the automobile controls themselves had to operate 
against the pressure arising from the desire to spend on automobiles. Yet 
during the greater part of the period under consideration, the controls 
applying to the automobile industry were not of such a nature that the 
magnitude of the amount the public would have liked to spend on cars 
was a significant determinant of the effectiveness of these controls. The 
same is true of durable consumer goods in general, and, even more gen- 
erally, of goods that, through production controls, were taken com- 
pletely off the market (or so nearly so that the question of the effec- 
tiveness of rationing and price control lost its significance for these 
goods). 

This difficulty will be assumed away ini#ally by interpreting “genu- 
ine savings” as the amount of savings that would accrue at a given in- 
come level if the goods “normally” purchased at such an income level 
were available. The hypothetical savings in question are the “normal” 
aggregate propensity to save for the income rate in question (not aug- 

‘4 Disposable income in the sense used by the Department of Commerce, that is, income pay- 
ments minus personal taxes. 
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mented by such, items as the automobile savings just considered). We _ 
disregard for a moment the limitations of the concept of the propensity 
to consume but we will return to them shortly. Thus calculated, the ex 
post inflation potential is ay—c, if y is the disposable income of the period, 
a the “normal” average propensity to consume for the income level y, 
and c the value of the consumer goods purchased during the period. It 
is thereby assumed that the difference between disposable income times 
“normal” average propensity to consume, on the one hand, and actual 
consumption, on the other, measures, ex post, the savings enforced by 
the direct controls, and indirectly also the pressure against which the 
system of consumer controls operated. 

It follows from what was said that the ex ante inflation potential can- 
not be derived by the process of deflating y and c for the price increase 
which took place during the period considered. By deflating the potential 
we would arrive at a magnitude that would be approximately the same 
in relation to the deflated disposable income as is the undeflated mag- 
nitude ay—cin relation to the undeflated y. The main difference between 
the ex ante and the ex post inflation potential is that the former includes 
that part of the potential which was “unloaded” into price increases 
and which therefore ex post does not appear in the form of a “potential. 32 

onsequently, i in estimating the ex ante inflation potential, it is neces- 
sary to add to the ex post potential the equivalent of the actual price 
` increase during the period. Yet, unfortunately, the price increase that 
took place during a given period cannot be translated into the corre- 
sponding constituent of the ex anie inflation potential without making 
arbitrary assumptions as to the length of time it took the unsuppressed 
fraction of the ex ante potential to unload itself into an inflationary 
process. It may be assumed, however, that if prices rose X per cent 
during a year, then the corresponding (unloaded) constituent of the ex 
ante potential was less than X per cent of the available yearly supply of 
goods. This seems a legitimate assumption because an ex ante potential 
amounting to X per cent of the available supply would presumably have 
resulted in a price increase of X per cent in less than a year. The yearly 
price rise of X per cent presumably was the result of a smaller unsup- 
pressed potential at the beginning of the year which resulted in a smaller 
price increase in less than a year, which in turn contributed to creating 
a somewhat increased potential at that time, and so on. If, therefore, 
for a given year the ex post potential is measured by ay—c, the ex ante 
potential for that year was greater‘by a margin, which, in relation to c, 
presumably was less than the percentage price increase. 

A more precise formula would make the ex post inflation potential 
equal to (æ —ßy)y —c, where 8 means that fraction of y which “normally” 
would be spent on goods which, through production controls, are taken 
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completely off the market,’ and y means that fraction of 6 which, given 
these production controls, the public genuinely desires to save addition- 
ally, rather than spend additionally on other goods. 8 depends directly 
on the nature of wartime production controls and indirectly on substi- 
tutability conditions in the production processes (cf., the relationship 
between automobile and tank production). y depends on substitutability 
conditions on the demand side (that is, on the degree to which liquid 
assets and alternative consumer goods, respectively, are substituted for 
the consumer goods which have disappeared from the market). . 

Using expressions such as the foregoing should not be interpreted to 
imply that consumption is a function of income exclusively. The mag- 
nitude of the various propensities denoted by Greek letters may very 
well depend on further variables not appearing explicitly in these for- 
mulae (e.g., on the supply of money). With the actual methods of war 
finance, these other variables assumed magnitudes that probably tended 
to increase a beyond the value derived from pre-war experience. But the 
tax to be considered in the following pages would have reduced the 
magnitude of these other variables. Consequently, we will make no ex- 
plicit allowance for them. This means assuming that under the tax in 
question the relative quantitative significance of the other variables® 
would not have changed to such an extent as to affect the crude orders” 
of magnitude with which we will be concerned. On the basis of the 
available figures, it is possible to lend this assumption plausibility with 
respect to the supply of money, which probably is the most significant 
other variable. l 

Furthermore, the expression ay—c will be used initially instead of 
the theoretically more satisfactory expression (a—fy) y—c because it is 
difficult to evaluate By numerically and because, after arriving at an 
initial numerical estimate, it will be necessary to make rough allowances 
also for another factor. This other factor bears on the difference between 
the intended and the statistical propensity to consume. 


The Magnitude of the Tax that Would Have Been Required 


In the years 1942, 1943, 1944, and 1945, individuals consumed the 
following percentages of their disposable incomes: 74.1, 73.3, 71.7, and 
75.0, respectively. The “normal” average propensity to consume may 
have amounted to about 0.9. A slightly higher figure would be obtained 
by extrapolating the income-consumption regression line calculated by 
the Department of Commerce for the period 1929-41." But only about 

š Or “practically? RERA so that the question of the effectiveness of consumer controls 
loses significance for these goods 

€ That is, their quantitative significance i in relation to income, 

1 Survey of Current Business, April, 1942. 
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0.9 results if years such as 1937, 1939, and 1940 are taken in isolation, 
and this is more indicative because the war years were years of high 
employment, while the period 1929-40 includes several years of severe _ 
depression. The gap between 90 per cent, on the one hand, and the per- 
centage figures appearing in the opening sentence of this paragraph, on 
the other, expresses the ex post inflation potential of the different years, 
as a percentage of the disposable income of the same year. Therefore, in 
these years the ex post potential may be estimated at between 15 and 18 
dollars for every 100 dollars of disposable income. 

The ex ante potential must have been greater because part of it got 
unloaded into an inflationary process and therefore does not appear in 
the ex post potential. The cost of living index rose by about 9 per cent in 
1942, 3 per cent in 1943, 2 per cent in 1944, and 2 per cent in 1945. 
In addition to this rise, such phenomena as quality deterioration, the 
disappearance of cheap brands, and illegal transactions also were in the 
nature of price increases, so that the “true” rise of the cost of living un- 
doubtedly exceeded the figures just given. Yet, as was pointed out 
earlier, the unsuppressed inflation potential, by which the ex ante 
magnitude exceeded the ex post for a yearly period, presumably was 
distinctly smaller in relation to c (and also in relation to y) than the 
“ratio in which prices actually rose. The initial conclusion, to be qualified 
presently in several respects, is that the ex ante inflation potential— 
which a strictly non-inflationary policy of war finance would have 
eliminated—was in the order of 20 per cent of disposable income (prob- 
ably slightly less). This figure is derived by adding to the 15-18 dollars 
per 100 dollars of disposable income a factor accounting for the actual 
price increase. If from Pearl Harbor on, about 20 per cent of ail dis- 
posable income had been taken away by further taxation, no inflation 
potential would have developed. (With a=0.9, a tax of 20 per cent 
would have eliminated an inflation potential of 18 per cent, considering 
that the tax would have reduced savings as well as consumption.) 

There are, of course, many reasons why such an estimate must be 
regarded as very crude, and no attempt will be made to appraise all 
these reasons. Yet it should be emphasized that the two most obvious, 
and probably strongest, reasons call for downward correction. 

In the first place, the 8. factor, considered on pages 80-81, calls for 
correcting such an estimate downward. The numerical significance of 
this factor may easily have been in the neighborhood of'5 per cent of 
disposable income. For, in the good years of the period preceding the 
war, the expenditure on durable consumer goods used to be in the order 
of 10 per cent of disposable income, and expenditures on durable con- 
sumer goods are not the only ones entering into $. Consequently, even if 
y should have been less than 0.5, 8 -y may have been in the neighborhood 
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of 5 per cent of disposable income. 

Secondly, even aside from this, the “normal” average propensity to 
consume may have been lower during part of the period in question than 
is the figure derived from the pre-1941 experience (that is to’say, a may 
have fallen short of 0.9). There is no reason to assume that in the long 
run the average propensity to consume should decline markedly with 
rising income, because such a decline does not seem to have occurred 
over a period of one-half of a century during which the national income 
in constant prices increased fivefold.’ Yet in 1941 the average propensity 
to consume was at the unusually low level of 0.84, which in terms of our 
concepts must be considered a “normal” value? for that year because no 
direct consumer controls were in effect in 1941. The low propensity to 
consume of 1941 may have been a consequence of the rapid rise in in- 
come during the year, in consequence of which consumers “did not have 
time” to adjust their consumption expenditures to the new income level 
before the year was over. In fact, the relative significance of the defense 
sector in the economy grew considerably during the year. The cost of 
living rose about 10 per cent from the beginning to the end of the year, 
and an inflationary process of this kind always works in such a way as to 
give the government" consistently the advantages of the “first move” 


in the competitive bidding for resources which reflects itself in the” 


inflationary process. Consequently, the “normal propensity to con- 


sume”’—4.e., the propensity to consume in the absence of consumer con-’ 


trols—is lowered (in the ex post, statistical sense"). Now, if after 1941 
the actual controls had been in effect and, in addition, the inflation 
potential had been taxed away, conditions would have remained partly 
similar to those of 1941, so far as the ‘normal propensity to consume” 
is concerned. It is true that the “forced savings” would not have been 
produced by an inflationary process. But income, and at the same time 


the relative significance of the war sector in the economy, would have’ 


increased considerably through 1943,"* and the increase in income would 
have been initiated by the expansion of war progucton, with consumers 
lagging behind the government. 


8 Simon Kuznets’ estimates are the main source for this statement. For detailed references 
and discussion, see the present writer’s Monetary Policies and Full Embhajment (Berkeley, 
Univ. of California Press, 1946), chap. III and appendices. 

? Or almost so. 

10 Except for the restrictions of consumer credit adopted in the fall of that year. 

u Or the first spenders of the “new money,” regardless of who they are. In the mod- 
els of the monetary over-investment theories, the investing entrepreneurs are the first spend- 
ers. 

In sine words, the ex post propensity to consume falls short of the ex ante, because of the 
familiar concept of “forced savings.” 

13 As they actually did. 


t 
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During the war the propensity to consume was reduced also by the 
war bond drives. But we are assuming that in the hypothetical non- 
inflationary war economy there would have been no such drives in 
addition to the tax here discussed, although the public would have been 
free to buy government securities to the extent to which it genuinely 
desired to buy them. Consequently, no allowance will be made for a 
smaller propensity to consume under this heading. 

We have seen that from 1942 through 1945 the ex ante inflation po- 
tential could be estimated at roughly 20 per cent, or slightly less, of 
disposable income, by a method which disregarded at least two impor- 
tant factors. One of these factors (the durable goods savings) may well 
have reduced the 20 per cent to 15 per cent, and the order of magnitude 
of the second factor (of the consumption lag just considered) may also 
have been several per cent. The downward correction—which was in 
the order of 5 per cent in conditions such as existed in 1941—ceased 
to be important after 1943, when war production reached its top level. 
The first downward correction, for durable goods savings, tends to 
turn gradually into negative (ż.e., into an upward correction) for the 
post-war transition period, when the public would like to spend on 
durable consumer goods not merely the “normal” fraction of its income 

' "but also part of the previously accumulated savings. But for the period 
following V-J Day, the original (uncorrected) figure for the inflation 
potential is considerably less than 20 per cent (for the last quarter of 
1945 only about 7 to 8 per cent,“ and for the first half of 1946 around 4 
per cent). Consequently, the following generalization seems permissible 
for the period beginning with Pearl Harbor: The “crude” method, dis- 
regarding the durable goods savings and the consumption lag, leads to 
the assumption that the inflation potential amounted to almost 20 per 
cent of disposable income during the war; it seems reasonable to assume 
that the two downward corrections, for the factors disregarded by the 
“crude” method, were in the order of 5 to 10 per cent of disposable in- 
come; during the early phases of the reconversion period the crude 
figure was less than 10 per cent but, instead of being corrected down- 
ward, it needs to be corrected upward for the pent-up demand. 

During the war, a strictly non-inflationary policy of war finance 
would therefore have taxed away additionally” about 10 to 15 per cent 
of disposable income, with somewhat different percentages in different 
subperiods. In 1941, the necessary rate of taxation would presumably 
have been smaller. There was no price control or rationing in effect 


“Tn the last quarter of 1945 net savings of individuals amounted to 17.5 per cent of dis- 
posable income. Tn the first quarter of 1946 they amounted to 12.9 per cent and in the second 
quarter to 14.1 per cent of disposable income. 

1 That is, in addition to the taxes that were in existence. 
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during that year, and practically the entire ex ante potential translated 
itself into price increases. The cost of living rose about 10 per cent, and 
it seems very likely that a yearly increase of this size results from an 
initial inflation potential of smaller size. For the earliest phase of the 
post-war period (é.¢., for the last quarter of 1945), the rate required for 
strictly non-inflationary financing may have been somewhat smaller “ 
than the wartime rate. 

It would not have been reasonable, however, to attempt “strictly 
non-inflationary financing” in the foregoing, somewhat dogmatic sense. 
As may: be seen from the preceding analysis, the inflation potential can 
even now be reconstructed only by rather crude methods. The methods 
by which it could have been estimated beforehand would have involved 
some additional sources of error, although it-is very likely that ex ante 
estimates, say, from quarter to quarter, would have resulted in figures 
of the same order. Wartime estimates were not subject to all limitations 
of the post-war projections because during the war full utilization could 
be postulated. The information available to the authorities would have 
rendered possible the evaluation of the correct order of magnitude of the 
inflation potential, but no more than this. It can hardly be contested 
that a slight deviation in the inflationary direction would have been, 
less harmful than a deflationary pressure. The latter would have made it 
more difficult to raise the rate of aggregate output rapidly and signifi- 
_ cantly, and it also would have impeded the process of post-war readjust- 
ment very considerably. Consequently, a reasonable policy would have 
preferred to err slightly on the inflationary rather than on the defla- 
tionary side, all the more because direct controls would have been neces- 
sary at any rate to cope with the problem of specific shortages. A small 
or moderate general (over-all) upward pressure on prices would have 
been kept down effectively by the system of controls. It is submitted 
therefore that a correct ex ante evaluation of the data would have made 
it desirable to superimpose on the actual tax structure some measure 
such as a proportionate income tax, applying to all incomes without 
exception, and amounting, on the average, from 1942 on, to about 10 
per cent of disposable income. This would have corresponded to slightly 
less than 9 per cent of income before personal taxes (except in 1942 
when it would have corresponded to about 9.5 per cent). 

Correct evaluation of the ex ante inflation potential of 1941 should 
have resulted in adopting a distinctly smaller tax of this nature at that 
time. An ideal policy would have varied the tax rate from time to time, 
but a comparatively small rate for 1941" and a rate of 8-9 per cent (on 

18 This does not mean, however, that in 1941 the yield of such a tax would have been small 


as compared to the yield of other taxes. It is merely maintained that the rate would have been 
small as compared to that of the subsequent years, 
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income before taxes) for the entire period of belligerency would probably 
have accomplished the desired objective. If the reader should feel un- 
easy about our downward corrections and if he should feel that a tax of 
about 20 per cent (corresponding to our initial crude estimate) might 
have been needed for closing the gap, he should take into consideration 
that the line of argument of the concluding sections of this article would 
be the same even if the required tax had been in the order of 20 per cent 
of disposable income. But the downward corrections are justified. A 
small additional tax in 1941 and an additional tax approaching 10 per 
cent (on income before taxes) during the war would have made it pos- 
` gible to hold the cost of living, although a small (but sterilized) inflation 
potential would probably have remained in the background of de- 
velopments. As for the future, it is obvious that a reasonable post-war 
tax policy would have to be flexible and that it should be capable of 
changing the effective rate on short notice. It so happens that during 
the war this would not have been absolutely necessary. 
Some economists might maintain that not merely a small but a 
significant inflation potential was required in order to be released at 
the appropriate time and to offset the deflation potential to be expected 
efor certain phases of post-war economic development. In my opinion, 
the answer to this is that a deflation potential calls for expansionary 
fiscal policies when it develops and not for creating and suppressing a 
significant inflation potential many years earlier. The idea of creating 
and suppressing an inflation potential beforehand and of releasing it in 
the right moment rests on two main assumptions. The first is that it is 
possible to suppress a large inflation potential completely, or almost so. 
The second is that it is possible to release the inflation potential in the 
appropriate period and thereby to go a long way towards offsetting the 
deflationary tendencies of that period. The first of these assumptions 
already has proved thoroughly wrong, and so will the second in due 
time. Inflationary tendencies call, among other measures, for a rate of 
taxation that reduces the inflation potential to a manageable size; and 
deflationary tendencies call, among other measures, for expansionary 
fiscal policies absorbing the deflation potential. Not to take the ap- 
propriate measures in either of these two types of situations is a mistake, 
and it is unreasonable to expect that these two mistakes will cancel each 
other. 


Proportionate Taxes Compared wiih Progressive Taxes 
and with Inflation f 


In the foregoing pages the “required tax” was conceived of as a pro- 
portionate income tax, applying to all incomes without exception, and 
superimposed on the taxes that actually have been in effect. Clearly, 


1947] FELLNER: POSTSCRIPT ON WAR INFLATION 87 


there is nothing in the reasoning that could not be made to fit tax 
schemes of a different sort. There exists, however, a good reason why 
it seemed preferable to state the conclusion in this form. It is (almost) 
“obviously” and “unequivocally” true that the avoidance of inflation 
by such a tax would have been preferable to the actual degree of in- 
flation. The possible counter-arguments, which will be mentioned 
briefly, would be quite unconvincing. The question of whether the 
avoidance of inflation by additional progressive taxes would have been 
preferable to the actual degree of inflation would, however, raise con- 
troversial issues. 

A proportionate income tax with no exemption possesses distinctly - 
objectionable features, but they all are shared by inflaiton, and inflation 
possesses additional objectionable properties. From the point of view from 
which a proportionate income tax is bad, that is, from the point of view 
of social equity and the so-called ability to pay, a rise in the cost of 
living is certainly no better. From a 1939 base, the cost of living index 
rose by about 6 per cent through 1941, by 17 per cent through 1942, by 
24 per cent through 1943, by 26 per cent through 1944, by 29 per cent 
through 1945 (yearly averages). By August, 1946, the rise had reached 
45 per cent and by October it had reached very nearly 50 per cent. The, 
cost of living index disregards phenomena such as the deterioration of 
quality, the disappearance of inexpensive brands, violations, etc., and 
it seems, therefore, legitim&te to conclude that the “true” rise in the cost 
of living must by now surely have exceeded 50 per cent (perhaps by a 
considerable margin). The dollar has lost about one-third of its value, 
if measured by the cost of living, and distinctly more if measured by 
wholesale prices. It would be difficult to argue that on the grounds of 
social equity a proportionate income tax in the order of 10 per cent (of 
disposable income) since 1942, and a considerably smaller tax in 1941, 
would have been worse than such a degree of price inflation. On the 
contrary, a proportionate income tax at least leaves relative positions 
unaffected, while the redistribution of income under price inflation 
strongly favors those belonging to well-established power groups. The 
argument would be no weaker if we had concluded that a tax of 10 to 
15 per cent (corresponding to the full inflation potential) would have 
been required, or if we had concluded that a tax approaching 20 per cent 
would have been needed, corresponding to the inflation potential 
crudely calculated, without the appropriate downward corrections. But, 
in reality, such high rates would not have been required. 

When a proportionate income tax is introduced (and price inflation 
is avoided), everybody’s disposable money income” declines for a given 
aggregate real output, although of course the money value of the gross 


1! That is, everybody’s income after personal taxes. 
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national product (GNP) and that of the national income! remain 
unchanged. At the same time, the money value of the government con- 
tribution to the GNP increases. The aggregate GNP and national in- 
come increase in monetary terms only if (and in the proportion in which) 
aggregate real output rises as a consequence of increased input of 
resources or increased productivity per unit of input. On the other hand, 
if the expansion of the government sector is brought about by an in- 
flationary process (and tax rates are not increased), the money value of 
the GNP, that of the national income, and also that of disposable 
income, rise even for a given aggregate real output. The increased money 
income is injected into the system at some point in such a way that the 
changed pattern of income distribution shows no: stability whatsoever, 
and then the population “fights out” the question of how this distortion 
should be eliminated by “adjustments.” If the economic efficiency of 
the system were not affected by this procedure, aggregate real output 
and aggregate real consumption would be the same as under taxation, 
yet the distribution of income would be more “fortuitous”; or it could 
be viewed as being hastily “revised” in a series of struggles which take 
place in an acute emergency, and in which, therefore, well-organized 

„power groups find it particularly easy to bring pressure to bear effec- 
tively. It might be objected that strategic power groups could insist on - 
such a “redistribution” in an emergency even if the relative distribution 
pattern remained initially unaffected (as under a proportionate income 
tax). Indeed, to some extent they probably would. But it is highly 
probable that incentives for a struggle over redistribution would be 
much weaker in these circumstances than when large flows of money 
income are injected into the system at arbitrary points, where according 
to generally accepted value judgments they produce substantial dis- 
tortion. As a consequence, not only is it unlikely that the inflationary 
method would result in a distribution pattern that would have been 
considered equitable a priori had it been subject to conscious planning, 
but the economic efficiency of the system as a whole can scarcely remain 
unaffected by the.struggle in question. Aggregate real output and all its 
constituents, including the output of the war industries and of the con- 
sumer goods industries, is very likely to be reduced by the fight over 
adjustments. Moreover, an inflationary process—even if it does not 
reach “astronomical” dimensions—undoubtedly increases the danger of 
a subsequent serious setback. 

It may therefore safely be concluded that the superimposition of a 
proportionate income tax, of the order of magnitude previously dis- 
cussed, upon the taxes actually in existence would have been “prefer- 

18 Gross National Product minus depreciation and depletion allowances minus indirect 
taxes is equal to the national income. National income minus corporate savings minus con- 
tributions to social security funds plus transfer payments is equal to aggregate individual in- 


come payments. This minus personal taxes equals disposable ineome. Minor corrections are 
` disregarded. 
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able” to the actual degree of price inflation. The same would be true | 
even if all our downward corrections were considered inappropriate and 
if close to 20 per cent were regarded as the necessary degree of additional 
taxation, although this certainly would be an extreme position. It is 
however, impossible to make an equally clear-cut statement on whether 
it would have been “good” or “bad” to substitute proportionate (linear) 
taxes for part of the progressive taxes in existence,!® or whether it 
would have been “good” or “bad” to supplement the existing taxes 
with further progressive taxes.”° If the inflation problem alone is con- 
sidered, then a tax is the less effective the more progressive it is. For 
example, with a sufficiently progressive, instead of a linear additional 
tax, it would have been necessary to tax away additionally more than 
the roughly 10 per cent of disposable income previously calculated in 
order to “close the gap.” In the higher income groups, taxation partly 
reduces savings rather than consumption, so that progressive taxes 
increase the a factor of our formula. One-sided emphasis on the inflation 
problem makes progressiveness in general appear to be undesirable. 
The same is true of a one-sided emphasis on the problem of incentives. 
A tax affects incentives the more unfavorably, the more progressive it 
is, that is to say, the more disproportionately it reduces marginale 
earnings. On these grounds alone, a strong case could be made against 
progressiveness in general, in a setting in which the maintenance of 
effective demand does not give rise to difficulties. On the other hand, a 
very strong ‘case can be made for progressiveness on grounds of social 
equity and thereby also in terms of the morale of the population. There 
are real issues involved in this complex of problems and it is impossible 
to state with general validity (.e., without expressing a very definite 
value judgment) that a given degree of progressiveness is preferable on 
balance to a higher or to a lower degree. One gets much closer to a 
“purely logical” proposition (which “should not be controversial”) by 
stating that a proportionate tax of the magnitude here considered would 
have been preferable to the approximately 50 per cent increase in the 
cost of living that actually has occurred. For the rise in the cost of living 
also performed the functions of an income tax and certainly those of a 
nonprogressive one! 

It should be admitted that even this proposition is not (strictly speak- 
ing) purely logical, although it comes very close to being so. In the first 
place, a person may have predilections for certain well-organized groups 
in the economy—on either side of the “fence”—and he ‘then may feel 
that the distribution pattern actually established under more or less 
controlled inflation is more to his taste than would be the case under 
sufficient taxation. In fact, one of the main reasons why in major wars 
taxation always is insufficient is that too many powerful groups have a 


1 That is to say, to make the existing tax structure less progressive. 
2 That is to say, to increase the progressiveness of the tax structure. 
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good a priori chance of improving their relative position under an in- 
flationary process, as compared to their would-be position under 
sufficient taxation. But it is difficult to see how a disinterested person 
should have a preference for the “inflationary” distribution as against 
a “planned” pattern; and it need not be futile to stress the logic of the 
case because “selfishness” in the foregoing sense is not the only reason 
for failure to tax adequately in inflationary periods. Another reason is 
the incomplete understanding of the issues involved. It is perhaps not 
unreasonable to assume that the attitudes towards the problem of 
taxation and of inflation would have been different, had it been realized 
what the order of magnitude of taxation was by which all or most of the 
actual degree of inflation could have been avoided. 

A second possible objection relates to the problem of incentives. Even 
a linear additional tax would have raised marginal as well as average 
tax rates, although it would have raised marginal rates by no more than 
average rates. The effects of taxation on incentives consist of a favorable 
and an unfavorable constituent. The former is produced by the fact that 
it is necessary, in consequence of the tax, to work more, or to undertake 
a greater amount of risky investment in order to earn a given income; 

ethe unfavorable constituent arises as a consequence of the burden placed 
on the reward for additional effort. The unfavorable constituent becomes 
the more important, the more progressive the tax is (provided the prob- 
lem of maintaining effective demand may be disregarded for some pe- 
riod). It would be difficult to forecast even the algebraic sign of the total 
effect of a proportionate tax. It is very unlikely, however,.that an addi- 
tional tax of the magnitude here considered would have had a stronger 
unfavorable effect on incentives than did the uncertainty concerning the 
nature and the timing of adjustments in the framework of the actual 
inflationary process. A minor qualification should be made. If such an 
additional tax had been in effect, some reduction of the surtax rate 
would have been necessary in the highest income groups in order to 
avoid taxing these groups at a marginal rate of about 100 per cent or 
more. Or, alternatively, the tax could have been levied on income after 
(other) taxes. 
l , A Post-War Problem 

This paper has been concerned with the bearing of fiscal policies on 
the problem of war and post-war inflation. A brief remark will now be 
made concerning the validity of certain elements of this reasoning for 
“normal” periods of expansion and contraction. Some elements of the 
analysis could be made to fit the usual developments during the cyclical 
process; others could not. f 

The main point that remains true, even for “normal” periods, is that 
an ex ante inflation potential calls for higher taxes, while an ex ante 


2 However, normally it seems preferable to apply these concepts to the aggregate level of 
output rather than merely to the output of consumer goods because the aggregate level of 
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deflation potential calls for tax reductions and—if the deflation po- 
tential is substantial enough—for consumer subsidies. It is, of course, 
possible to substitute other expansionary monetary policies? for tax 
reductions and consumer subsidies, but the other monetary measures 
are either less effective or inferior in certain respects (although possibly 
superior in others) and it would therefore be highly desirable to combine 
them with those here considered. Measures other than those of a 
“monetary-fiscal” character are also very important, but we are not 
concerned with them here. A flexible tax policy is a promising means of 
reducing economic instability. A reasonable degree of flexibility could, 
however, scarcely be accomplished without maintaining the “pay-as- 
you-go system” and without the possibility of adjusting tax rates in, 
say, quarterly intervals. The difficulties standing in the way of such 
adjustments are political in nature. The necessary measure of flexibility 
cannot be accomplished without some delegation of power on the part 
of Congress—possibly to a committee of its own, rather than to the 
administration. 

There is little hope that the adjustment of tax rates to changing 
business conditions could be accomplished without undue delay, if each 
adjustment raises the problem of the desirable degree of progression. 
Chances would seem to be better for accomplishing flexibility by adding 
to, or abating from, the basic progressive tax rates a linear (nonprogres- 
sive) element. The basic structure could then stay in effect for the entire 
fiscal year, while the special linear tax or refund, possibly even linear 
subsidy, would be adjusted to business conditions in shorter intervals. A 
recent suggestion to adjust the “first bracket” income-tax rate in 
quarterly intervals? belongs, generally speaking, in the category of 
measures just discussed. However, adjustment of the “first bracket” 
rate contains an implicit element of (changing) progression because the 
present income tax does not apply to incomes below the exemption 
limits. This kind of change in the degree of progression would not make 
it politically more difficult to achieve flexibility, although it would, of 
course, make for a smaller aggregate effect per given percentage change 
in the rate. We considered a tax without exemption because the tax was 
compared with inflation which operates with no exemption limits.™ 





output cannot be regarded as “given” (ż.e., as determined by considerations lying outside the 
framework in which the estimate is made), except when full’utilization may be taken for 
granted. 

* Such as credit policies and mainly compensatory public works (possibly also producers’ 
subsidies). It also is possible to substitute other measures for anti-inflationary tax increases; 
but in a period with a large stock of idle balances, these other measures (mainly credit policies) 
would be very little effective. 

2 Jobs and Markets, Research Stud. for Committee for Econ. Development (London-New 
York, McGraw-Hill, 1946), pp. 74-76 and 121. 

“ Except perhaps in that the very lowest income groups consume relatively more of the 
items the prices of which were held more successfully during the war than the cost of living in 
general. 


THE INTERNATIONAL BANK, AN INSTRUMENT OF 
WORLD ECONOMIC RECONSTRUCTION a 


By NATHANIEL WEYL AND Max J. WASSERMAN" 


The International Bank for Reconstruction and Development is 
commencing operations at a time when the world need for long-term 
productive credit is perhaps more widespread and desperate than in 
any previous period of history. The Bank can serve as a major in- 
strumentality in the reconstruction of the economies of war-torn nations 
and in the development of comparatively backward areas. In so doing, 
it can materially contribute to the creation of an economic basis for a 
durable peace. The present article is an attempted appraisal of the 
powers, limitations, functions and probable course of operations of the 
Bank in relation to the tasks which confront it. 


I. Objectives of the Bank 


The function of the Bank is to make, participate in and guarantee 
loans for the reconstruction and development of the economies of 
member nations. Although the Articles of Agreement do not say so, it 
is contemplated that these loans will be of long maturity. Loans can be 
extended only to member governments or to borrowers guaranteed by 
their governments, central banks or comparable agencies. 

The two main types of Bank loans envisaged are for “the restoration 
of economies destroyed or disrupted by war” and for “the encourage- 
ment of the development of productive facilities and resources in less 
developed countries.” 

The Bank is supposed to promote long-range balance of payments 
equilibrium through the development of the productive resources of 
members “thereby assisting in raising productivity and the standard of 
living and conditions of labor in their territories.” In the immediate 
post-war years, it will be the Bank’s task “to assist in bringing about 
a smooth transition from a wartime to a peacetime economy.” 

The Bank is to make loans and guarantees only where private credit 
is not available on reasonable terms. It is to arrange its loans in ac- 
cordance with a priority schedule, ensuring that the most urgent and 


* The authors are economists on the staff of the Office of International Trade, U.S. De- 
partment of Commerce. The opinions expressed in this article are those of the authors and do 
not necessarily reflect those of the Department of Commerce, any other federal agency, or 
the International Bank for Reconstruction and Development. 
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useful projects receive first consideration. The Bank shall not be in- 
fluenced by political considerations, nor may it require that “the 
proceeds of a loan shall be spent in the territories of any particular 
member or members.” 


II. Reconstruction as against Development Credits 


The Bank is in effect limited to two broad types of operations: re-_ 
construction loans and development loans. Credits to restore and re- 
construct the economies of members who “suffered great devastation 
from enemy occupation or hostilities” will be extended on especially 
generous terms and will be given priority over other Bank operations. 
Specifically, “the Bank .. . shall pay special regard (to) . . . expediting 
the completion of such restoration and reconstruction.” On a strict 
interpretation, this provision might be construed as obligating the Bank 
to tie up virtually all of its capital in loans to rehabilitate war-torn 
economies, since the reconstruction requirements of Asia, Eastern and 
Southern Europe are probably in excess of the Bank’s total authorized 
lending power. That this was not the intent, however, is made clear by 
another provision of the Articles of Agreement that “the resources and 
the facilities of the Bank shall be used . . . with equitable consideration 
to projects for development and projects for reconstruction, alike.” 

Some undetermined priority or right of way is presumably to be given 
to these reconstruction credits, and it is, therefore, possible to assume 
that the Bank will draw a clear line of distinction between reconstruc- 
tion and development operations. The amount of reconstruction credits 
required is obviously limited by the extent of war damage and war 
dislocation. Evidently, the magnitude of reconstruction requirements 
will be conditioned by: (a) the pre-war productive facilities of the 
borrowing member; (b) the extent of damage to these facilities; and (c) 
the extent to which repair of that damage requires the use of foreign 
exchange. 

These comments, however, merely skirt on the edges of the many 
problems involved. Should the Bank require that war-devastated mem- 
ber countries accomplish vital phases of their reconstruction work with 
their own local resources when the tasks could be performed more ex- 
peditiously, efficiently and quickly with borrowed dollars? Should 
_ uniform time periods be set for the completion of the over-all reconstruc- 
tion task? For example, could the Bank legitimately deny a credit 
which would accomplish basic reconstruction in five years on the 
grounds that the member could complete the task unaided in twenty? 
To what extent should reconstruction programs be planned on a regional 
or continental, rather than merely national, scale? 

What interpretation should be given to the requirement in the Bank’s 
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Articles of Agreement that decisions should be nonpolitical in view of 
the close interrelationship between politics and economics in the con- 
temporary world? Finally, to what extent, if any, will the Bank require _ 
that members use up official gold and hard-currency assets and requisi- 
tion and sell private foreign assets before applying for reconstruction ` 
credits? Some of these questions are crucial to the determination of a 
broad line of Bank policy in respect to reconstruction. 

If these policy issues are not dealt with directly, it is possible that the 
Bank will find itself making a series of ad hoc decisions which will not 
always be consistent ‘with one another, and that the institution will, 
accordingly, be charged with favoritism or yielding to narrow political 
considerations. 

Where the services or facilities to be rehabilitated are basic to the 
member nation’s economy, there will be a stronger argument for Bank 
financing than where they are subsidiary or dispensable. This would 
apply particularly to transportation, coal, power and other facilities 
which must be restored before the devastated nation can make sub- 
stantial progress in the remaining work of reconstruction. A second 
factor is whether the devastation has been sufficiently general to cause 
such a lowering of productivity as to make labor scarce in relation to the 
urgent work to be performed. A third dimension of the problem is the 
relation of the reconstruction loan projects placed before the Bank to 
the entire economy of the borrowing nation and to its economic relation- 
ships with the rest of the world. 

In many cases it would appear that the extent and timing of recon- 
struction assistance by the Bank can best be measured in terms of over- 
all, comprehensive, national reconstruction plans—such as the Monnet 
Plan in France—which are interrelated in their fundamental aspects and 
contain both production goals and scheduled flows of raw materials, 
semi-manufactures, fmished products, equipment and labor. A reason- 
able condition of Bank assistance would be maximum employment by 
the borrower of his material and human resources in the national recon- 
struction task. Finally, to ensure a rough equity of treatment of the 
various claimants, it would seem reasonable that, other things being 
equal, the extent of assistance should vary more than proportionately , 
with the extent of devastation. 

There will be other cases, however, where programming on a con- 
tinental scale is clearly requisite if the restoration of the productive 
capacity of devastated areas is to be achieved efficiently and in such a 
manner as to provide a sound and durable organization of the total 
economy. Loans for the restoration of European coal production, for 
example, could most profitably be considered in terms of-a continental 
coal program, based on stimulating the most immediately productive 
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areas and assuring a rational flow of fuel to those nations which most 
direly need it. This might involve such related problems as readjusting 
bilateral trading agreements which require uneconomic cross-hauls of 
fuel and shipment of coal surpluses to hard-currency countries rather 
than war-devastated member nations. 

The same considerations would apply, with perhaps even greater 
force, to credits for the restoration of European rail transport and power 
grids. National plans are often based on a compartmentalized conception 
of the world economy and involve creation of hothouse industries which 
can ill survive the gales of competition under multilateral trading. Ap- 
plication of broad criteria of continental economic development in the 
Bank’s lending program would obviously create many difficulties. 
Formally, at least, the Bank’s loans must be made on a national, rather 
than international basis, since the Articles of Agreement provide that 
the borrowers or guarantors must be member governments. 

The Articles of Agreement state clearly and explicitly that the Bank’s 
lending policies should be dictated purely by economic considerations 
without regard to the politics of member nations. Efforts might be made, 
however, to deny loans to nations, not because their political policies are 
objectionable, but because the economic consequences of those policies 
are considered detrimental to the expeditious achievement of world 
recovery. While the dividing line between political and economic affairs 
is sometimes obscure, it is felt that any attempt to evade the nonpolitical 
character of the Bank by indirection would destroy much of its prestige 
and usefulness. 

With reference to the suggested requirement that members seeking 
reconstruction loans should be required to requisition and/or sell sub- 
stantial proportions of their public and private gold and foreign ex- 
change assets, it could be maintained that this would defeat some of the 
purposes for which the International Fund was set up, accentuate the 
geographical concentration of gold and key currencies, and weaken the 
ability of members to withstand balance-of-payment stresses. All this 
may be true in the long run. However, in the'short run, the Bank will be 
faced with the fact that its available lending power is insufficient to 
accomplish more than the most essential tasks of world reconstruction. 
A cardinal, short-run criterion would, therefore, be to extend recon- 
struction credit only where it is most essential, only where it provides a 
maximum impetus to production and only where the borrower has no 
other reasonable alternate source of funds. Moreover, to the extent that 
credit resources are employed with maximum efficiency and concen- 
trated on the repair of critically important sectors of devastation and 
dislocation, world-wide economic revival will be stimulated and the 
danger of the dollar becoming a “‘scarce currency” will be reduced or 
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averted. A criterion which might be applied to determine the ap- 
propriate extent of requisition and/or sale of gold and exchange assets 
is that holdings in excess of members’ quotas in the Fund, together with 
whatever private exchange balances they may need for normal com- 
mercial purposes, are excessive. This would be a drastic decision for the 
Bank to take, but it would appear legitimate under present circum- 
stances. 

Reconstruction of war damage is not conceived of in the narrow sense 
of restoring to life those specific productive facilities which were de- 
stroyed by war. The restoration of obsolescent equipment, of uneconom- 
ically located plants, of redundant industries and of hot house enter- 
prises which led a precarious life behind high tariff walls would merely 
serve to perpetuate economic maladjustments and preserve the rabbit 
warrens in which international depressions breed. The war has removed 
a great deal of economic débris; it has made it possible for nations to 
commence rational economic reconstruction without incurring heavy 
write-off costs on that part of their obsolete equipment which must be 
scrapped. 

- The Bank will presumably define reconstruction in terms of restoring 
a nation’s gross national product to the level prevailing in a pre-war 
base period. Thus defined, the problem is to assist member nations in 
utilizing their available resources—raw materials, transport facilities, 
fuel, power, plant, idle manpower, existing technical and managerial 
skills—so as to restore pre-war output levels on the basis of a sound, 
stable economy and on a basis involving minimum loan assistance. 

Some of the broad criteria to be considered in reconstruction pro- 
gramming might be: (a) effictency, or optimum use of productive re- 
sources to achieve a given gross national product with minimum human 
and material resource expenditure; (b) stability, or minimum reliance 
for national well-being on those foreign trade goods which are subject to 
rapid fluctuations of demand and price; (c) diversification, or reduced 
dependence on a small number of productive processes; (d) viability, or . 
minimum development of production facilities which can exist only as a 
result of unreasonable protective and restrictive legislation; (e) balance, 
or reconciliation of reconstruction and developmental projects on a 
continental or world scale to prevent that creation of specialized excess 
capacity which is likely to ensue when a group of nations simultaneously 
plan expansion of the same industries; (f) integration, or fostering a type 
of economic development which will permit eventual simultaneous and 
efficient employment of idle labor, resources and plant without involving 
investment requirements for full employment which are out of line with 
the capacity of the member nation’s propensity to save, or which imply 


. continued recourse to the Bank for additional funds; (g) growth, or 
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adequate concentration on industrial and other facilities, the long-range 
demand for which is likely to increase; (h) repayment, or financing pro- 

` grams which will create balance of payment surpluses in the borrowing 
member’s economy sufficient ‘for servicing and repayment of loans 
made; (i) supplies programming, or concentration on types of develop- 
ment which do not make exorbitant demands on over-strained produc- 
tion facilities in the countries wherein the International Bank credits 
are floated, resulting in inordinate postponement of the delivery of es- 
sential materials.and the possible creation of excess capacity in the 
supplying nation. The relative importance of these suggested criteria 
will naturally vary in accordance with the problems and economic 
structures of the countries seeking credit assistance. 

Unlike reconstruction loans, development credits are designed to 
create new productive facilities in areas where they did not previously 
exist or else to expand existing ones. The principal directive which the 
Bank has in this sphere i is to encourage the development of “productive 
facilities and resources in less developed countries.” The Bank evidently 
is supposed to give special consideration to the developmental needs of 
the under-developed areas of the globe—most of Asia, Africa and Latin 
America. Whereas the bulk of reconstruction credits will be concentratede 
on nations with highly complex and integrated economies, the develop- 
mental needs of members will be related to the extent of their economic 
backwardness and to the extent to which they possess inappropriately 
used or idle human and material resources which can be mobilized to 
expand productive facilities. 

On this interpretation, once the repair of war damage and dislocation 
in Europe has occurred and once reconversion lending has run its course, 
the Bank’s primary responsibility will be to extend industrialization, 
modern transportation, inanimate power and scientific agriculture in 
the areas of the world which presently lack them. The Bank has been 
given the task in Article I, Section (i) of serving as an agency for the 
global dissemination of the industrial revolution. To the extent that it 
does this, it will serve as an international equalizer of power resources, 
industrial and agricultural peoguetivity and consequently of living 
standards and public health. 

Through this tendency to concentrate on undeveloped areas, the 
Bank may unintentionally accelerate the secular shift of economic 
power away from Western Europe and the British Isles. Its activities 
would tend to diversify the significant channels of international trade 
and reduce the scope of the metropolitan-colonial trade pattern; import 
of agricultural and mineral raw materials, export of finished consumer 
goods. 

Extending the frontiers of industrialization will inevitably involve 
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vertical aswell as horizontal development of economically backward 
areas. A mere extension of plantation agriculture and mining in these 
regions would not, in most cases, accomplish the directive of “raising 
productivity, the standard of living and conditions of labor... .” 
Where it is economically feasible to do so, it would appear desirable that 
developmental credits for backward areas provide for the creation of 
processing facilities, of varying degrees of intricacy, in the raw materials 
producing nations. 

If it becomes the major source of international investment in the post- 
war world, the Bank will serve to a large extent as the regulator of in- 
ternationally financed industrial development. Among the main prob- 
lems confronting its experts will be determining the most economic 
location for those new industries which it is called upon to finance and 
estimating the rates at which the global capacity of various industries 
can be expanded without creating instability and endangering loan re- 
payment. These are not merely technical questions. They involve 
decisions, to the extent that the Bank is called upon to act affirmatively, 
as to the shaping of the world’s resource and production structure and 
as to the geographical pattern of industries. The Bank will have to 

*weigh against each other such considerations as the freezing of un- 
economic concentrations of industries in ill-adapted areas versus the 
social dislocation which might result if existing labor and productive 
plant facilities were stranded by reason of the financing of more efficient 
productive facilities elsewhere. 

While the Bank will have complete latitude to cooperate with the self- 
governing “less developed countries” in financing their emergence to a 
more advanced economic plane, it will be powerless to give similar as- 
sistance to colonies and trusteeships without the concurrence and loan 
guarantee of the mother country. Where metropolitan governments 
pursue policies of restricting the economic evolution of their colonies to 
mere extraction of agricultural and mineral production, the Bank.will be 
unable to affect the situation directly. 

Through a judicious use of its power to make developmental loans, 
the Bank could contribute to mitigating the impact of international 
cyclical fluctuations and stabilizing world economic conditions. A cer- 
tain proportion of its lending capacity could be set aside for projects 
which would contribute in eminent degree to this purpose. Obviously, . 
such projects should be technically of such a nature that work on them 
can be accelerated or retarded at will; they should require periods of 
many years for their completion; they should involve a high proportion 
of capital goods imports in relation to the total loan programs, and they 
should entail large simultaneous local currency investment by the bor- 
rowing countries. Combined hydroelectric developments, involving 
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power, irrigation, navigation and flood control, would be peculiarly 
suited -to this purpose. Railroad construction and modernization pro- 
grams would also be suitable. 

From the standpoint of the lending nations, loans of this Garatte 
would not only involve net capital creation and the usual magnified 
derivative stimulus to income and employment, but would concentrate 
their initial impact on the capital goods industries which generally 
suffer most from depressions. 

From the standpoint of the less developed borrower en ac- 
celerated use of these loan commitments would help to counteract the 
reversal of the direction of private capital flow and the deterioration in 
the terms of trade which are such characteristic features of depression 
among undeveloped, raw materials exporting nations. The fact that 
large local currency investments would have to be synchronized with 
the capital imports would provide an inflationary effect on the economy 

of the borrower as well as that of the lender. 

' A program of this character would not involve leaving a large portion 
of the Bank’s capital uncommitted. Loan authorizations could bemade at 
any time. The rate of disbursement, however, would have to be inversely 
correlated with international business conditions. To ensure the most 


beneficial results, it would be desirable to distribute loans of this char- - 


acter among borrowers whose ratio of international trade to national 
income is high and whose exports have proved historically to be highly 
sensitive to world cyclical movements. 


III. Lending Capacity of the Bank 

The authorized capital of the International Bank is $10 billion; the 
aggregate capital subscription of those nations which are now members 
is $7,670 million, and the formal entry of six additional nations will 
bring the total subscription to about $8 billion. The first two per cent of 
member subscriptions, which is payable in gold or dollars, has already 
been called. The next 18 per cent, payable in the local currencies of 
members, will have -been called by May, 1947. The remaining 80 per 
cent may be called by the Bank in gold or dollars, but only to the extent 
needed to meet or anticipate losses from the Bank’s loans or guarantees. 

By May, 1947, the Bank will have acquired some $720 million in gold 
and dollars, about $80 million in other hard currencies and approxi- 
mately $800 million in less readily convertible currencies. This is the 
only portion of the Bank’s capital which it can use to make direct loans. 
Accordingly, the Bank will be obliged to rely heavily on the money 
markets of the world, and specifically on the American market, to 
finance the massive global requirements for reconstruction and develop- 
ment which today confront it. 
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While federal and state legislation governing United States com- 
mercial bank investments and use of fiduciary funds at present restrict 
the purchase of International Bank obligations by these institutions, it 
should not be impossible to obtain eventually from the United States 
money market the balance of approximately $6,400 million which the 
Bank would be legally entitled to lend. Existence of large accumulations 
of idle funds in commercial banks, savings banks, insurance companies, 
endowments and in the hands of the public; inability to earn attractive 
interest on other gilt-edged bonds and debentures, and the comparative 
safety of the Bank obligations would combine to make bonds and 
debentures of the Bank desirable securities. 

The market has, however, had little experience with comparable in- 
ternational instruments and foreign bonds are not in particularly good 
repute at present. Accordingly, it is possible that initially the Bank’s 
obligations will not be received with enthusiasm. As a means of self- 
protection, the Bank may find itself obliged to feel out the market with 
small flotations in a cautious manner. It may be similarly compelled to 
concentrate on safe loans as a means of obtaining the confidence of 
private capital, without which it cannot develop and expand. To the 
extent that either of these things occur, the International Bank will find 
it increasingly difficult to satisfy the immense reconstruction credit 
requirements of the world at a time when United States governmental 
lending for reconstruction purposes will be dwindling. 

An alternate possibility is that the Bank will find means of borrowing 
the funds it requires during the next two to five years and will be so 
swamped by the huge volume of legitimate requests for reconstruction 
assistance that the bulk of its lending power will be obligated.! In this 
event, the Bank would lack funds to carry out its long-range function of 
guiding and stimulating the development of world resources and in- 
dustries. Receipt of additional funds through loan servicing and repay- 
ment will not materially improve this situation at first, because the 
Bank’s loans will be long-term, with liberal repayment provisions for 
borrowing members who suffered heavy war devastation. 

The total lending power of the Bank cannot exceed subscribed capital, 
reserves and surplus, an unusually conservative provision which is ap- 
parently based on the pessimistic assumption that all the credits ex- 
tended by the Bank might default simultaneously. 

There are several devices by which the Bank might, at some subse- 

1 By comparison, between V-E Day and September 30, 1946, Congress authorized direct 
credits and grants of $4.35 billion; fhe United States contributed $2.7 billion to UNRRA; 
the Export-Import Bank approved $2.2 billion of loan commitments; over $2.1 billion of lend- 
lease goods was transferred to foreign governments; surplus property with an original cost of 


$5.9 billion was sold abroad on cash or credit terms, and over $0.4 billion of civilian supplies 
was given away in occupied countries. 
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quent date, expand its total lending power. By affirmative vote of three- 
fifths of the members having four-fifths of the total vote, the Bank may 
amend the Articles of Agreement, eliminating the restriction of Bank 
lending authority to the combined capital and surplus of the institution. 
By a three-fourths vote of the total voting power, the Bank may increase 
- its authorized capitalization to any extent desired, offering new shares 
to the member nations, but not, of course, requiring any member to 
purchase those shares. 

All these actions can be vetoed by the United States (which possesses 
over 25 per cent of the total voting power), but not by any other single 
member nation. The Bretton Woods Agreement Act, Public Law No. 
171, 79th Congress, approved July 31, 1945, provides that the President 
of the United States shall not agree to any amendment to the Bank’s 
Articles, to purchase additional stock in the Bank or to loan of govern- 
ment funds to the Bank without statutory authority from Congress. 

If Congress should subsequently decide in favor of an increase in the 
lending authority of the Bank, possibly the most effective method of 
accomplishing this would be to raise the ceiling on Bank loans to twice 
the Bank’s capital and surplus. This would increase the scope of the 
institution without entailing additional American appropriations or 
adding to the United States public debt. Even under conditions of acute 
and prolonged world-wide depression, it would appear that a two-to-one 
ratio of loans to capital would not involve the Bank in major financial 
risks. A hypothetical illustration will make this clear. 

Assume that world depression occurs at a time when the Bank has 
capital of $8 billion, outstanding loans of $14 billion, cash of $500 
million, and an unused borrowing authority of $1.5 billion. Under ex- 
tremely adverse circumstances, one-half of the Bank’s borrowers might 
be forced to service their loans in local currency for the maximum 
permissible period of three years. Since the Bank must continue to 
meet interest and amortization of its debentures in hard currency or else 
go into default, this would undeniably create a problem. If the Bank 
was paying an average of three per cent interest and four per cent 
amortization, it would be obliged to find $490 million a year for three 
years, or a total of $1,470 million. It could accomplish this in the fol- 
lowing manner: In the first place, it would probably have a minimum of 
$500 million in gold, hard currencies or safe government obligations, 
representing about a third of the 20 per cent of their capital subscription 
which members had paid into the Bank. Secondly, if the Bank had been 
operating for, say, five years prior to the depression with $5 billion of 
loans outstanding on the average over the period, it would have ac- 
cumulated $250 million to $375 million in a special reserve to meet loan 
losses. Assuming the lower figure, the Bank would find that it had to 
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acquire an additional $720 million by calling up 11.3 per cent of that 
portion of its capital which had not been paid in. After doing this, it 
would meet all losses during the three-year period and still have $5,680 
million of unpaid capital subscriptions which it could call into play to 
the extent that further suspensions of loan servicing by borrowers made 
this necessary. 

The logic behind this arithmetic is clear. The Bank has two sources of 
strength which should enable it to weather any cyclical depression which 
does not degenerate into secular stagnation. First, if the Bank carries 
out its intent to make long-term loans at low interest rates, the annual 
service obligations of borrowers will not form a large proportion of 
their- outstanding loans. Secondly, the Bank has $6,400 million in the 
unpaid capital subscriptions of members which ‘constitute its last line 
of defense against epidemics of defalcation. About 40 per cent of this 
$6,400 million is payable in dollars, about 16 per cent in sterling, and an 
estimated 15 to 20 per cent in other currencies which are likely to remain 
strong throughout depression periods. 

Moreover, since the Bank may avoid depression- -caused NT by 
permitting borrowers to service their obligations in local currency, it 

ewould have an excellent chance to recoup its losses during the upward 
phases of the business cycle. 


IV. Elasticity of Repayment 

Uncontrolled private foreign lending has resulted historically in waves 
of default, the most serious of which occurred in 1929-33. One of the 
basic causes of these defaults was that international portfolio invest- 
ment consisted primarily of bonds and debentures with rigid servicing 
obligations, often protected against depreciation by a gold clause. This 
rigid structure of repayment proved incompatible with the conditions 
prevailing during cyclical breakdowns of the international economy. - 
Flight movements of short-term capital, erratic fluctuations in new 
foreign lending and changes in the physical volume, price levels and 
terms of international trade, particularly such changes as were depres- 
sion-born, often made it impossible for debtors to service. The in- 
- elasticity of the debt instrument made defaults frequent. 

The chain of evils that followed the debt defaults of the depression 
included repatriation of defaulted obligations, continuance of total 
default when only partial default was economically justified, and, less 
frequently, outright repudiation of the debtor’s foreign obligations. 

The Bank provides sufficient elasticity in respect to direct loans to 
make such defaults less likely. Repayment by a member in his own cur- 
rency may be permitted for a maximum of three years. The member‘is 
naturally obliged to guarantee the exchange value of his local currency 
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repayments, and satisfactory provisions as to conversion of the local 
currency repayments into the currency of the loan funds must be pro- 
vided for. In addition, or alternately, “the Bank may modify the terms 
of amortization or extend the life of the loan, or both.” These provisions 
are to be resorted to when the borrowing nation is faced with “‘an acute 
exchange stringency.” 

These broadly conceived measures of palliation leave the Bank 
Executive Directors with discretionary power to relax loan conditions to 
the extent necessary whenever depression and economic breakdown 
occur. i 

The Bank would, of course, suffer direct losses whenever it readjusted 
service payments down to a point below its administrative costs plus 
the expenses it incurred in borrowing the loan funds from the money 
market. To the extent that it relied on the local currency repayment 
provision, however, while the Bank’s position in hard currency and gold 
would be temporarily weakened, there would be no necessary long run 
loss. ' 

The above provisions should be sufficient to meet all ordinary depres- 
sion conditions, provided they are realistically applied. The local cur- 
rency repayment provisions would tide borrowers over brief recessions, ° 
but not over long ones. In the former case, borrowers would resume 
dollar servicing during the period of revival and would, at the same 
time, be obliged to begin repurchase of their local currency from the 
Bank. 

It is nonetheless possible that the three-year limitation on local- 
currency repayment of loans will not prove to be a particularly wise 
provision. Uniform servicing of obligations. to the Bank in local cur- 
rency with exchange guarantee, plus contractual provisions compelling 
the borrower to devote given proportions of his estimated balance of 
payments surplus to repurchase of his currency, might have permitted 
a more rational flow of repayment. Unlike the readjustment provision, 
repayment in local currency permits upward, as well as downward, 
variations in the transfer burdens imposed on debtors. It serves to give 
bonds a status similar to that of equities and reduces or eliminates a 
major factor of rigidity and cause of dislocation in international balances 
of payments. It should be noted that the possible disadvantages of the 
three-year limitation on local-currency servicing are mitigated by the 
ability of members to use the Fund to ease the difficulties of transfer. 


V. Control over Bank Operations 


The Bank has evidently decided to place primary stress for the present 
on the sale of its own obligations to the public, rather than on guarantee- 
ing loans made by others. This appears to have been the only possible 
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decision. By borrowing directly from the market, the Bank will auto- 
matically pool the risks of its loan portfolio, obtain its funds at a more 
uniform cost, and be in a position to decide on the interest and amortiza- 
tion charges which borrowers must meet on the basis of far broader 
considerations than the vagaries, prejudices and experiences of the 
money market. By selling its own debentures, the Bank will reduce the 
temptation to concentrate on loans which meet the approval of the in- 
vestor but do not necessarily effectuate the purposes for which the Bank 
was founded. It is believed that borrower nations will prefer to obtain 
funds directly from the Bank on the theory that the terms will be more 
realistically conceived and that the approved loan purposes will stress 
over-all development of the borrowers’ economies. 

The Bank will presumably desire to have great freedom of action, not 
only in establishing the terms of loans and varying them as circum- 
stances require, but also in making adjustments in the types of currency 
made available for projects in accordance with changes in world-wide 


.market and supply conditions. The Articles of Agreement definitely 


restrict the authority of the Bank to lend or convert into other cur- 
rencies the funds at its disposal. These limitations may become onerous 
during the first period of Bank operations, but will be progressively 
relaxed thereafter. 

The Bank will start operations with some $800 million of gold and 


‘hard currencies received from paid-in capital. These funds may not be 


loaned or transferred into other currencies without the approval of the 
nations which contributed them. The same ban applies to repayments 
of principal of loans made with these funds, but does not apply to in- 
terest receipts from the same source. 

If the Bank borrows from the money market of a member nation, 
which it can only do with that member’s assent, it is free to convert the 
funds thus received into other currencies at its pleasure. This gives the 
Bank enough latitude of action to enable its borrowers to import goods 
with their loan funds from the most satisfastory world sources of supply. 
For example, if a nation borrowed $50 million from the Bank in Belgian 
francs to finance an electric power development and if its engineers 
discovered, after the project was underway, that price or other con- 
siderations made it desirable to shift a portion of the purchase orders 
from, say, Belgium to Czechoslovakia, then the Bank could sell some of 
its francs, which it had borrowed in the Belgian money market, for 
Czechoslovak crowns. This permits a considerable degree of flexibility 
in varying the different currency components of the Bank loans made 
with borrowed funds. If no such provisions existed, the prohibition 
against “tied” loans, t.e., requirements that loan proceeds be spent for 
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the goods of the nation in whose currency the loan was floated, would be 
meaningless. Each currency in which the Bank operated would then be 
in a water-tight compartment and all loans would, of necessity, be tied. 

The intricate provisions governing the use and convertibility of the 
Bank’s funds serve to emphasize the falseness of a widely held popular 
belief that the Bank will be controlled by nations which are chronic 
debtors and, therefore, believers in what the late Lord Keynes termed 
“the euthanasia of the rentier.” While it is a fair assumption that the 
Bank will favor low interest rates compatible with full employment 
programming and an expansionist world economy, this will be a con- 
sequence, not of any preponderant debtor voice in the councils of the 
Bank, but of the fact that the world’s treasuries have learned from the 
experiences of the great depression and from the doctrines of modern 
economic theory. 

The control of the Bank’s affairs rests in actuality very largely-in-the 
hands of the United States. Based-on a total capital subscription of 
$7,670 million, the United States casts 37.5 per cent of the total vote 
and, together with the United Kingdom, wields an absolute majority of 
58.3 per cent.? Since the Bank will obtain the bulk of its funds from the 
United States market, it is worth noting that United States government 
assent is required before the Bank can either borrow in the United 
States or lend or transfer any portion of the United States paid-in 
capital subscription. The extent to which the Bank will be able to func- 


2 The distribution of voting contro] in the Bank and Fund reflects the shift of economic 
power from the Eastern to the Western Hemisphere and away from Western Europe. 

As far as the International Bank is concerned, 49.8 per cent of the total voting power is 
- vested in Western Hemisphere nations, despite the fact that this hemisphere contains only 
about ten per cent of the population of the globe. The British Commonwealth of Nations (in- 
cluding India and Egypt, but excluding Hire, Australia and New Zealand which are not mem- 
bers) has 28 per cent of the total voting power. 

The breakdown of voting power by continents is as follows: 

North America 45.6 
(of which, United States) 
South America 4.1% 
Europe 34.1% 
(of which, Western Europe) (29.3%) 
(of which, Eastern Europe) ` ( 4.8%) 
Asia 13.2% 
Africa 2.5% 

This proportionate breakdown is very largely affected by the failure of the U.S.S.R. to join 
the Bank or Fund. 

The power of the United States in the Bank is immense. (a) The United States may veto 
any borrowing of funds in its territories. (b) It may veto any amendment to the Articles of 
Agreement or any proposal to increase capitalization. (c) It will command a majority vote 
in the Bank with the aid of any combination of the following supporting votes: (1) the United 
Kingdom vote; (2) the Chinese and French vote; (3) the votes of any three Executive Direc- 
tors, provided the Executive Director with the least voting power is not one of them. 


(37.5%) 
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tion as an international institution will to a large extent depend on the 
willingness of the United States to give the Bank freedom to borrow and 
lend dollars at its discretion. 


VI. The Réle of Private Investment 


What rôle remains. for private investment? The Bretton Woods 
Articles of Agreement state that the Bank may extend credit only if: 
(a) the member nation in whose territory the project is located is either 
the borrower or loan guarantor and (b) “the Bank is satisfied that in the 
prevailing market conditions the borrower would be unable otherwise to 
obtain the loan under conditions which in the opinion of the Bank are 
reasonable for the borrower.” 

Even if the Bank’s lending power. remains adequate for a long time to 
come to meet legitimate foreign credit requirements, a large and lucra- 
tive preserve will still remain for the private investor. 

This reserved area would include: 

(a) Flotations which are backed by such excellent collateral that 
the Bank refuses to participate on the grounds that the private capital 
market can provide funds on reasonable terms. 

(b) For the present at least, the securities of certain non-member 

© nations, such as Australie, New Zealand, U.S.S.R., Sweden and 

Switzerland. 

(c) Securities of SE enterprises in the territories of member 
nations which are offered without guarantee by the local government, 
its central bank or comparable agency. 

(d) The entire area of. equity financing plus those direct invest- 
ments which do not involve security flotations of any sort. 

Within the narrower area of sale of foreign government bonds, it is 
possible that the Bank will lend at interest rates which are so much 
lower than those which private investors find attractive that it will 
automatically preëmpt this feld. On the other hand, the Bank may en- 
courage both capital participation and risk sharing by private investors. 
Approval by the International Bank may eventually be regarded by 
the money market as the criterion of soundness and solvency in respect 
to most long-term international borrowing by governments. 


PRICE CONTROL UNDER IMPERFECT COMPETITION 


By M. BRoNFENBRENNER* 


This paper is concerned with first recalling, then developing a few 
relatively simple propositions in the theory of imperfect competition 
which have been neglected in wartime and subsequent controversies 
regarding price controls of the OPA type. Analysis is limited to the 
theory of the individual firm and industry, and to a short run in which 
the number of firms in any industry remains sensibly constant. No at- 
tempt is made to discuss such macro-economic problems as the effect of 
price control on “production as a whole” in an “imperfectly competitive 
economy.” Nor is attention paid to the complex of additional problems 
arising, at the extreme microeconomic end of the scale, from the impact 
of price control on patterns of joint production within imperfectly com- 
petitive firms. 

I 


Opponents of the OPA appear to have been generally successful irf 
presenting to the public and its Congressmen “free” competition as the 
exclusive alternative to regulation, and convincing them further of the 
certainty of increased production (sometimes at lower prices!)! following 
the relaxation of controls. The first of these statements is a simple 
falsehood. We shall confine ourselves to considering the extent to which 
the second fails to hold when the first is abandoned. 

An increase in the price of a commodity will induce increased output 
under free competition, both in the short and in the long run. Under im- 
perfect competition, however, the proposition that price control can 


* The author is an economist in the research department of the Federal Reserve Bank of 
Chicago and associate professor of economics at Roosevelt College. The views expressed in 
this study are purely personal and do not represent conclusions of the Federal Reserve Sys- 
tem or the Federal Reserve Bank of Chicago. 

1 Newspaper and magazine forecasts of fairly early price decline following decontrol can 
be divided into two groups, according as they do or do not rest on notions of “economies of 
large-scale production” which involve implicit notions of declining marginal cost and supply 
curves. Such curves are (almost) universally incompatible with the free (atomistic) com- 
petition simultaneously postulated by the same writers’ reliance on “supply and demand.” 
The majority of the popular anti-OPA writings, it seems after an informal survey, do in 
fact rest upon the logical contradiction of falling costs and free competition, A minority, which 
relies rather on shifts of supply curves to the right, following increased supply of raw materials 
and other components, is little if any more respectable. Its forecasts lack adequate considera- 
tion of the prices required for the increased supplies, as well as of demand increases out of in- 
comes generated by the increased production. Logically impeccable but factually question- 
able is the position of a smaller minority which expects demand curves to shift substantially to 
the left when relatively small increases in output are sufficient to remove particular commodi- 
ties from the “‘ultra-scarce” category, 
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increase output while lowering price is at least as old as the first edition 
of Professor Pigou’s Economics of Welfare, and owes its usual diagram- , 
matic demonstration to Mrs. Robinson’s Economics of Imperfect Com- 
petition.? Control has the effect of collapsing, so to speak, the imperfect 
competitor’s demand and marginal revenue curves to horizontal lines 
at the fixed price of OP (in Figure 1), whereas the “shadow” or “un- 
controlled” demand curve D and its corresponding marginal revenue 





curve MR continue upward, as shown by the broken lines of the dia- 
gram. The firm, if unregulated, would maximize profits by selling OQ’ 
units at OP’. Control thus results not only in a price decline (P’P in the 
diagram) but also in an output increase (Q’Q). The simultaneous in- 
crease of output and lowering of price may hold not only for OP fixed 
above the “competitive” price OP”, where marginal cost equals demand 
price, but for OP fixed even lower, at any point above OP”’, which 
equals equilibrium marginal revenue under uncontrolled imperfect com- 
petition. y 

The conventional application of the analysis illustrated by Figure 1° 
is to the control of monopoly or to what Professor A. P. Lerner calls 


2 The relevant sections of The Economics of Welfare are Sec. 11 of Chap. 21 and Sec. 23 of 
Appendix IIL. In The Economics of Imperfect Competition, see Sec. 1 of Chap. 13, and particu- 
larly Fig. 58, p. 162. 
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“counterspeculation.” The war-economy or OPA type of control, how- 
ever, may go further, fixing OP consciously below its current competitive 
value. The actual level chosen may be a pre-war or a “normal” com- 
petitive one. The question no longer relates to monopoly control in the 
strict sense, but goes further in the interest of preventing inflation or 
channelling resources into war uses. 

Such an instance is shown on Figure 2. Price is fixed at OP as before, 





FIGURE 2 


which in this case lies below OP” as well as below OP’. The output OQ, 
while below the competitive level OQ”, remains above the uncontrolled 
imperfectly competitive level OQ’. 

This illustration indicates among other things the EE TR of un- 
discriminating proposals for decontrol when OQ reaches a specified 
level—such as the 1941 output or an equality of supply with demand 
at OP—if the alternative is an imperfectly rather than a purely com- 
petitive level of production, i.¢., if the alternative to (OQ, OP) is (OQ’, 
OP’) rather than (0Q”, OP’’), since decontrol under imperfect competi- 
tion could cause production declines below these satisfactory standards. 
Even under competitive conditions, an inelastic marginal cost curve 
MC can cut drastically the production increase (QQ’) achievable by de- 
control, and force a sharp increase from the controlled to the competitive 
price (PP”) with a relatively small addition to output. (Extreme cases of 
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absolute inelasticity may be caused by absolute scarcities of raw mate- 
rials or components, or by industrial disputes at strategic points in the 
productive process.) 

An elastic competitive supply curve, however, does not necessarily 
imply a strong case for decontrol—monopoly considerations aside. 
Particular circumstances, varying as between commodities, will deter- 
mine whether.or not the "increase in production is considered desirable. 
socially. If the commodity is a peacetime one competitive in production 
with military output, or a luxury item competitive in production with 
scarce necessities, the increased production may not be an unmixed 
blessing. The decision as to the desirability of decontrol must involve 
not only the commodity to be decontrolled but its close substitutes in 
production. ; 

Whenever OP is set below the competitive price OP”, or whenever 
OP” rises above a regulated price OP which is maintained rigidly on 
“hold-the-line” principles, a fringe of unsatisfied demand makes its 
appearance. Its extent is indicated by the length of the line AA on 
Figure 2. Under our present assumptions, but unfortunately not in the 
real world, the converse proposition also holds; the presense of an un- 

satisfied fringe of demand demonstrates the fixation of price below its 
competitive level Rationing, formal or informal, private or public, 
voluntary or involuntary, is required to maintain control under these 
conditions. 

An excess of zeal on the controllers’ part is certainly conceivable 
which will set OP below OP”, or maintain it constant while OP’” rises 
above it, thus restricting production unintentionally below even its’ 
imperfectly competitive quantity. These are also instances in which | 

_ particularly large price increases may be expected following decontrol. 

The point to be stressed in conclusion, however, is that price control 
under imperfect competition may result in output increases above the 
imperfectly competitive level, even when the controlled price is set 
below that which would have prevailed in the absence both of control 
and of imperfect competition. 


I 


The foregoing analysis, both verbal and diagrammatic, has proceeded 
under certain suppositions, none of which is borne out precisely in cur- 


3 In the real world, the problem is complicated by the artificial creation of scarcities by 
producers anticipating or hoping to induce decontrol of their products, or possibly an increage 
in OP. These contrived scarcities and producer “strikes,” restrained during the war by con- 
siderations of patriotism, appear to have been the basic factor in the apopletic demise of 
OPA’s main body in October and November, 1946. The scarcity (or strike) case does not 
formally invalidate the argument in the text, for its effect is to tilt MC upwards (temporar- 
ily) to a vertical line, thereby forcing a (temporary) increase in OP” which in turn brings 
ona fringe AA if OP is held constant. 


bS 
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rent industrial practice. Producers, we have supposed, seek to maximize 
current profits. They expect control to continue through at least the 
short-run future, or at the very least they consider it unassailable by 
any “sit-down strikes” or withholding tactics which they may adopt. 
Consumer demand at and below the controlled price is unaffected by the 
imposition or withdrawal of control, or by the level at which the con- 
trolling authorities set the controlled price. (This complex of assump- 


y 





%® qa 
FIGURE 3 


tions will be retained throughout the present paper.) Another implicit 
postulate has been perfect enforcement and the absence of black 
markets. This can be dropped at relatively slight cost in the eeu of 
the exposition and of its diagrammatics. 

A black market becomes a possibility whenever there exists a fringe 
of unsatisfied demand at the fixed price OP, such as AA in Figure 2. 
Under our assumptions, this implies OP set below the competitive price 
OP”. If there is a black market in operation, the demand curve for ` 
black-market customers at prices above OP has as its maximum base a 
quantity equal to the fringe 4A, and rises to the left of the upward ex- 
tension of D.4 It is labelled De in Figure 3. The corresponding marginal 

í If no unsatisfied buyers harbor scruples against black marketing or are prevented from 
informing themselves of black market conditions, Dp may be expected to bear approximately 
the same relation to D extended upward from OP which AA bears to (0Q0+-AA). (This ap- 


proximation does not allow for special favors to unusually loyal or wealthy customers, which 
would concentrate AA among the impoverished and the mobile.) The percentage by which Ds 
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revenue curve, likewise lying to the left of MR, is labélled MRi. The 
producer, maximizing his profits in accordance with the general prin- 
ciples of price discrimination, equalizes marginal cost simultaneously 
at OP with marginal revenue in both white and black markets. The 
resulting output is OQ, of which OQ, is sold on the black market at a 
price OP, which will usually exceed (as here) the uncontrolled imper- 
fectly competitive price OP’, to say nothing of the hypothetical “‘com- 
petitive” price OP” § 

A simple relation can be set up on neutral assumptions between the 
black-market and the uncontrolled prices—apart from uncertainty 
premiums, to be discussed below. If consumers have no repugnance 
against black marketing, if the index of reprehensibility is the same at 
all black-market prices, Do and MR, will be proper fractions of D and 
MR respectively. They will then have identical elasticities at all prices, 
and will yield the same price results for equal marginal revenues. Under 
these circumstances, OP) and OP’ will be equal when the corresponding 
marginal revenues, OP and OP”, respectively, are equal. This result 
can be generalized into a set of inequalities, so that we have OP»3OP’ 
according as OPOP”. If repugnance factors operate in some such 
manner as was suggested in footnote 4, Do will be rendered less elastic 
than D, and OP, will be raised sufficiently to prevent OP SOP’” from 
serving as sufficient condition for OPa SOP’. On the other hand, if the 
unsatisfied fringe of demand is concentrated upon the impoverished and 
the disloyal, as was suggested parenthetically in the same footnote, Do 
will tend to be more elastic than D. The upper branch of the inequality, 
or OP 2OP’”, will no longer suffice for OP» = OP’. These two tendencies 
should operate against each other in practice—hence ie reference to . 
‘neutral assumptions.” 

Producers on their part are supposed devoid of scruples against black 
marketing.’ Nevertheless, if they must add an incremental premium 
for uncertainty to their black-market costs, as is normally the case when 
enforcement is attempted, a differential must be added to their black- 
market costs. This differential between black and white markets is taken 
at any black-market price falls short of the corresponding value of [AA/(OQ+AA)]D may be 
taken as an index of reprehensibility, or inadequate information, attached to black marketing 
at that price. If, as this writer suspects, this “index of reprehensibility’’ falls as the black- 
market price rises, Do is consistently less elastic than D extended. 


5 So strong was the public expectation (fostered by opponents of price control) of OP’<OP,) 
by the operation of virtual economic law, that it became front page news when meat prices 
rose above previous black market levels during the temporary decontrol in the summer of 
1946. Cf. Chicago Sun, July 12, 1946, p. 1. 

€ On the unsolved problem of‘ the inter-relationships between law observance and profit- 
maximization, with special reference to black marketing, see a trenchant but inconclusive 
paragraph by Fritz Machlup, “Marginal Analysis and Empirical Research,” Am. Econ. Rev., 
Vol. XXXVI, No. 4, Pt. 1 (Sept., 1946), p. 547, n. 11. 
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into account by lowering of the black-market demand curve Do by the 
amount of the added uncertainty premium. A black-market price OP» 
derived from a diagram such as Figure 3 must be raised in conformity 
with this premium. 

Total output OQ continues to exceed OQ’ whenever it would have 
done so in the absence of a black market.” It is now necessary, however, 
to divide OQ into two parts, of which OQùs is sold on the black market 
and Q,Q is sold legitimately. This legitimate portion QoQ may readily 
fall short of the uncontrolled output OQ’ even when OQ is substantially 
in excess of it. The less the fringe AA at the price OP, and the greater 
the public reluctance to deal on the black market, the greater is the 
probability that not only the total output OQ but its legitimate compo- 
nent QoQ will exceed the uncontrolled output OQ’ as in Figure 3. These 
same circumstances, however—small and inelastic black-market de- 
mand—are, paradoxically, the conditions which lead to a high black- 
market price OP», well above both OP and the uncontrolled OP’. 

Professor William H. Nicholls has proposed as more realistic a modi- 
fied case in which the black market and legitimate supplies are provided 
by different and separate concerns. A large, established, generally low- 
cost firm produces only for the legitimate market; close supervision or 
company tradition keep it from illegal or disreputable association with 
the black market. Its output is then OQ, as in Figure 3. The unsatisfied 
fringe 4A would be catered to on the black market by smaller, presuma- 
bly new, higher-cost concerns whose combined marginal cost curve lies 
above MC. If the black market is supplied independently by new high- 
cost firms, output on both markets combined is higher than in the ex- 
ample illustrated, since the black market supply must be added to OQ 
rather than included in it. On the other hand, the black-market supply 
is lower and the black-market price higher, because of the cost differen- 
tial. 

Mr. J. K. Galbraith carries the argument somewhat further, on the 
basis of his wartime experience in price administration,’ and suggests 
a substantial degree of incompatibility between certain forms of imper- 
fect competition and any black marketing whatever. A dominant firm 
with a weather eye to unfavorable publicity tends rather to codperate 
with the authorities by instituting informal or private rationing on its 
own. (Its opposition or recalcitrance, Galbraith does not state, will take 

1 This result supposes linearity of the black-market demand curve—another “neutral” 
assumption. For the completely general (curvilinear) case, in which price discrimination as 
between legitimate and black markets may increase or decrease total output depending upon 


the “adjusted concavity” of the black market demand curve, qf. Mrs. Robinson, of. cit., 
pp. 188-95, esp. p. 190 ff. 


Sy.K. Galbraith, “Reflections on Price Control,” Quart. Jour. Econ., Vol. LX (Aug., 1946), 
pp. 475-89. 
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the form of a withholding campaign, at once more genteel, more effec- 
tive, and more profitable in the long run than black-market operations 
would have been.) Furthermore, “It is obviously easier to police a few 
firms than many.’’® Price leadership, a frequent implement and ac- 
companiment of industrial dominance, also operates to inhibit black 
marketing; when the initiative in price changes has come customarily 
from the selling side, the probability of illegal suggestions from buyers 
is decreased. Finally, prices have become ‘inflexible and even institu-. 
tionalized” under imperfect competition, “it is relatively easy to fix 
prices that are already fixed!” 


IT. 


Whenever a fringe of unsatisfied demand exists, whether due to a con- 
trolled price below its competitive level or to a producers’ “strike” 





FIGURE 4 


against some aspect of price control, the bulk of present discussion as- 
serts that output will rise or fall indefinitely with the controlled price. 
These propositions are carelessly stated even against'a background of 
upward-sloping competitive supply curves. Their unreliability under 
conditions of imperfect competition is readily demonstrable, not only 
° Ibid., p. 481. 
10 Thid., p. 483. 
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when the scarcity is induced artificially, but in two additional types of 
cases. 

Let the controlled price (in Figure 4) be raised from OP; to OP». 
Production will fall off nevertheless from OQ; to OQ3. This effect is quite 
general whenever the marginal cost curve MC cuts the price line at Pı 
to the right of the point B which marks the discontinuity in marginal 
revenue under the higher price line at P:. It will also obtain when some 
-such marginal cost curve as MC’ (in Figure 4) crosses both marginal 
revenue discontinuities before cutting either price line. In the second 
case, though not the first, a further cut below OP: would have increased 
output further. 

Both of these cases are illustrated in Figure 4. The economic meaning 
of the first is simple. It is the old story of goose and golden eggs. The 
power of price increases to evoke saleable output is limited. Too large 
an increase is worse than none at all. The illustration shows an overdose, 
an increase not only above the competitive level but sufficiently far 
above it to cut production through simple limitation of demand. A 
smaller increase, all or part way to the “competitive” price (indicated 
by the intersection of D and MC) would have produced the desired out- 
put increase above OQ. In the second case, we have a highly elastic, 
(near-horizontal) cost curve MC’. (This I have called a “Reuther” cost 
curve, for reasons to be clarified in the last section of this paper.) Any 
fringe of unsatisfied demand at either the old price or the new one is due 
to producer pressure against price control, and any black market is due 
to the same factor. 

Neither of these cases, in which output falls despite a rise in price, 
can be considered typical or convincing for purposes of political argu- 
ment. In Case 1 (costs following MC) there is a shift from a situation 
with a fringe of unsatisfied demand (AA) to one without it. A black 
market is eliminated. The output decrease (Q1Q:) is balanced at least 
in part by the transfer of OQ, units from black-market sale at OP» 
(presumed substantially above OP, as shown) to legitimate channels. 
Producer interests are also quick to deny any intention to force prices 
above their “competitive” level, even in industries characterized in fact 
by serious imperfections of competition. In Case 2 (costs following MC’), 
there is no black-market problem at either price, an unusual circum- 
stance in itself, and no consumer pressure is added to producer demands 
for “price relief”—abstracting from deliberate withdrawal of goods by 
producer interests. 

A more representative example is drawn as Figure 5. Here demand 
remains unsatisfied even at the higher price, for both OP: and OP; lie 
below the competitive level. Here production must rise with price— 
OQ; must exceed OQ. There remains, as has been said, a fringe of un- 
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satisfied demand even at OPz, though its size is reduced from AA to BB. 
Completely new black-market demand and marginal revenue curves 
must be drawn to correspond with the changed prices situation. These 
are labelled Doz and M Ros, to distinguish them from Dy, and MRo1, of 
the earlier situation. (Maximum black-market demand is now BB at 
OP; instead of AA at OP;.) The new black-market price and quantity 
OPo: and OQo: are respectively higher and lower than they had been 
before. The price result, which seems general enough though not strictly 


y 
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Figure 5 


determinate mathematically, is the more interesting. If a rise in a con- 
. trolled price is insufficiently large to eliminate the black market, it will 
tend to raise the black-market price by raising black-market marginal 
revenue to the new price, not to lower it as one might suppose. (The 
differential between black-market and legitimate prices will be nar- 
rowed.) The cut in the quantity sold on the black market is in accord 
- with expectations, and provides a supplementary addition to the in- 
increased output marketed legitimately. The primary increase comes, 
of course, from the additional production evoked by the price rise. 

The price controllers’ own answer to proposals to induce further pro- 
duction by granting price increases involves the notorious inclusion of 
the price of (producer good) A in the cost of (consumer good) B. If the 
price of A is increased, production of B is allegedly impaired by higher 
costs unless a more than countervailing price rise is granted. Respect 
can be paid this viewpoint by indicating that any rise in any MC curve 
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(all MC curves have been held constant thus far ex hypothesi) will serve 
to lessen any increases in production and magnify any decreases conse- 
quent upon upward movements of controlled prices. The process of pro- 
liferation of price changes operates under controlled imperfect essentially 
as under controlled pure competition. As will be seen in the next section, 
however, increases in marginal cost do not necessarily require increases 
in controlled prices; the basic argument of this paragraph is not water- 
tight. 
IV \ 

We have seen in the last section that an increase in a controlled price . 
under imperfect competition with unchanging cost conditions may re- 
duce output (and employment) instead of raising it, and vice versa. A 
companion case is more important, where increased costs, following, 
e.g., & wage increase, operate to increase output and employment at a 
constant controlled price rather than decreasing it. I am not referring 

` here to the elimination of monopsony by union organization, where the 
possibility has become well known." Reference is made rather to indus- 
tries already highly organized, where some such argument as will be 
presented seems to have underlain the CIO “52-for-40 or Fight” wage- 
increase proposals of 1945-46. I am accordingly calling the special con-* 
ditions required the “Reuther assumptions,” and using the name of the 
UAW leader who provided the drive’s intellectual leadership, completely 
without authorization from Mr. Walter Reuther himself.4 

The CIO policy aimed at maintaining the level of total consumer de- 
mand through the reconversion period, and eventually increasing it, by 
raising basic wage rates simultaneously in several basic industries— 
steel, meat-packing, automobiles, agricultural and electrical machinery, 
maritime transport. The increase was to be sufficient to maintain take- 
home pay despite resumption of normal peacetime hours and despite 
postwar downgrading both between and within industries. 

Wage increases generally operate to increase direct and marginal costs 
all along the line. This effect is shown on Figure 6, where MC; indicates 
the cost situation prior to a wage increase, and MC, the subsequent 
situation. The increased wages throughout the economy were to main- 


u My. own development of this argument can be found in an article, “The Economics of 
‘Collective Bargaining,” Quart. Jour. Econ., Vol. LII (Aug., 1939), especially pp. 538-43. 
(The presentation suffers from considerable natveté as to the quantity the unions seek to 
maximize, and from a persistent technical error in labelling productivity curves as though 
they were demand curves even in monopsonistic situations.) This article relies heavily in turn 
upon Mrs. Robinson, of. cit., Chaps. 24, 26. 

1 The arguments involved have been formalized and developed further in connection with 
` the “second round” of wage increases sought in 1946—47, particularly in the so-called “Nathan 
Report.” (Robert R. Nathan and Oscar Gass, A National Wage Policy for 1947 [Washington, 
1946], pp. 11-14.) The discussion which follows was largely worked out by my wife, Mrs. 
he as Bronfenbrenner, also without benefit of authorization by Mr. Reuther or Mr. 

a i na 
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tain demand for the firm’s product at D, and output at OQ,, while the 
OPA was to keep the controlled price at OP. Following the demobiliza- 
tion of the armed forces, demand was expected to increase to D3, which 
would in turn increase output to OQ, and provide additional employ- 
ment for returning servicemen. Prices would remain at OP. No rationing 
would be required to satisfy demand. The firm would earn normal profits, 
though the profit per unit would be less than before the wage increase. 


y 





FIGURE 6 


The final solution would be more desirable from labor’s point of view, as 
`- regards high employment, high wages, and low prices, than that which 
would have obtained at the previous wage level or in the absence of 
control. ; ' 

As drawn, Figure 6 includes the first two of the three special assump- 
tions required for this idyllic and optimal outcome, from the CIO point . 
of view. Dispute regarding their realism has not abated, either within 
or without governmental circles, despite the Administration’s official 
shift from admission to denial. 

(1) Both marginal cost curves MC; and MC, are approximately hori- 
zontal or else decreasing in the relevant range. They cut both MR, and 
MR; at or below their discontinuities at OP. Curves of this type I have 


8 Galbraith, op. cit., pp. 485-87, believes that the bulk of wartime expansion in imperfectly 
competitive non-agricultural industries was obtained under conditions of decreasing or approx- 
imately constant cost. 
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labelled “Reuther” cost curves and utilized in connection-with the argu- 
ment of the previous section. Their pertinence is implied by such state- 
ments as those of Henry Ford L, to the effect that production below 
pre-war capacity has led to substantial losses because of high overhead. 
On the other hand, material shortages cause marginal cost curves to 
approach instead the precipitous vertical of complete inelasticity. 

(2) The firm’s product is consumed largely by working people out. of 
current income. The maintenance or increase of demand can be con- 
sidered largely a function of payrolls in basic industry, though not of 
payrolls of the producing firm itself. 

(3) Average cost remains below OP for output 00s at the later wage 
level. Mr. Reuther’s “Look at the Books” demand was aimed at this | 
point. 

If the first of the three conditions above is not satisfied at least as to 
MC, MC, will cut OP to the left of OQ, and a fall in the firm’s output 
and employment is a necessary consequence of a rise in wages without 
price relief. If the condition is satisfied for MCi, but not for MC2, pro- 
duction will increase with demand so long as MC; cuts OP to the right 
of OQ:. Non-satisfaction of condition (2) is a rebuttal to the argument 
for increased wages, not a positive argument against them. If condition 
(2) is not fulfilled, wage increases will generate no increased demand for 
output at the controlled price, but no actual decrease is indicated. As . 
for condition (3), if this is not fulfilled wages cannot be increased in 
practice without price relief, even though the producer has sufficient 
resources to continue in business for some time with subnormal profits 
or even actual losses. 

As has been said, the applicability of this trio of assumptions to the 
1945-47 situation can be challenged. To this writer, all three assump- 
tions conflict somewhat with fact for at least a minority of imperfectly 
competitive American firms. Shortages and scarcities interfere with 
condition (1) in the short run at least. Condition (2) seems dubious in 
view of the accumulation of unspent war savings by business firms and 
final consumers. The case for condition (3) rests with undue exclusive- 
ness on estimates of overall profit figures whose high levels are probably 
only temporary. It is nevertheless true, and is in fact the point to be 
stressed, that the Reuther program involves no theoretical contradic- 
tions or fallacies. A rational economic case can be made for it under par- 
ticular fact-situations; the factual conditions for its applicability are 
perfectly conceivable in circumstances past and future if not present. 

The drastic nature of the Reuther program should not be discounted 
by any demonstration of its possible economic rationality (freedom from 
contradiction) or yet of its possible economic feasibility (under price 
control). For it can be shown that even when all three of the above con- 
ditions hold in practice, price controls or other special devices are re- 
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quired to maintain output and employment and restrain price advances 
in the face'of a wage increase. 

Industrial unionists do not constitute the sole market for any indus- 
trial products. It is therefore foolhardy to expect demand for any firm’s 
products to rise generally by the same proportion as industrial wage 
rates generally, let alone its own rates (marginal costs). We should rather 
presume some multiplier substantially less than unity even if finitely 
greater than zero.“ The expected effect on an uncontrolled firm of a 
cost increase incompletely compensated by a demand shift is a fall in 
output and employment and an eventual rise in price whether its in- 
dustry be perfectly or imperfectly competitive. 

In the absence of price control, the wage increase would operate to 
raise output from OQ’; to OQ’: on Figure 6 and price from OP’, to OP's, 
after the increased demand took effect. Both prices are shown as higher, 
both outputs as lower, than under the controlled situation, results not 
accidental but required by the first condition for the applicability of 
the Reuther analysis. The increase in the uncontrolled price is the ex- 
pected result. The increase in the uncontrolled output is not, but results 
rather from the elasticity of the cost curves and from a somewhat dubi- 
ous implicit assumption regarding the process of dynamic adjustment 
to the wage increase. (Both output and price are supposed maintained 
at the levels of the initial situation until the increased demand of the 
subsequent one takes effect to alter them.) 

The significant conclusion here, which does not depend on the dia- 
grammatic minutiae of Figure 6, is that even under circumstances which 
assure optimal output and employment effects under controlled prices, 
wage increases will lead firms to increase their prices in a free economy, 
whether their positions be atomistically or imperfectly competitive. The 


_Reuther program expects prices to remain stable, and wage increases 


to be financed from profits in so far as they are not self-sustaining by 
reason of increased demand. Some form of continuous control over price 
must, therefore, be an integral part of the plan. This control need not 
be operated by a governmental agency of the OPA type. Unionists . 
would prefer a labor “voice in the management” which would forestall 
maximization of profits by the producing firm, acting in the interest of 
employees and presumably also of consumers. To which alternatives 
the codperator would add control by the consumers themselves, appar- 
ently not considered in the original Reuther plan. 

u M, W. Reder has developed a diagrammatic technique for dealing with these and allied’ 
problems. Compare the “company town” example in his essay “Inter-Temporal Relations of 


Demand and Supply within the Firm,” Canadian Jour. Econ. and Pol. Sci., Vol. VIL (Feb., 
1941), pp. 30-32. 5 

15 The eventual outcome of the conventional dynamic adjustment, which proceeds from 
an initial combination of MC; and MR, would undoubtedly eventuate in output below 0Q’:, 
due to its abortive effect on any increase in demand. Its comparative price effects seem in- 
determinate in the general case. 


GERMAN FINANCE IN WORLD WAR II 
By Ricwarp W. LINDHOLM* 


Comparative Analysis of German Fiscal Policy 


The procedures used by Germany to finance World War II cannot be 
considered unusual with the exception, perhaps, of taxes levied on con- 
quered people. In fact, the methods employed by Germany are suffi- 
ciently similar in many respects to those used by Great Britain and the 
United States that comparison of the results obtained amounts to an 
examination of the relative efficiency with which each nation employed 
the same fiscal tools. This study except for a very cursory examination 
of the broadest aspects of the financing of the war in Great Britain and 
the United States will concern itself with an examination of the manner 
in which Germany tapped the conventional sources of governmental + 
revenue and the flow of funds which she obtained. Also, attention will 
be paid to: (1) the indications of wartime economic conditions inside 
Germany which are shown by revenue receipts, and (2) the relative im- 
portance of occupation charges assessed by the Nazis. 

Table I below summarizes the World War II expenditures and taxes 
of Germany, Great Britain and the United States. The years selected 
as comparable were determined upon the basis of wholesale prices and 
tax receipts. The earlier year is the fiscal year which witnessed the jump 
in wholesale prices prior to the inauguration of rigid price controls and 
the later year is when each of the three nations had completed the 
transfer to a total war economy.! 

It is worthy of mention that the United States entered the total war 
period paying a smaller portion of her expenditures from tax receipts 
than did Germany. With the complete establishment of the war econ- 
omy, however, the portion of total United States expenses paid with 
taxes became comparable with that paid in Germany in 1939 and re- 


* The author is assistant professor of economics at Ohio State University. 

1 The data regarding German finances not supported by further source reference were ob- 
tained by the writer from the files of the Statistisches Reichsamt in August and July of 1945. 
The Statistisches Reichsamt is in the Russian section of Berlin and is not available to Ameri- 
cans for economic research. It is believed vital portions of the data have now been removed 
from Berlin. The writer was given invaluable aid by the following economists of Berlin: 
Professor Merwarth, Dr. Ferdinand Hotte, and Dr. Hans Schultz. Dr. Karl Heinrich Knapp- 
stein of Frankfurt am Main gave valuable interpretive assistance. 
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mained comparable with Great Britain.? Also, when completely mo- 
bilized, the United States war effort was about twenty-five per cent 
greater than the combined achievements of Germany and Great Britain. 

Total war meant different things to the populations in the three na- 
tions. In all three countries however, it was the extent to which the 
government could, or did, induce the population to support the war 


TABLE I.—COMPARATIVE FINANCE Data or GERMANY, Great BRITAIN, AND UNITED 
STATES FOR THE FISCAL YEARS INDICATED IN THE BODY OF THE TABLE 





(in millions of dollars)* 
; Great United 
Ttem Germany Biitain States 
- Expenditures of central government 1939—21,200  1940—15,883 1942— 32,491 
1942—-51,200  1944—24,252  1945—100,397 
Per cent of increase 141 í 53 209 
Receipts of central government 1939— 9,440  1940— 5,981 1942— 12,799 
> 1942—-16,160 1944—12 ,952 1945— 47,740 
Per cent of increase 71 ` 119 273 
Per cent receipts of total expenditure 1939—45.4 1940—38 1942—39 
f 1942—31.6 1944—53 1945—46 
National income 1939—36,000  1940—23,180  1942—-107.7 
1942-—40,000  1944—33,336  1945—156.9 
Per cent of increase 11 40 46 
Per cent receipts of national income 1939—26 1940—24 1942—12 
1942—40 1944—39 1945—29 





* Throughout this study pounds have been valued at $4.00 and marks at 40 cents. 

Source: German: Statistische Jahrbuch 1941-1942, p. 605, national income 1939, Other 
German data, Statistisches Reichsamt, August, 1945. Great Britain: Statesman Year Book 
1945, p. 37, expenditure and tax data; Statistical Year Book of the League of Nations 1942/44, 
pp. 282, 287, national income data. United States: Treasury Bulletin, Sept. 1946, p. 6 
receipt and expenditure data; Survey of Current Business, March 1943, p., 21 and February ' 
1946, p. 7, national income data. U. S. national income data adjusted on basis of average 
monthly expenditures, 

\ 
effort. The varying completeness with which the efforts of the popula- 
tions were included can be visualized rather accurately by comparing 
central government expenditures with estimates of national income. 
Such a comparison is included in Table I? 


The necessity of using similar data for the three nations has required 


2 Tax collections by local governmental units are much greater in the United States than in 
either Great Britain or Germany. For example, in 1941 tax collections of local governmental 
units amounted to 7.9 billion dollars in the United States, in Great Britain .9 billion dollars. 
Thus, tax collections of the various national governments are not entirely comparable. 

3 German war expenditures include conquered-area receipts which do not appear to have 
become a part of the German national income total. i 
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the use of national income data and has in addition dictated that the 
comparisons be made on a fiscal year basis. Warning is given again that 
national income data of different nations are only roughly comparable 
under normal conditions and under war conditions this degree of com- 
parability is considerably reduced. 

' The taxes collected from the German people in 1942 were a smaller 
percentage of the national income than ever became the case in either 
Great Britain or the United States. The portion of national income 
collected in taxes in Germany at the beginning of hostilities was roughly 
equal to the highest point reached by the United States.* 

During the periods selected for comparison British central govern- 
ment expenditures rose by 53 per cent and national income by 40 per 
cent while in the United States expenditures by central government 
increased by 209 per cent but national income by only about 46 per 
cent. Thus, the national income increases of the two nations were ap- 
proximately the same but the United States was able to extract a four- 
fold greater increase in central government expenditures than was Great 
Britain. The stituation in Germany was similar to that existing in the 
United States. Germany increased central government expenses by 146 
per cent while national income increased by only 11 per cent. Reduction 
of local government expenditures and sharp curtailment of civilian dur- 
able consumer goods production made this achievement possible in the 
United States; tributes from conquered nations and also reduction in 
consumer goods production made it possible in Germany. 


German Taxes and Tax Collections 


Data regarding the methods used by the Germans to finance their 
tremendous military operations have been meager and, at the most, 
cursory in nature. It was very difficult if not impossible to obtain ac- 
curate information regarding tax receipts of the Reich during the period 
of her rearmament and, of course, also during the war phase.’ The best 
available data are summarized in Table IT. Some of the particular tax 
receipt trends are interesting in themselves. 

The receipts from the personal income tax more than doubled from 
1938 to 1943. This tax, which brought in only 5.4 billion marks in 1938, 
the peak of the rearmament period, was made to yield 13.4 billion marks 
in 1943. This is an increase of about 148 per cent in personal income tax 
receipts. During the same period Reich tax receipts rose from 17.8 bil- 


4 German wholesale prices 1939-1942 increased 8%, from 14th Annual Report of Bank for 
International Settlements, p. 74. United Kingdom wholesale prices, 1940-44, increased 33%, 
ibid., p. 84. The BLS wholesale price index increased 7.8% from 1942 to 1945. 

5 Otto Nathan has given Reich tax receipts for 1932-38 on p. 320 in The Nasi Economic 
System (1944). 


Tase IL.—Vazious GERMAN Taxes AND RECEIPTS FOR THE Fiscat, YEARS 
BEGINNING APRIL 1, 1938-1944 





Total Receipts (billion marks) 





Types of Tax* 


1. Tax upon income (a+b+c+tax 
- upon returns upon investment) 
a) Tax upon wages (retained before 


ho 


payin 

b) Assessed income tax 

c) Additional war tax upon income 
(only 1939-40) 


wn 


. Corporation tax 

. Tax upon property 

. Turnover tax 

Taxes upon stock exchange 
: Taxes on transport 


SCOwow nN we 
MNOM 








. Total income and business taxes? 
(1-6) 


"NS ANP whd 


8. Tobacco tax 
9. Beer tax 
10. Additional war tax upon retail price 
of tobacco and heer 
11. Sugar tax 
12. Customs duties 


13. Total excise taxes and customs® 
(8-12) 





14. Total tax receipts (net) 


15. War contribution (states, provinces,| . 
communities, etc.) 

16. Redemption of real estate tax 
(raised because of currency infla- 
tion and tax on trade 1943-1944") 


17. Total tax receipts! 17.8 | 25.6 | 29.5 | 33.7 | 44.1 





* Totals include only the taxes collected from areas which were a part of the Reich prior 
to April 1, 1938; Austrian tax receipts included for the period 1939-44, 

b The amount which item 7 exceeds the sum of items 1 through 6 is the sum collected from 
the miscellaneous business taxes. 

° The amount which item 13 exceeds the sum of items 8 through 12 is the amount collected 
from miscellaneous excise taxes. 
å Breakdown not available. 

° The amount included under item 15 represents largely the return to the Reich by local 
governmental units of their quotas of various taxes. This, of course, results in double counting. 
The redemption of the tax on real estate was assessed by the states, and the tax on trade was 
assessed by the communities, ` 

f Statistics on tax yields taken from Ostrow’s “Preliminary Study of German Government 
Finance,” pp. 197-199. Vol. I of Preliminary Report on Selected Financial Laws. Decrees and 
Regulations by Clifford J. Hynning of the U.S. Treasury. Data are for fiscal years 1938, 1939, 
1940. 

Source: See footnote 1 and Teble I source. 
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lion marks, to 34.4 billion marks, an increase of 93 per cent. The elastic- 
ity of the German personal income tax proved to be considerable. In 
fact it provided the Reich tax system with the required responsiveness. 

The corporation and personal income taxes totaled 7.8 billion marks 
in 1938, a year in which the total Reich tax receipts equalled 17.8 billion 
marks. Thus in 1939, 10 billion marks were raised in taxes from sources 
other than the corporation and personal income tax. In 1943, corpora- 
tion and personal income taxes equalled 20.1 billion marks and total tax 
revenues 34.4 billion marks. This was a yield from other tax sources of 
14.3 billion marks, and an increase of 43 per cent over that of the pre- 
war 1938 figure, as compared with an increase for the same perio’ of 148 
per cent in income tax receipts. 

The greater stability of the Reich tax sources other than corparaton 
and personal income taxes was to be expected. It was not expected, 
however, that revenue receipts arising largely from the sale of goods and 
services would be maintained after the strict rationing had been put into 
effect and after considerable damage had been inflicted on many of the 
Reich’s principal cities. 

The increase in the revenue received from these other taxes (other 
than income and corporation taxes) arose largely from rising revenues 
from the turnover tax.and from the increased taxes on tobacco and beer. 
Customs duties, of course, showed a marked decrease. The downward 
trend in customs receipts continued steadily from 1938 to 1944, falling 
from 1.8 billion marks in 1938 to .6 billion marks in 1943. 

The Nazi government during the progress of the war developed very 
few additional sources of revenue. One new source of revenue was the 
contributions made by states, provinces, associations of communities 
and communities to the Nazi central government from funds raised from 
local taxes and voluntary citizen contributions. These are extraordinary . 
revenues and, being to a certain extent Reich obligations to repay, were 
not included in the above analysis. An additional source of funds to the 
Reich which became available in 1942 and continued to the end of the 
war was the redemption of the tax on real estaté (capitalization of house 
rent tax).® After the inflation of World War I the German government 
levied a tax upon persons who had paid off the mortgages on their homes 
by the use of the highly inflated mark. In 1942 the Nazi government 
capitalized this annual income which again permitted the repayment of 
these mortgages in inflated money. This action brought in 8 billion 
marks in 1942 and 3.7 billion marks in 1943 and 3.3 billion marks in 1944. 
This revenue arose to a certain extent as the result of the sale of an asset 
and is not a tax revenue in the ordinary sense although the original ac- 


* The 1943 and 1944 figures also included return to the Reich of the local tax on trade. 
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tion of the German government in fixing these new liabilities after the 


World War I inflation was similar in some respects to a tax which vari- ` 


ous countries have levied at times and called by dergoi names, some- ' 


times an “unjust enrichment tax.” 
The turnover tax (general sales tax) rates remained the same through- 


‘out the period 1938-44. The receipts from this tax may, therefore, be 


used as a basis for estimating economic activity inside Germany.’ How- 
ever, economic analyses based on 1944 German tax data are impossible 


for no attempt was made to reassess taxes and taxpayers were merely . 


held liable for the tax which they paid in 1943. 

In retrospect the most interesting economic analysis afforded by these 
tax data is the degree to which they indicate Germany’s success in con- 
trolling the inflationary pressures of war. Briefly this is best accomp- 
lished by comparing tax collections of 1940 and 1943, which indicate 
wage and retail purchase data. The tax rates for these two years were 
practically the same but the economy of the Reich had changed from 
one able to provide its citizens with an abundance of the necessities of 


life to one that was having difficulty maintaining the requirements basic , 


to a going economy. 

The portion of the German personal income tax which is withheld 
(for the purpose of this discussion it can be considered a tax of uniform 
rate upon wages) increased from 3.0 billion marks in 1940 to 5.0 billion 
marks in 1943. The rate of deduction is estimated to have risen very 
little with the increase in gross weekly earnings—perhaps from 14 per 
cent to 15 per cent.® Moreover, the number of persons employed did not 
increase greatly from 1940 to 1943. Portions of the native German labor 
force taken into the army were largely replaced with foreign labor who 
were also subject to the wage tax. The higher wage tax rate applicable 
to Eastern workers (Poles and Russians) was roughly counterbalanced 
by the lower wages paid these laborers.” Because of these relationships 
the increase of 66 per cent is significant and certainly indicates that even 
a dictatorship finds it impossible “to follow a hold-the-line wage policy.” 

During the same period that the receipts of taxes on wages were show- 
ing such a substantial increase, the total of the various German excise 


7 Briefly the turnover tax was 2 per cent upon all sales of goods and professional services. 
The tax was paid at each step of production. It was not, however, paid by the wholesaler. 
Imports and exports were exempt as were the wholesale exchanges of raw materials such as 
cotton, fuel, gasoline, milk, etc. House rent, water, gas, electricity, and heat were also exempt. 
The rate was only 1 per cent in the case of the sale of agricultural products. The rate was in- 
creased to 24 per cent if the sales of a single firm during the previous year were greater than 
1,000,000 marks, The tax is payable quarterly. See Business Week, September 20, 1941, p. 80. 

8 Exploitation of Foreign Labor by Germany, Study Series C, No. 25 (Internat, Lab. Office, 

1945). 
* Ibid., pp. 55, 61-64, 118-20. 
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tax receipts was decreasing from 7 billion marks to 6.6 billion marks. 
The receipts from these two taxes provide a fairly accurate indication of 
what was going on inside Germany. Money was increasing in abundance 
while consumable goods were decreasing but because of strict German 
price control this situation did not develop into a rapid price rise.!° The 
excess funds available to German workers went into the numerous Ger- 
man savings institutions who in turn made the funds available to the 
ever-hungry German war machine. 


German Budgetary Iiems 


The budget of the Reich for the years 1938 through 1944 is given in 
Table III. This abbreviated German budget provides the basic data 
needed to understand the way in which Germany financed the war. 

TABLE III.—-GERMAN BUDGETARY ITEMS FOR THE FISCAL YEARS 


BEGINNING APRIL 1, 1938-44 
(in billions of marks) 














Receipts and Expenditures 








m 


. Total tax receipts 
2. Less quotas to states 


3. Net tax receipts 





4. Borrowings 


5. Total internal government re- 
ceipts 


. Ordinary expenditures 
. War expenditures 

. Interest on public debt 
Amortization of debt 





OPNA 





10. Total expenditures 





11. Amounts obtained from con- 
quered nations and secret bor- 
rowing. (Item 10 minus item 5) 








Source: See footnote 1 and Table I source. 


The tax receipt figure as given in Table II must be reduced by the 
grants made by the German central government to the states, to arrive 


10 Kuczynski, R. R., writing from Berlin in 1923 states that from 1914 to 1918 the German 
government raised 18.2 billion marks by taxation and borrowed 98.2 billion marks of funded 
debt. There was an additional floating debt of 48 billion marks. Therefore, of the total ex- 
penditures of tbe German government during the 1914-18 period (164.4 billion marks), only 
a little over ten per cent was obtained from taxes. Journal of Political Economy, Vol. 31 (1923), 
pp. 781-83. en 
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at a net tax receipt figure. To this is then added fiscal year additions to 
the debt of the German central government to arrive at a total of central 
government internal receipts. The proportion of total expenditures 
which were financed by tax receipts is obtained by dividing item 3 by 10 
of Table III, with the following result: . 


1938 1939 1940 1941 1942 1943 1944 
Per cent 84.0 45.4 35.8 30.4 31.6 20.9 16.2 


War expenditures increased continually from the beginning of hos- 
tilities until final defeat. Over four times as many marks were spent to 
fight the losing battles of 1944 as were spent to equip the Reich war 
machine and win the great victories of 1939." The greatest relative in- 
crease of war expenditures came in 1939 and 1940. The increase experi- 
enced between 1943 and 1944 is the smallest of the war period. Even 
at that late date, however, when it would be expected that Germany 
was completely mobilized for war, there was an increase of 17 billion 
marks or about 13 per cent. 

The final annual total of German war expenditures of 140 billion 
marks (56 billion dollars) meant a per capita expenditure of approxi- 
mately 1,750 marks ($700, population 80,000,000) which represented an 
enormous effort. However, the importation of large quantities of slave 
occupation: labor and collections from conquered nations destroy any 
meaning which might be possessed by a per capita comparison of the ~ 
German effort with that of the United States or Great Britain.” 

The ordinary expenses of the German government increased greatly 
from 1938 to 1939 (war expenditures were undoubtedly included as 
ordinary expenditures) and then showed a sharp decline, though they 
never again reached the low of 1938. The gradual rise of ordinary ex- 
penditures indicated in 1943 and 1944 represented the increase in the 
German cost of living and the additional expense arising from the use 
of inexperienced help. The rapid increase in the quotas granted to the 
states are expenditures required to aid the local governments in bombed- ` 
out areas and are therefore indirect war costs. 


n Estimated that 12.3 billion marks of the greatly increased ordinary expenditures of 1939 
were actually war expenditures. Estimate based on assumption that ordinary expenditures in 
1939 were the same as of 1938. 

12 Total German war expenditures were 514 billion marks plus about 12 billion marks for a 
total of 526 billion marks (210.4 billion dollars) for the period 1939-44, 

13 By the end of 1942 foreign workers (including prisoners of war) represented 17 per cent 
of those employed in industry in Germany, Ith Annual Report of Bank for International Set- 
Hemenis (1943), p. 7. 

H“ Table HI, item 6. 

15 Table ITI, item 2. 


Ñ 
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Funds Obtained from Foreign Areas 


The comparison of the total internal receipts from taxation and bor- 
rowing with total expenditures, as shown in Table II, indicates a grow- 
ing disparity throughout the war period. As a percentage of total 
governmental expenditures this difference, obtained by dividing item 11 
by item 10 of Table IHI, is as follows: 


1938 1939 1940 1941 1942 1943 IIA 
Per cent 00.0 31.9 36.4 28.3 24.6 39.9 38.5 


It can be assumed with considerable confidence that, during the early 
TABLE IV.—CLEARING Funn BALANCES AND Occupation Costs as OF DECEMBER, 1944 








(in millions of marks) 
Clearing Fund Occupation 

Balances Costs 
France 8,532 30,000 
Belgium 5,4115 5,700 
Netherlands 4,900 8,000 
Denmark 2,670 (°) 
Hungary 804 
Croatia 1,052 
Bohemia and Moravia 500° 
Slovakia 632 
Norway 6,000 
Greece : 4,000 
Rumania 1,126 
Switzerland 686 
Serbia 553 
Italy 147 
Bulgaria 1,500¢ 
Spain 108 
Others 73 

Total 28,694 53,700! 





a Estimated balance, nearly exclusively of direct investments of the Netherlands Central 
Note Bank in German securities. 

> Includes 1,250 million marks for occupation costs. 

° Estimated balance, nearly exclusively of direct investment of Central Bank in Reich 
securities. 

4 Estimated balance, nearly 50 per cent of which consists of treasury notes (Bulgarian 
treasury notes in terms of German marks) purchased by the Bulgarian National Bank for its 
balances. 

* Already included in clearing balances, 

í Incomplete. 

Source: See footnote 1 and Table I source. 


years of the war, the above percentages were the portion of total Ger- 
man central government expenditures which were met from payments 
received from conquered areas. This assumption can not be made with 
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Y 


such certainty for fiscal years 1943 and 1944. In fact, it is quite probable, 
for example, that a large portion of the 67.8 billion marks differential 
indicated in 1944 consisted o secret borrowing from German internal 
sources. 

The subtraction of the taia of clearing fund balances and occupation 
costs for Western Europe and the Balkans, given in Table IV, (82,394,- 
000,000 marks) from the total of the differentials reported in Table ITT, 
item 11 (233,500,000,000 marks) provides an estimate of the amounts 
obtained from occupation exactions from Poland and Russia. This re- 
mainder (151,106,000,000 marks) should be deflated by an estimate of 
the amount of German government secret borrowing. As is indicated on 
p. 133 the writer would decrease this amount by about 93 billion marks, 
giving a net contribution by Eastern Europe of about 58 billion marks. 

Though German data relating to the collections made from the con- 
quered areas of Eastern Europe are not available, data are available 
regarding sums obtained from the Balkans and Western Europe. The 
statistics gathered by the Statistisches Reichsamt show that the amount 
collected in this manner amounted to over 82.4 billion marks by the end 
of 1944. France, Belgium, and the Netherlands contributed about three- 
fourths of this huge total. 

The distribution of the clearing claims and the garrison a by 
country for the period of the war is shown in Table IV. An interesting 
relationship shown by these data is the comparatively large’ contribu- 
tions made by Belgium, Holland, Norway, and Greece. The total con- 
tribution made by these countries very nearly equals that of France. 

These data can be considered inaccurate to the extent that Germany 
looted the countries occupied. Looting of the cruder type, actually tak- 
ing the physical good, was particularly important in regard to all types 
of rolling stock; from small family automobiles to busses and railway 
locomotives. The data are also inaccurate to the extent that Germany 
was able to force the countries with which she traded to accept pay- 
ments that would have had considerably less value upon a free market 
than that which was assigned by the German Ministry of Economics., 
The extent to which Germany obtained financial aid by resort to these 
practices, although considerable, will always be largely a matter of per- 
sonal estimate. 

An interesting feature of the clearing balances due the various coun- 
tries is the seemingly small contribution which the Balkan satellites 
made to the nazi war machine. Another point worth noting is that 
Sweden’s name is not included in the list of countries having clearing 


- claims against Germany, nor is Finland’s. These appear, however, to be 


the only countries within the German sphere of influence which were so 
fortunate. In the case of Luxemburg the country was included within 
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the Reich, so that clearing balances did not develop as a result of their 
mutual trade. This was also true of Sudetenland, Austria, Alsace Lor- 
raine and a few other smaller areas.1® 

The total of 82.4 billion marks is a considerable sum which was largely . 
paid over a five-year period. This contribution represented over 6 billion 
dollars a year, or, if it is assumed that the total amount was secured 
during the périod 1940 through 1944, which is approximately true, it 
represented about 17 per cent of the total nazi war expenditures for 
those years. 

The per capiia wealth of France, Holland, and Belgium is fairly equal. 
The approximate per capita contributions of these three nations, how-- 
ever, varied considerably. The per capita assessment of France was $367, 
Belgium $536 and The Netherlands $560.17 Norway, a much poorer 
nation, made a per capita contribution of approximately $800 for the 
support of German troops garrisoned there during the period of the 
occupation. These additional expenses were a considerable drain upon 
the slender resources of nations which had already been subjected to 
the ravages of modern war and in addition had had their international 
. sources of wealth and income largely cut off. 


German Debt 


The total outstanding indebtedness of the Reich, omitting secret bor- 
rowing, rose from 30.9 billion marks on March 31, 1939, to 381.1 billion 
marks (152 billion dollars) on April 30, 1945. Interest costs at the end 
of the war amounted to 11.4 billion marks or about 40 per cent of 1944 
net tax receipts of the German central government. This was a huge 
interest burden but represented an average interest rate of only three 
per cent. The methods used by the Nazis to obtain borrowed funds is 
summarized in Table V. 

Secret Borrowing. In November of 1945 German fiscal experts esti- 
mated that 20 billion marks of secret borrowing was accomplished be- 
tween December 31, 1944, and April 30, 1945, and this estimate is 
shown in Table V. They were, also, of the opinion that no secret borrow- 
ing took place prior to December 31, 1944. Recent data that have been 
received in Frankfurt by occupation authorities indicate a considerably 
higher total. Certainly nazi military and government leaders indulged 
in all types of immoderate fiscal practices during the last hectic days of 

4 Perhaps the greatest financial loss suffered by the citizens of Luxemburg was that the 


savings banks were forced to invest their accumulated deposits in German bonds which are 
now worthless. See the Luxemburger Wort during the month of October, 1944. 

17 The figures quoted by M. Robinson vary some from the above but not greatly. To quote, 
“Occupation costs and balance of trade was much greater in Holland, Belgium, and Norway 
than in France, amounting in Holland, for example, to about $700 as against $320 in France” 
Quarterly Journal of Economics, November, 1945, p. 15, 
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the war. It is believed that most of the secret borrowing arose through 
confidential arrangements made between thé government and large sav- 
ings institutions and great German industrial firms. 


TABLE V—GeERMAN DEBT By Types 1939-45 





























(in billions of marks) 
The Debt of the Reich 
I. Old indebtedness before April 1, 1924 eal 

H. New indebtedness : 3 
Foreign debts : 1.2} 1.2 
Internal debts ‘9133.8191.9269 .81376.1 
1. Long-term and middle-term 66.9| 88.3]115.7/139.4 
a, Long-term 63.9) 85.41112.81136.6 

Loans, registered claims to 
the government and others 30.0} 39.6} 51.3) 63.2 

Interest-bearing treasury 
certificates 33.9] 45.9) 61.5] 73.4 
b. Middle-term 3.0} 2.9) 2.8) 2.8 
2. Short-term 669/103 .5]154.2/236.7 

a. Number interest-bearing 

' treasury certificates 35.1] 57.5)144.5/102.7 
b. Reich’s treasury bills 26.0} 37.3 123.8 
c. Other short-term debts 5.7; 8.8} 9.7} 10.2 
Total of I and IL 137 .6|195 .6|273 .4)379.3 

Loan liquidation debt lottery without drawing 





tight, flotation purchase of savings credit cer- 




















tificates, etc. 2.1] 1.9) 1.8 
Reich’s credit bank 3} 7.8) 8.8 9.2 
Estimated amount of credits kept secret 20.0 
Mee Nh 








Source: The amounts estimated by financial experts in Berlin. Recent evidence would favor 
a higher figure. See page 133 for this writer’s estimate based on a larger estimate for secret bor- 
rowing. The 18h Annual Report of the Bank for International Settlements, p. 203, summarizes 
substantially similar Reich debt data for the years 1938-43. Also, the 15th Report, p- 78, 
estimates the German debt at war’s end at 400 billion marks. 


The possibility of nazi secret borowing is borne out by the increase 
in amounts reported in the Reich budget as paid out for interest in 1944 
over that of 1943. The increase in interest payments is reported to be 
4.8 billion marks or an increase of 72 per cent. A 72 per cent increase in 
the Reich debt from 1943 to 1944 would bring the total debt at the end 
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of fiscal year 1944, up to 473 billion marks (189.2 billion dollars) instead 
of the 380 billion marks reported.¥® 

It appears that the Statistisches Reichsamt data relating to Reich 
debt are approximately accurate up to the last year of the war, but 
then considerable irregular borrowing took place. By this time the nazi 
leaders had apparently decided that conditions were so critical that the 
effects of excessive borrowing would be unimportant when compared 
to the military holocaust into which they had already led the nation. 

If the conservative figure of 473 billion marks is taken as the total 
German national debt, the amount would not be unbearable if Germany 
at the war’s end were still a going economy (similar in condition to 
Belgium or France), but such is not the case. The German total national 
income, which was estimated at over 100 billion marks in 1945, will not 
exceed 60 billion marks during any forseeable future period. A debt 
which is eight times a nation’s total national income is larger than can 
be serviced. Interest payments alone on a debt this size would amount 
to about 25 per cent of the German total national income. 

Type of Debt. As the war progressed German government borrowing 
shifted in character. This was true of all the belligerents but not to the 
extent it was evidenced in Germany, where even secret borrowing was 
entered into during the last phase. 

Reich long-term debt increased from 18.7 billion marks in 1939, which 
was 61 per cent of the total debt, to 63.9 billion marks in 1942, 46 per 
cent of the 1942 total, to 112.8 billion marks in 1944, which was then 
41 per cent of the total debt. This trend toward the use of short-term 
credit was speeded up during 1944 and 1945 so that on April 30, 1945, 
the long-term debt was 136.6 billion marks when the total debt was not 
less than 400 billion marks or 34 per cent of the total debt.’ 

_ Avery great increase was made in the use of treasury certificates and 
treasury bills as a method of financing the war. In 1938 treasury cer- 
tificates outstanding amounted to 9 per cent of total debt, and treasury 
bills to 2 per cent; by the end of the war they amounted to 27 per cent 
and 32 per cent of total debt, respectively. In addition it is quite likely 
that most. of the secret borrowing was achieved with this type of credit 
instrument. 

Conclusion 


The Nazis, except for one major difference, financed their war largely 
by the utilization of the same conventional fiscal methods as were used 


18 A larger estimate of the debt at the end of the war of from 675 to 800 billion marks is 
reported in the New York Times, January 28, 1946, p. 3. The German central government’s 
internal debt at the end of World War I was about 146 billion marks. 
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by the democracies. In addition to internal sources Germany obtained 
extensive funds from conquered peoples. Nevertheless, it was the Ger- 
man population which had to bear most of their government’s war costs 
through tax payments and purchase of government credit instruments. 
Up to the last two years of the war Germany’s record.in meeting war 
expenditures from taxes was comparable to that of Great Britain and 
the United States. As the war progressed, however, the percentage of 
total war costs met by taxes showed a decrease in Germany which was 
not evidenced in the principal Allied countries. 

The Nazis did not make extensive increased use of excise taxes. This 
was closely related to their greater reliance upon price control and ra- 
tioning and their desire to create the impression among the masses that 
war could be paid with the loot and collections obtained from con- 
quered areas. 


COMMUNICATIONS 


Marginalism, Minimum Wages, and Labor Markets 


Eprror’s Nore—At the suggestion of the editor, Professor Lester combined a reply to the 
criticisms of Professor Machlup in the latter’s article, “Marginal Analysis and Empirical 
Research” (American Economic Review, September, 1946) with an originally separate com- 
ment upon Professor Stigler’s article, “The Economics of Minimum Wages” (American Eco- 
nomic Review, June, 1946). Rejoinders by Professor Machlup and Professor Stigler follow 
Professor Lester’s statement. 


Two recent papers! in the Review raise the question whether marginalism 
suffers more from its admirers or its critics. Professor Machlup’s admissions 
and inclusions leave the doctrine weak and distended. Professor Stigler’s 
strict application of “pecuniary” marginalism to the labor market, for which 
it is il suited, exposes it to further discredit. Comment will be made first 
on Professor Machlup’s paper, which embodies criticisms of my article in, 
the March issue of the Review.? 


I 


Professor Machlup recognizes that marginal analysis of the single firm 
can rightly rest only on business men’s “subjective estimates, guesses and 
hunches”? as to cost and revenue, emphasizes that historical antecedents 
are important “in the determination of product, output, employment, and 
prices,’ states that “it is not impossible that [non-pecuniary] considera- 
tions [operating independent of the principle of maximization of money 
profits] substantially weaken the forces believed to be at work on the basis 
of a strictly pecuniary marginal calculus,’”® and admits that “we do not 
know” how much “possibly important qualifications’ may modify the 
results of marginal analysis of the single firm.* Unfortunately such admis- 
sions and confessions of ignorance seem to be conveniently forgotten 
throughout most of the remainder of his paper beginning with “B. Marginal 
Productivity and Cost of Input,” except for the following statement: 


1 Fritz, Machlup, “Marginal Analysis and Empirical Research,” Vol. XXXVI, No. 4, Pt. 1 
(Sept., 1946), pp. 519-54 and George J. Stigler, “The Economics of Minimum Wage Legisla- 
tion,” Vol. XXXVI, No. 3 (June, 1946), pp. 358-65. 


2 Comment on Professor Stigler’s paper was in a preliminary stage and mentioned to the 
editor of the Review prior to receipt of any word of Professor Machlup’s paper. 


3 American Economic Review, Vol. XXXVI, No. 4, Pt. 1, p. 522. 
4 Thid., p. 521. 

£ Ibid., p. 527. Cf. also p. 533. 

ë Ibid., pp. 527-28. Cf. also p. 520. 
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“But nobody, to my knowledge, has ever undertaken to construct from 
actual data a marginal net revenue productivity curve for a given type of 
labor employed by a firm. The difficulties are too formidable and since the 
raw material for the calculations could not come from any records or docu- 
ments but merely from respondent’s guesses of a purely hypothetical na- 
ture, the results might not be much more ‘authentic’ than the schedules 
made up by textbook writers for arithmetical illustrations.” 


Professor Machlup points out that marginalist theory “has developed 
gradually over a period of more than a century.”! During much of the past 
half century it has flourished throughout the Western world. Yet, strangely 
enough, Professor Machlup points to no systematic investigation that sup- 
ports the validity of marginalism in the field of modern manufacture. His 
paper consists merely of assumptions, presumptions, theorist’s contentions, 
possibilities, statements of need for investigation, analogies to driving and 
parking automobiles, and criticisms of the empirical research carried on 
by others, 

In criticizing the methods, interpretations, and results of others, Professor 
Machlup offers as “the only possibility for a fruitful empirical inquiry” 
use of “the more subtle technique of analyzing a series of single business 
decisions through close personal contact with those responsible for the 
decisions.”® Seemingly the interviewer would have to be present at the 
very time each decision is made as Professor Machlup distrusts general re- 
plies or answers from memory.’ In view of what he says about business men 
deciding by “guesses” and “hunches” and replying to question by “ra- 
tionalizations,”4 the interviewer presumably would have to be a combina- 
tion Machlupian marginalist and psychoanalyst of the proper school in 
order to make certain that he would correctly “disentangle actual from 
imaginary reasons” and “separate relevant from irrelevant data.” The- 
result would be unverifiable material of the most questionable character. 

That my methods and data were crude and imperfect I readily admit. 
Indeed, I did so, stating that some of my material could be attacked on a 
number of the grounds that Professor Machlup details. My methods, how- 
ever, had the advantage of providing data directly from business execu- 
tives, unscreened and unrefined by the “ingenuity” of a “subtle” analyst, 
and everything I did was out in the open. The executives were simply 
asked for factual material (e.g., on unit costs, labor-to-machinery mix, etc.), 
or the relative importance of different factors in the firm’s employment, or 
the adjustments the firm would make to a given change. The questions did 
not deal with motives; hypothetical situations were included; the experi- 


1 Ibid., pp. 547-48. 

5 Ibid., p. 520. 

* Ibid., p. 538, footnote 23 and text to which the footnote refers, 

10 Tosd., pp. 537 and 544. 

u Ibid., p. 537. 

2 Ibid., p. 538. 

13 Cf., for example, p. 81, “Shortcomings of Marginal Analysis for Wage-Employment 
Problems, American Economic Review, Vol. XXXVI, No. 1 (Mar., 1946). 
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ment could be repeated with any desired modifications; the questionnaire 
contained cross-checks; and various parts of the two questionnaires afforded 
a broad, many-sided basis for conclusions. Substantiating data in other 
studies were also cited. Professor Machlup’s critical comments are directed 


at one questionnaire, although he mistakenly thinks that he is dealing with - 


three questionnaires, which may help to explain why so much of his criticism 
miscarries,' 

Piecemeal criticism of .the one questionnaire, question by question, not 
only misses the over-all, composite results but is unfair where one question 
is criticized for not providing the type of test embodied in one or more of 
the succeeding questions to. which the same group of firms replied. For 
example, Professor Machlup criticizes the first question for not asking for 
“the effects of variations of each factor separately while the others remain 
unchanged.’ That was done in one of the succeeding questions where a 
wage increase narrowing the firm’s Southern differential for comparable 
jobs by 50 per cent relative to the wage rates paid by its Northern com- 
petitors was postulated. To that question Professor Machlup comments that 
part of the results support marginalist contentions (neglecting to mention 
that a significant part is contrary to such contentions) and that the an- 
swers “may not mean much.”! Throughout most of his paper he insists 
that the relevant data about a firm’s costs are not what objective investiga- 
tion might reveal them to be but what the business executive making 
decisions in the firm thinks they are. When, however, such executives spe- 
cifically indicated exactly how they thought their unit variable costs varied 
with output, Professor Machlup remarks that the results are “somewhat 
questionable” because they fail to conform to his presuppositions.’ The 
chameleon-like character of his criticisms is perhaps understandable if one 
bears in mind his dogged insistence that “the only possibility for fruitful 
empirical inquiry” into the validity of marginalism is the method already 
commented upon which he himself suggested in an article published in the 
Review in 1939. 

The basic issue betwen Professor Machlup and me can be simply stated. 
According to Professor Machlup, “the business man” in deciding “how 


M Professor Machlup repeatedly refers to “questionnaires” when only one questionnaire is 
involved and uses the following headings for his discussion: “Questionnaire on Employment,” 
“Questionnaire on Variable Costs,” and “Questionnaire on Adjustments,” whereas actually 
his comments are only on parts of one questionnaire. 

It is rather disconcerting to find Professor Machlup implying that I said some things that 
actually I did not say. To cite only the first of numerous instances of misrepresentation, com- 
pare the text to which Machlup’s footnote 6 on p. 524 refers and p. 181 of my Economics of 
Labor (1941). 

U American Economic Review, Vol. XXXVI, No. 4, Pt. 1, p. 549. 

18 Thid., p. 553. 

17 Fbid., p. 551. In stating that the business men’s answers are “somewhat questionable,” 
Professor Machlup implies that all of them should have answered the question on the basis of 
continuous utilization of equipment for 24 hours a day, which completely overlooks necessary 
differences in shift schedules for such reasons as the nature of the business, the location of the 
firm, and the attitude of employees. Comment on the matter of “plant capacity” is contained 
in footnote 19. 
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many to employ” does so according to the principle of equating “marginal 
net revenue productivity and marginal factor [labor] cost.” The business ` 
man “would simply rely on his sense or his ‘feel’ of the situation”; he “would 
‘iust know,’ in a vague and rough way, whether or not it would pay him to 
hire more men” or to lay off some workers.!® In his numerous statements of 
this “principle,” which he claims is the basis of company employment 
policy, Professor Machlup makes no reference to his preceding : admissions 
concerning the possible importance of historical antecedents, ‘“non-pecu- 
niary considerations,” etc. 

My position is that variations in the total volume of employment in a 
modern manufacturing plant already constructed are primarily the result 
of actual and anticipated changes in the volume of sales or orders for the 
products of the plant and that employers, for such reasons as those I gave, 
do not think or act in the labor market in terms of equating marginal net 
revenue productivity and marginal labor cost. As my data indicated, em- 
ployers generally seem to believe that unit variable cost (and, judging from 
numerous interviews, particularly unit labor cost) increases significantly as 

_ the scale of operations of a plant declines from 100 per cent of plant capacity, 
but, I contend, the alterations in unit labor cost (and presumably marginal 
labor cost) that accompany decreases in the rate of plant operation do not 
themselves cause, or result in, any change in plant employment. And 

° changes in the scale of plant operations can hardly be explained by mar- 
ginalism where, say, product prices and demand elasticities remain un- 
changed with variations in actual or anticipated demand and the plant 
operates under declining unit variable costs up to 100 per cent capacity. 

Data I presented in my paper indicated that Southern business execu- 
tives in highly competitive industries believed that their unit variable costs 
increased considerably with a drop in the scale of operations of the plant 
from 100 per cent to 70 per cent of plant capacity.1® For all 33 firms the in- 
crease averaged about 25 per cent and for a number of firms it was 35 
per cent or more. If business men think that their unit variable costs (to 
say nothing of their overhead costs per unit) change in that fashion, I 
submit that it is extremely difficult to explain both the wide variations that 

„occur in the scale of plant operations and the size of the average deviation 
from 100 per cent plant capacity that occurs over say a decade (especially 
in plants producing articles not carrying the producer’s brand names) on 
the assumption that business men adjust their rate of operations according 
to the principle of maximizing money profits by equating “marginal net 
revenue productivity” and “marginal factor cost” over the long or short 
run. Such data, I contend, indicate that, on the contrary, the volume of 


18 Ibid., p. 535. 

1 Plant capacity was not defined, and definition was not necessary for the purposes I had 
in mind. Professor Machlup apparently misses the point in complaining that I should have 
utilized one of the different definitions of capacity used by economic theorists, Actually most 
of the business men I have talked with seem to think of plant capacity as the maximum daily 
or weekly output that can be obtained with existing equipment and a “full crew” of workers 
under the regular shift schedule . Use of one of the definitions Professor Machlup suggests would 
only HONE been confusing and fruitless. 
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output and employment in the individual firm generally varies simply and 
directly with the volume of present and prospective demand for products 
of the plant. (Note that throughout this paper the discussion is in terms of 
modern manufacturing plants already equipped and not in terms of simple, 
handicraft operations or agriculture, which constitute the basis for so much 
marginalist reasoning.) 

Let us take some examples based on actual experience in industry. Many 
firms have raised their wage rates by 10 or 15 per cent for purely local 
reasons—such as the location of a new high-wage plant in the same small 
community, the threat of union organization in the plant, negotiation of 
the first union contract following organization, etc——that have no effect 
on all the other plants in the industry. Under the circumstances, the firm 
generally can be fairly certain (at least that was true up to 1946 in Southern 
plants in the industries to be mentioned) that such an independent wage 
increase would mean, usually for many years and often indefinitely, an 
increase of approximately that amount in its wage level relative to the 
scales of wages paid by practically all of its competitors. Suppose, as has 
frequently been the case, the company so affected is a Southern cotton mill 
spinning yarn for sale to weaving mills or weaving cloth for the grey goods 
market, or a full-fashioned hosiery mill in the South making hosiery for the 
grey goods market. All the products are undyed, unbleached, unbranded, 
standard items in a highly competitive industry characterized by large 
numbers of small firms.?? 

When, as has repeatedly happened, the wage rates in that one plant or 
firm alone rise by 10 or 15 per cent, what is the employer supposed to do 
according to marginal analysis? Does he ask himself what parts of his work 
force now cost him'more than they are “worth to him’’?# Does he, at the 
time the wage increase is definite or shortly thereafter, make or have a 
“subjective estimate” or “hunch” about the number of workers whom he 
will discharge because now they do not “pay for themselves?’’?? And on the 
basis of such a “subjective estimate” or “hunch,” influenced presumably by 
both short-run and long-run considerations, is the employer supposed to 
schedule the appropriate number of discharges? Or is the employer supposed 
to start on a ‘‘doseing” process, reducing his work force one or two at a time 
until he finds the number that “in a vague rough way” again ‘‘equates 

marginal net revenue with marginal factor cost?” Are these the ‘“‘adjust- 


% The conditions, therefore, are that the relative change in the firm’s wage scale is confined 
to the firm, is expected to be maintained for some time, and has no noticeable effect on product 
prices. Professor Machlup states (p. 548) that whether an employer has foreseen the wage 
change or is surprised by it and whether he reacts quickly or slowly to it may also cause the 
effects of the wage change to be “very different.” It is, however, difficult to see why such vari- 
ables should cause a significant difference for more than an extremely brief period of time 
in cases such as the ones under consideration. The firms could be differentiated on the basis of 
whether the independent wage increase was forced by local labor market conditions, by the 
threat of union organization, or by collective bargaining after organization, but it is doubtful 
whether significant differences would be revealed by such differentiation. In each case, 
the independent wage increase was forced on the employer. 


n American Economic Review, Vol. XXXVI, No. 4, Pt. 1, p. 532. 
2 Loc. cit. 
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ments” that Professor Machlup has in mind when he says that marginal 
analysis explains “what kind of changes may cause the firm... to reduce 
employment?’’™ 
From talking with a number of Southern manufacturers who have volun- 
tarily granted (or been forced to grant) independent wage increases for 
reasons such as those mentioned above, I state that they do not adjust to 
the higher wage scale in any such manner. I am confident that the records 
for a group of Southern firms during the period of a year beginning with the 
month prior to the date that the independent wage increase became definite 
at each plant will show that, as a group, their employment did not decline 
relative to employment in the rest of the Southern plants in their respective 
industries.“ I am also confident that most of the Southern employers who 
have been so situated, or who may be in the future, will state unequivocally 
that, around the date of such wage increases or shortly thereafter, they did 
not and normally would not engage in any “subjective estimates” or 
“hunches,” based on short-run and long-run considerations, of the number 
of employees that they would have to discharge or the amount by which 
they would reduce their output or working force. And I doubt thatall the 
“subtle” analysis and “ingenuity” of a marginalist in “close personal con- 
tact” with such business men (even if he calculates “money equivalents” 
for their personal satisfactions and dissatisfactions or desires and fears, and 
"adds such “equivalents” to or subtracts them from the firm’s marginal 
revenue and marginal cost curves as Professor Machlup mentions*), will 
make them change their answers to correspond with the contentions of 
marginalists.% They will not, I aver, claim that they rather consistently 


z Ibid., p. 521. 

% Note is taken of Professor Machlup’s contention (p. 548) that “statistical studies in 
the relationship between the wage rates and employment in large samples of individual firms 
or industries would be nearly useless because we have no way of eliminating the simultaneous 
effects of several other significant variables, especially those of a psychological nature.” As 
already indicated in footnote 20, the practical effects of the psychological variables he lists 
would be largely eliminated by the conditions and methods described in the text. Presumably 
Professor Machlup would, however, continue to insist that this method is the only way to skin 
the cat and that “statistical investigations of the wage-employment relation of individual 
firms are not likely to yield useful results”—at least not useful for his purposes. 

3 Ibid., p. 526. By considerable “ingenuity” Professor Machlup (p. 552) accuses me of 
arguing two ways. I could comment at some length on his own ambidextrousness in including 
all sorts of nonpecuniary considerations under marginal analysis of the business firm and in 
admitting lack of knowledge of “the nature, strength and effects of non-pecuniary considera- 
tions in business behavior” while insisting that “Not much depends on whether non-pecuniary 
considerations of the business man are translated into money terms or, instead, treated as 
exceptions and qualifications in the explanation of typical business conduct” (pp. 526 and 
527). However, I forego such comment to employ the space for more useful purposes. 

For the same reason I do not discuss his simple analogies to auto driving, purchasing spinach, 
etc., by which he evades the issue (e.g., p. 534), conceals significant differences, and commits 
the fallacy of reasoning from consumer commodity purchases to purchases of labor (dis- 
cussed infra Section I). 

% Professor Stigler talks repeatedly of the discharge of workers as a result of higher mini- 
mum wages, stating that under “current proposals” (a minimum “of 60 to 75 cents per hour” 
under the Fair Labor Standards Act) “possibly several hundred thousand workers would be 
discharged.” He states that “Employment will fall for two reasons: output falls; and with 


z 
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follow a policy of varying, and especially reducing, the volume of employ- 
ment in a plant in order to maintain equality between a “‘guess of a purely 
hypothetical nature” (marginal net revenue productivity) and marginal 
labor cost, which is especially difficult to calculate for joint, multi-processed 
products and which varies with a number of factors, particularly the scale 
of plant operations. 

How about the substitution of other resources for labor with the rise in 
wage rates and unit labor costs? In the industries here under consideration, 
the Southern mills generally are the newer, more modern ones, having the 
more up-to-date equipment. As explained in my previous article, replies 
from executives of 42 out of 44 interregional concerns with some million 
employees stated flatly that the significantly lower wage rates for com- 
parable jobs in the South themselves had not caused their firms to use pro- 
duction techniques or methods in their Southern plants that require more 
labor and less machinery than the proportion of labor to machinery used 
in their Northern plants.” Substitution of machinery and power (which 
generally has a higher per man-hour consumption in these industries in the 
South than in the North) is, of course, not the only kind of substitution of 
other resources for labor. However, the existence of these plant conditions 
considerably limits the possibilities of such substitution and, therefore, ac- 
cording to marginal analysis should make the labor discharges all the 
larger and more certain.?® 

The shortcomings of marginalist contentions are especially evident when 
one attempts to use that analysis to explain wage-employment relationships 
in one plant of a large, multi-plant concern like the Ford Motor Company 
or Swift and Company. It certainly is most naive to assume that changes in 
employment in a branch plant of one of those companies are governed by, 
and in conformance with, short- and long-run changes in marginal labor cost 
and marginal net revenue productivity. The unreality of marginalist as- 
sumptions for such multi-plant companies is indicated by the data just 
mentioned, revealing no higher labor-to-machinery mix in the lower wage, 
Southern plants of interregional concerns. For such companies it would be 
difficult even to discover what official was supposed to make, for any one 
plant, both the required marginalist “estimates” and “guesses of a purely 
hypothetical nature” and also the decisions that vary (especially decrease) 
the volume of employment in the plant as required by the marginal calcula- 
tions. It should be emphasized that the discussion and data in my March, 
1946 paper and in this article have been based primarily on small, single- 
plant concerns, the most favorable set-up for marginalism. 

Weaknesses in the “marginal principle” as an explanation of wage-em- 
ployment relationships in individual firms should be evident from the 





substitution of non-labor resources a given output is secured with less labor.” Cf. American 
ic Review, Vol. XXXVI, No. 3, pp. 359 and 361. His contentions are discussed further 
infra, 

27 American Economic Review, Vol. XXXVI, No. 1, p. 74. Cf. also “Effectiveness of Factory 
Labor: South-North Comparisons,” Jour. Pol. Econ., Vol. LIV (Feb., 1946), pp. 69-70, 
21 This is not to deny the importance of improvements in management about which more is 
said infra. : 
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above discussion and data presented in my previous paper. Presumably 
Professor Machlup would not contend that employers establish and alter 
their wage scales according to the principle of each firm equating its own 
marginal net revenue productivity and marginal factor cost, for certainly 
there is plenty of evidence to the contrary.” Additional facts about labor 
markets and employer’ s wage and employment policies that are difficult to 
reconcile with pecuniary marginalism are ‘discussed below, especially in 
pornon HI. 
H 

The questionable conclusions that are likely to follow from strict ap- 
plication of pecuniary marginalism to wage-employment problems are well 
illustrated by Professor Stigler’s article on “The Economics of Minimum 
Wage Legislation.” It indicates inadequate understanding of: (a) the process 
of wage determination in American industry, (b) actual operations in labor 
markets, (c) the policies and functioning of management in manufacturing 
concerns, and (d) the economic effects of minimum-wage fixing as observed 
in practice. 

In considering “the effects of a legal minimum wage on the allocation of 
resources,” Professor Stigler divides labor market situations into two types: 
(1) “competitive wage determination,” in which employers “do not have 
control over the wage rates they pay for labor of given skill and applica- 
* tion,’®° and (2) “employer wage determination,” in which “an employer 
has a significant degree of control over the wage rate he pays for a given 
quality of labor.’ As is indicated subsequently, such a view of labor mar- 
kets is unreal and misleading. 

Referring to “competitive wage determination,” Professor Stigler states: 
“Each worker receives the value of his marginal product under competi- 
tion.’ Note, each worker. No exceptions, no qualifications, no explanations. 
Professor Stigler continues: “If a minimum wage is effective it must, there- 
fore, have one of two effects”: either “workers whose services are worth less 
than the minimum wage are discharged” or “the productivity. of low- 
efficiency workers is increased.” But in the latter case Professor Stigler con- 


2 For example, Professor W. Rupert Maclaurin found from a study of “Wages and Profits 
in the Paper Industry, 1929-1939” that: “The evidence seems to indicate that a great many 
companies gave no conscious thought to maximization of profits in the economist’s sense of the 
term. ‘Keeping in the. black’ was regarded as important; but within a quite broad range of 
action, particularly in the short ee other motives appeared to be more vital than.getting the 
last dollar for the stockholders. . . . In many cases the maintenance of a contented working 
force appeared to be an objective in itself, regardless of whether it might also maximize profits,” 
Quart. Jour. Econ., Vol. LVII (Feb., 1944), pp. 225-26. 

Further support for the statement in the text is provided by the study of company wage 
policies and practices that I have been making during the past year and for which detailed 
data have been supplied by some 100 companies and over 45 interviews with company officials 

have been completed. 

3 American Economic Review, Vol. XXXVI, No. 3, p. 358. 

2 Ibid., p. 360. 

2 Ibid., p. 358. 

B8 Loc. ott. 
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cludes that discharge of workers is also likely either because of the substitu- 
tion of other resources for labor or because of the elasticity of demand for 
the product.“ After some further discussion, upon which comment is made 
below, he concludes: “the legal minimum wage will reduce aggregate 
output, and it will decrease the earnings of workers who had previously 
been receiving materially less than the minimum.” 

During the past 30 or 40 years there has been a wealth of experience with 
minimum-wage laws in the states, under the Fair Labor Standards act, and 
in foreign countries as well as with wage minimums under the National 
Industrial Recovery act and the National War Labor Board. Lack of any 
reference to that experience gives Professor Stigler’s paper a pre-World 
War I flavor, as though it were contemporary with the adverse pronounce- 
ments of marginalists like J. B. Clark and F. W. Taussig on minimum-wage 
legislation some thirty years ago. 

Much of the experience under minimum wages fails to support Professor 
Stigler’s conclusions. He states that “the low-wage industries are com- 
petitive” in nature and offers a list including cotton textiles, men’s and 
boys’ furnishings, and miscellaneous textiles and apparel. Presumably those 
` are industries in which, in his opinion, “each worker receives the value of his 
marginal product” and employers do not have “a significant degree of con- 
trol” over the wage rates that they pay. Yet investigations indicate that a 
wide range of rates are being paid by firms in the same locality for the 
standard textile jobs, that many Southern textile firms have not had a 
regular or rational pattern of occupational wage differentials,*’ that sig- 
nificant race differentials have prevailed for the same unskilled work at 
admittedly the same physical productivity, and that significant differences 
in labor effectiveness and output per man hour have existed between textile 
firms paying approximately the same scale of rates and located in the same 


u American Economic Review, Vol. XXXVI, No. 3, pp. 358-60 including footnote 2. 

3 Ibid., p. 361. In similar vein and without any qualification, Professor John V. Van Sickle 
has recently written: ‘In and of itself, any minimum wage makes for some private unemploy- 
ment.” Cf. Harvard Business Review, Vol. XXIV (Spring, 1946), p. 282. 


# Cf., for example, the author’s articles on “Wage Diversity and Its Theoretical Implica“ 
tions,” Rev. Econ, Stat., Vol. XXVIII (Aug., 1946), pp. 152-59 and “Diversity in North-South 
Wage Differentials and in Wage Rates within the South,” Southern Econ. Jour., Vol. XII 
Gan., 1946), pp. 254-60. 


7 Cf. The articles cited in footnote 36 and the Opinion of the National War Labor Board in 
Southern and Northern Textile Companies case, March 9, 1945, War Labor Reports, Bur. of 
Nat. Affairs, Inc., Vol. 21, pp. 881-82. 


3 National War Labor Board cases in the South uncovered numerous instances in which a 
firm had race differentials from 5 to 15 cents an hour for work that was reluctantly admitted 
to be the same or comparable. The rate of pay for Negro sweepers, scrubbers, janitors, and 
yard labor in textile mills in the South has commonly been 2} to 5 cents per hour under that 
for white workers on the same jobs, often in the same mill. Repeatedly the author has been told 
‘where there are dual rates for a job that the lower one is the “colored rate,” yet often it was 
recognized that the performance of Negro workers was equal to that of whites on that job. 
eae the Board reduced or eliminated such race differentials, Negro workers were not dis- 
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labor-market areas.®? Study of wage rates in the low-wage industries of the 
South clearly indicates that unorganized employers do have a fairly wide 
range of discretion within which to establish the level of wages they may 
pay.*° Indeed, in the South the relative range of rates for the same occupa- 
tions (from janitor to skilled trades) tends to be wider between the highest- 
paying firm and the lowest-paying firm in a labor-market area, and occu- 
pational differentials are generally less regular or rational, in low-wage 
“competitive” industries like cotton textiles, hosiery, furniture, and ap- 
parel than is true for the higher-wage (more monopolistic?) industries like 
oil, aircraft, autos, glass, and steel. 

My article in the March, 1946, issue.of the Review discussed experience 
under the Fair Labor Standards act directly contrary to Professor Stigler’ s 
conclusions.*! In two industries, the firms most affected by wage mini- 
mums experienced the greatest increases in employment. With the lack of 
labor standards characteristic of many low-wage industries, including wide 
variation in wage scales between firms in the same business in a locality or 
‘“labor-market area,” legally established minimum wages generally force 
wage increases in but a small percentage of an industry (say 10 per cent) 
and frequently the whole wage scale is increased in the minority of firms 
affected so that there is no added stimulus to substitute between labor 
grades or occupations. Even in the absence of unions, established manufac- 

* turing firms have not followed the practice, as stated by Professor Stigler, 
of discharging regular employees of the firm in order to hire new employees 
in their place in hopes thereby to obtain more efficient workers. 

How then is a minimum wage supposed to lead to curtailed output and 
discharge of large numbers of workers? Through increased prices for the 
industry’s products? Even on marginalist reasoning that seems exceedingly 
unlikely. Only a small percentage of the industry is affected and the af- 
fected firms are not likely to adjust by curtailing output except (in rare 
cases) by disposing of equipment, not replacing it as it wears out, or 
closing down the plant. Data previously referred to indicate that employers 
in the low-wage industries generally seem to believe that their variable 
costs per unit of output (to say nothing of fixed costs per unit) increase 
significantly as the scale of plant operations decreases from what they con- 


» This statement is based on information gathered from interviews, hearings in War Labor 
Board cases, and replies to questionnaires. For a similar opinion of a more general nature, cf. 
Charles A. Myers and W. Rupert Maclaurin, The Movement of Factory Workers, 1943, p. 78 
and “Wages and the Movement of Factory Labor,” Quart. Jour. Econ., Vol. LVI (Feb., 1943), 
pp. 251-53. For evidence of a lack of correspondence between labor efficiency or labor output 
and North-South wage differentials for interregional concerns ¢f. the author’s article, “Effec- 
tiveness of Factory Labor: South-North Comparisons,” Jour, Pol. Econ., Vol. LIV (Feb., 
1946). 

4° For some evidence from a Northern city cf. W. Rupert Maclaurin and Charles A. Myers 
“Wages and the Movement of Factor Labor,” Quart. Jour. Econ., Feb., 1946, pp. 251-53 and 
264; and The Movement of Factory Workers, pp. 62-63 and 73-76. 

“ Pp. 75-76. For references to additional evidence in opposition to Professor Stigler’s con- 
clusions of. my Economics of Labor, pp. 322-23 and 334-36, : 
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sider to be 100 per cent plant capacity.** Consequently, curtailment of out- 
put in one or more plants would rarely be a rational adjustment, at least in 
the short run. 

The possibilities of substitution of other. resources for labor were discussed 
above. As explained, the low-wage Southern sections of many of these 
industries have relatively high percentages of the more modern plants and 
equipment, which helps to explain why the possibilities of substituting 
labor-saving equipment, power, or other material factors for labor in those 
plants are distinctly limited. 

The largest remaining area of adjustment is what might be called ‘better 
management,” including such matters as the selection, flow, and treatment 
of materials, the scheduling of production, organization of the work, better 
shift arrangements, regularizing sales and employment, etc. Professor 
Stigler doubts the validity of the contention that minimum wages may lead 
to the adoption of techniques previously profitable, or the discovery of new 
techniques, in low-wage industries subject to vigorous competition in na- 
tional markets. He claims that “this ‘shock’ theory is at present lacking in 
empirical evidence.’ 

Actually there is a large volume of experience in the South and else- 
where indicating that real improvements in management, sometimes fol- 
lowing alterations in management personnel, have occurred when one or 
more firms have been forced to raise wage scales because of the threat of 
unionism, the certification of a union as bargaining agent after an organizing 
campaign, or minimum wages resulting from government action. Part of 
the relative improvement in management in the affected firms would have ` 
been profitable before the higher wage scale took effect. Marginalists are 
prone to overlook the marked differences in management efficiency and the 
fact that management personnel, and not the work force, may be altered 
when the firm’s operations are unprofitable. The management-stimulating 
effects of independent firm increases in wages and of higher minimum wages 
are common knowledge in business circles in the South.‘* Moreover, an- 
swers of executives of 43 Southern firms indicated that the “shock” of a 
relative wage increase in a low-wage section of an industry may frequently 
lead to increased sales efforts‘® and thus perhaps expand sales, production, 
and employment beyond the volume that otherwise would prevail—a 
result completely opposite to the expectations of the marginalists. 

The “ingenious” marginalist may point out that such management im- 
provements and increased sales efforts, though contrary to his expecta- 
tions, may help to reduce unit and marginal labor cost and therefore operate 


t Cf. “Shortcomings of Marginal Analysis for Wage-Employment Problems,” American 
Economic Review, Vol. XXXVI, No. 1, pp. 68-71. 

® American Economic Review, Vol. XXXVI, No. 3, p. 359. 

4 Cf., as merely one example, the statement of an executive of a large Southern textile 
concern quoted “Shortcomings of Marginal Analysis for a a Problems,” 
American Economic Review, Vol. XXXVI, No. 1, p. 80. 


4 Ibid., pp. 77-81. 
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in the direction of equating marginal net revenue productivity and mar- 
ginal factor cost. Such actions can, however, hardly be described as employ- 
ing workers according to the marginal principle and certainly would indi- 
cate real shortcomings for that principle as an explanation of: wage-em- 
ployment relationships in individual firms. Furthermore, marginal net rev- 
enue productivity and marginal labor cost may still be unequal after the 
management improvements or increased sales efforts. If so, what does the 
employer do? Curtail his output? Discharge some employees in order to 
reduce his working force? No, for reasons already discussed, business men 
do not generally think and operate that way. 

At the heart of economic theory should be an adequate analysis and 
undérstanding of the psychology, policies, and practices of business man- 
agement in modern industry. Contrary to the assumptions of marginalists, 
the quality of business management may not vary according to its com- 
pensation, nor is such management all cut to the same pattern, motivated 
by a single pecuniary purpose and making decisions by one method (¢.c., 
comparison of marginal magnitudes). Examination of managements in 
modern manufacturing corporations clearly reveals marked differences in 

attitudes, policies, methods, and results in firms where compensation to the 
management is approximately the same. Investigation of the operations of 
business management shows to what a large extent wage rates and employ- 
ment in modern industry are influenced by factors other than pecuniary 
comparisons of marginal units.‘* 
' m 


Reasoning about labor markets as though they were commodity markets 
seems to be an important explanation. for erroneous conclusions on such 
matters as minimum wages. Phrases and statements like the following ap- 
pear repeatedly in recent writings of economists: “the equilibrium level of 
wages in a purely competitive labor market”; “pure competition in the 
labor market under which the wage is ‘given’ to the firm and beyond its 
control”; “under a free labor market, different wage rates for the same 
kind of labor could not long exist”; “the wage which ‘clears the market’ 
with free entry for all qualified applicants in each classification is the eco- 
nomically justifiable wage”; “labor is properly priced and allocated in a 
competitive system if, say, all unskilled labor in a particular market sells 
at the same price.” 

4 Tf business managements did all operate as the marginal theory implies, presumably they 
would be intensely interested in arranging their cost systems so that marginal estimates and 
comparisons might be made. Actually a study by the Office oi Price Administration in 1946 
- revealed that, of 187,370 companies investigated, about 85 percent did not allocate cost on a 
product basis. (See A Report on Cost Accounting in Industry, Accounting Department, Office of 
Price Administration, June 30, 1946, pp. iii and iv.) That means that more than five out of 
every six firms do not have total cost figures separated by product and could not, therefore, 
even calculate average unit costs, to say nothing of marginal unit costs or “marginal net 
revenue product.” 

Such data help to explain why, from the 430 Southern-manufacturers to whom I sent ques- 
tionnaires, only 56 replies were received that contained estimates regarding changes in their 
unit variable costs with changes in scale of output or regarding their adjustments to relative 
changes in wage scales. 
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Contrasts between labor and commodity markets are striking. The 
labor market itself is even difficult to define; the initial sale takes place at 
each employer’s employment office or on the job and thereafter presumably 
occurs at each work bench in continuous fashion so long as hourly workers 
remain at work. 

A job is a complex of factors, most of which have no counterparts in 
commodity markets. Such factors include physical conditions in the plant, 
workloads, speed of operations, danger of the work, length of the workday 
and workweek, vacations and holidays, benefit and recreational programs, 
plant rules, seniority provisions or practices, steadiness of employment on 
the job, advancement possibilities, prospects for relative wage increases or 
decreases on that job in that firm, existence or non-existence of a union and 
a labor agreement, the kind of union, etc. . 

In addition, there are a number of psychological and social factors that 
recent investigations indicate are important in explaining differences in job 
satisfaction and effectiveness of labor, such as the human quality of super- 
vision and top management, friendship and personal loyalties, congeniality 
of fellow workers, social life in the shop, social status of the work, and 
notions of fair and equitable treatment. 

Company wage and employment policies, even in the absence of unions, 
generally differ markedly from their policies with respect to the purchase of 
commodities. In considerable measure, their labor-market policies do not 
strictly follow demand, supply, or mere price considerations. Usually em- 
ployers make wage increases or decreases across-the-board for the various 
occupations and not in terms of local demand and supply for each occupa- 
tion. Normally companies of any size will not dismiss established em- 
ployees in order to hire other labor offering to work at wage rates below the 
company’s current rates. The lebor-market policies of many companies 
are governed to a considerable degree by a desire to preserve their reputa- 
tion in that market and to develop and maintain employee “loyalty” to 
the company. 

Unlike a reduction in commodity purchases, reduction in an employer’s 
work force generally involves significant costs to the employer. It is costly, 
for example, because of the adverse effects upon the morale of the remaining 
workers, the tendency for workers to restrict output in the face of reductions 
in the work force, the need to shift workers to different jobs with changes 
in the scale of plant operations, and possible increases in the employer’s 
tax rate under experience rating in unemployment compensation (not to 
mention plans for dismissal compensation, guaranteed employment, or 
guaranteed wage income). The added costs of work-force reduction may be 
especially high under a union agreement. Such factors, though troublesome 
to a marginalist, must be taken into account in discussing employment 
adjustments to wage changes. 

A firm may increase its wage scales for a variety of non-market reasons“? 


47 Tn 1937, Professor John W. Riegel reported that “Executives of 60 important firms stated 
at a recent conference that some of the differences in wage rates between firms could be ex- 
plained ‘only on grounds of one employer’s ability and willingness to pay more than other 
employers for apparently comparable services’.”” Wage Determination, p. 8. ` 
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such as notions of “fairness” and “rightness,” increases in the cost of living, 
custom and tradition, maintenance of historic relationships, desire for the 
security from criticism provided by conformance to an industry pattern, 
public sentiment, etc. Wage changes often spread from company to com- 
pany by emulation rather than because of present or-prospective demand 
and supply in the labor market. The extent to which companies follow a 
leader, the industry, or a job evaluation system, and disregard narrow mar- 
ket considerations in making wage changes is brought out by a study of 
company wage policies on which the author is engaged. 

Many company policies in the labor market simply do not conform to the 
precepts of pecuniary marginalism so that “each worker receives the value 
of his marginal product under competition.” Consequently, a wide diversity 
of wage rates may exist and persist in the same locality for workers of equal 
skill, ability, and effectiveness. 

Such matters are elementary and commonplace to a student of. labor but 
they seem to be largely overlooked by theorists of the marginalist faith. It 
will not do to dismiss them with such a remark as: “Not much depends on 
whether non-pecuniary considerations of the business man are translated 
into money terms or, instead, treated as exceptions and qualifications in the 
explanation of typical business conduct.’4* Even on the “pecuniary” side, 
marginalism has become suspect for some of the reasons indicated above 
and in my previous paper. The existing and expected volume of product 
sales appears to be a factor in firm employment that operates independent 
of the principle of equating its marginal net revenue productivity and 
marginal labor cost. Wage-employment relationships for individual firms 
cannot be adequately explained if we confine our thinking within the mental 
ruts of the marginalists. 

RICHARD A. LESTER* 
4 Machlup, American Economic Review, Vol. XXXVI, No. 4, Pt. 1, p. 526. 


* The author is associate professor of economics in the department of economics and social 
institutions at Princeton University. 


Rejoinder to an Antimarginalist 


In his note! Professor Lester replies to certain critical comments which 
I made in a recent article? on antimarginalist prejudices and misunderstand- 
ings of the type exhibited by him.’ I avail myself of the traditional right of 
rejoinder. 

I begin with a concession. I readily concede to Professor Lester that I did 
not know whether he had asked his questions of Southern industrialists on 
one sheet of paper or on separate sheets; at one time or at different times. 
Thus I spoke of each of three sets of questions as a ‘‘questionnaire.”’ Now I 
learn that they were “parts of one questionnaire” (although there had been 


1 “Marginalism, Minimum Wages, and Labor Markets,” pp. 135-48 above. Cited here- 
after as ““Marginalism.” 

2 “Marginal Analysis and Empirical Research,” Amer. Econ. Rev., Vol. XXXVI (Sept., 
1946), pp. 519-554. ‘ 

3 “Shortcomings of Marginal Analysis for Wage-Employment Problems,” Amer. Econ. Reo. 
Vol. XXXVI (Mar., 1946), pp. 63-82. Cited hereafter as “Shortcomings.” 


1947] ; COMMUNICATIONS 149 


“two questionnaires”).4 I wonder what difference that makes. The incon- 
sistencies between the answers to Professor Lester’s questions on employ- 
ment and adjustments are neither eliminated nor explained but rather 
emphasized by the fact that they were given in response to “óne” question- 
naire. 

I am sorry that with all the expository efforts invested in my article I 
did not succeed in making clear to Professor Lester what marginal analysis 
means and what it does not mean. Had I succeeded, he could not have re- 
iterated several statements of his earlier'article. , 

It would be wasteful of time and space if I countered reiteration with 
reiteration. It may be desirable, however, to restate the issues concisely in 
the order of the ‘“‘tentative conclusions’ °which Professor Lester enumerated 
at the end of his earlier article. 

1. “Market demand is far more important than wage rates in determining a 
firm's volume of employment.’”® If “important” means that market demand is 
a more variable variable than wage rates in the determination of employ- 
ment, Professor Lester is absolutely right and I know of no one who has 
ever said anything to the contrary.” Economists cannot but be aware of the 
fact that market demand (orders, sales, sales’ expectations) is subject to 
seasonal and cyclical variations while wage rates are usually settled by con- 
tract for specific periods such as a year; and that market demand may be 
halved or doubled in these fluctuations while wage rate variations of as 
much as 20 per cent in one year are an extraordinary occurrence (except in 
countries with heavy inflation). Hence, there is absolutely no argument 
about the fact that “variations in the total volume of employment in a 
modern manufacturing plant already. constructed are primarily the result 
of actual and anticipated changes in the volume of sales or orders for the 
products of the plant.” Professor Lester makes it appear as if this were his 
“position” and as if it were inconsistent with marginal productivity theory. 
‘In fact, sales expectations are an integral part of marginal productivity, as I 
explained patiently in my article. 

2. “Mosi manufacturing concerns apparently are considered by their execu- 
tives to be operating at decreasing unit variable costs all along the scale between 
70 and 100 per cent of plant capacity. Consequently, it is seldom practical for a 
firm to curtail output (and, therefore, employment) simply in response to an 
increase in wage rates.”? Decreasing unit variable costs have always been 


‘ Marginalism,” p. 137. 

5 “Marginalism,” p. 137. On the basis of one set of questions Professor Lester had con- 
cluded that substitution between labor and machinery is rare; on the other set of questions he 
had reported that in firms with high labor costs the introduction of labor-saving machinery was 
the most important form of adjustment to increased wage rates, Instead of explaining the 
contradiction, Professor Lester now declares that my mistake of thinking of separate ques- 
tionnaires instead of only one “may help to explain why so much of [my] criticism miscarries.” 

6 “Shortcomings,” p. 81. 

1 If “important” should mean that demand is in some sense a more fundamental variable, 
the statement would be meaningless. The significance of the concept of demand for the 
product of a single firm lies in the juxtaposition to costs. 

2 “Marginalism,” p. 138. s 

? “Shortcomings,” p. 81. 
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included among the possible assumptions for marginal analysis; their effects 
neither contradict nor qualify any of the general propositions of marginal 
productivity theory. That certain manufacturing industries operate under 
decreasing unit variable costs has been assumed in conventional theory. 
Professor Lester states that “consequently” output reductions in response 
to wage rate increases are “seldom practical.” This is a non-sequitur, and no 
amount of reiteration can make it a correct inference. To be sure, manu- 
facturing firms may not “curtail output” in direct response to wage in- 
creases; they are more likely to raise selling prices, which in a given market 
situation will reduce sales—so that it would be the sales volume rather than 
the wage level that appears as the “‘direct’’ cause of any output reductions, 
(In this case the reduced ‘sales volume is, of course, not a reduced demand 
in the sense of conventional terminology.). 

3. “In modern manufacturing, a firm’s level of costs per unit of product ts 
` influenced considerably by tts scale of output, the reverse, as assumed by con- 
ventional marginalism, is not generally irue.”'© “Costs?” may mean either a 
series of points on a curve or the level of the whole curve. It is not clear 
which ‘‘cost’’ Professor Lester has in mind when he says that the “reverse” 
—-that is, output influenced by cost—is not generally true. His statement 
may mean at least three things. If it is to mean that the volume of output 
produced by the firm is usually not influenced by the shape of the cost curve, 
it is clearly incorrect, or producers would in good times produce far above 
“capacity” and might in slack times curtail output even more than they do. 
If it is to mean that there are situations in which a change in the level of 
the cost curve need not result in a change in output, it is a correct statement; 
indeed such situations, far from being inconsistent with marginal analysis, 
can be most conveniently described by it. If, finally, it is to mean that 
changes in the cost level will usually be without influence upon output, then 
the statement is not supported by any evidence and should. be considered 
as false until such evidence is furnished. 

4, “For many manufacturing concerns tt is not feasible, or would prove too 
costly, to shift the proportion of productive factors in response to current 
changes in wages, in the manner suggested by marginal analysis.’ If “cur- 
rent” is to suggest “immediacy,” there is nothing wrong with this state- 
ment, except the last clause. Marginal analysis of the general equilibrium 
has often assumed absence of substitutability between factors in a given 
plant. This assumption of fixed coefficients of production was made for the 
sake of simplicity. In reality the elasticity of technical substitution is prob- 
ably much greater than most ‘“‘marginalists” have assumed. To be sure, a 
continuous, gradually sloping, short-run marginal productivity curve for a 
productive factor employed in a single firm implies a considerable elasticity 
of substitution between factors, but not a greater one than that which 
Professor Lester confirms as existing when he permits variations in the uti- 
lization of plant capacity between 70 and 100 per cent. Substitution between 


3 Loe. ott.’ ; 
u “Shortcomings,” p. 82. 
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capital and labor does not have to take the form of changes in the machinery 
of the plant; marginal productivity curves may be relatively elastic over 
certain ranges without any such variability of equipment. It goes without 
saying that there is much more substitution in the long run than in the short 
run. 

5. “The practical problems involved in applying marginal analysis to the 
mulli-process operations of a modern plani seem insuperable, and business 
execultves rightly consider marginalism impractical as an operating principle 
in such manufacturing establishmenis.”? This is a misunderstanding of the 
meaning of marginalism. Professor Lester relied on the ability of his indus- 
trialists to know their “unit variable cost” at various scales of output. Yet, 
calculations of unit costs, in a single-process plant as well as in a multi- 
process plant, are much more complicated than estimates of marginal cost. 
Incremental costs and revenues can be known without any knowledge of 
average costs and revenues; the reverse is not true. (For example, one may 
know the additional expenses caused by increases in output without bother- 
ing to allocate and calculate the tofal expenses before or after the increase. 
Those totals are needed for a calculation of averages; of course, whenever 
the totals are known the differences between the totals are given implicitly. 
In cases of joint products—multi-product plants—incremental (marginal) 
cost is the only cost that is separable and determinate.) 

6. “Of the three adjustments stressed by business executives to meet a rise 
in wages relative to those paid by competitors, two—better management practices 
and increased sales efforts—are neglected by conventional marginalism; 
whereas the adjustment stressed by marginalism—curtailment of output—is 
considered so unimportant and exceptional as to be mentioned in only one out 
of every 11 replies.” Professor Lester refers here to an item in his question- 
naire in which the respondent business man should state that he would “re- 
duce production by deliberately curtailing output.” Such wicked conduct 
Professor Lester represents as the one “adjustment stressed by marginal- 
ism.” As if marginalist theorists had never said anything about adjustments 
through higher selling price, greater selling efforts, changes in quality and 
type of product, different production methods, substitution between factors, 
etc. Professor Lester, however, adds this to his last conclusion: “Indeed, ex- 
perience seems to indicate that, on an individual-firm basis, the adjustments 
considered important by the business executives may, at times, even result in 
larger firm employment at a higher wage level.” No marginalist theorist will 
deny that this (“at times”) is a possibility, But in order to justify putting it 
as the final proposition in a set of conclusions supposedly “drawn from the 
data contained” in his study, Professor Lester should have offered some 
support for the probability of the occurrence. Yet, he has furnished not even 
the thinnest scrap of evidence, not the vaguest suggestion of plausible rea- 
sons in support of the proposition. l 


1 Loc. cis, 
133 Loc. cih. 
u Loc. cit. 
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I have the impression that Professor Lester is fighting against marginal 
productivity theory chiefly because it appears to establish a presumption 
that changes of wage rates result in inverse changes of employment in the 
single firm. I must say that there is nowhere an explicit statement to that 
effect, neither in his earlier article nor in his present communication, and I 
must beg his pardon if my impression is incorrect. But Professor Lester 
repeatedly refers to “cases” in which increased wage rates need not result 
in reduced employment and may result or did result in increased employ- 
ment. (Unfortunately, he does not bother to say whether the demand for 
the product was unchanged in these cases. But he does not hesitate to refer 
to experiences between.1939 and 1941—-defense boom!—to support his 
argument.) If my impression about the chief aim of the attack is;correct, 
Professor Lester could have served his- purpose by’ showing under what 
conditions the presumption would not hold and by proving that such condi- 
tions actually prevail in a number of industries. Instead, he set out to fight 
against ‘marginal analysis” in general and to prove tis “shortcomings.” Yet, 
of his six “tentative conclusions” the first four are perfectly consistent with 
marginal analysis, and the sixth—at least in the cautious way in which it is 
formulated—is not inconsistent with it. Only the fifth proposition—that 
marginalism is “impractical” —would, if true, contradict marginalist theory 
of business conduct (or at least one of its interpretations). 

What is Professor Lester’s alternative theory of business conduct and 
employment? I take it that Professor Lester does not accept the anti- 
marginalist ‘full-cost” theory of pricing which was advanced by Hall and 
Hitch. This theory would suit the purpose of proving insensitiveness of the 


- firm’s output to wage increases much worse than marginal analysis; it holds 


that wage increases as a rule are shifted forward in full to the consumer— 
which would reduce output by more than the marginal principle usually 
calls for. 

According to marginal productivity theory employment depends on sev- 
eral variables: anticipated selling prices and sales quantities with their 
potential variations; technological possibilities; conditions of supply of com- 
plementary and substitutable factors; and conditions of supply of the factor 
in question. Is it perhaps Professor Lester’s theory of employment in the 
individual firm that of the several variables considered by marginal pro- 
ductivity theory only one counts, namely, the demand for the product? 
This interpretation is suggested by the fact that his proposition on the im- 
portance of market demand is reiterated several times in his foregoing note. 
He varies the formulation of the proposition by the use of the modifiers 
“primarily,” “generally,” “simply,” “independently. ” Thus, after having 
emphasized the primacy of selling possibilities in the determination of em- 
ployment—see the sentence quoted above with Professor Lester’s first con- 
clusion—and after minimizing the importance of the principle of maximiz- 
ing business profits, he says that “on the contrary, the volume of output and 
employment in the individual firm generally varies simply and directly with 

3 R. L. Hall and C. J. Hitch, “Price Theory and Business Behavior,” Ozford Econ. Papers, 
Vol. 2 (1939). 
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the volume of present and prospective demand for products of the plant.’”® 
And again: “The existing and expected volume of product sales appears to 
be a factor in firm employment that operates independent of the principle of 
equating its marginal net revenue productivity and marginal labor cost.’’” 
If this were all, the difference between Professor Lester and the marginal 
productivity theorists would boil down to the question whether or not it is 
true that employers take account of anything besides the selling possibilities 
for their wares. Professor Lester, guarded by a few adverbs, denies it. 
Marginal productivity theorists believe that other variables count too, al- 
though in certain well-defined situations one or another variable may be 
neutralized. 

Professor Lester tries to show why these other variables are of no impor- 
tance. His favorite point, that conditions of “declining unit variable costs 
up to 100 per cent capacity”!® somehow interfere with the operation of the 
marginal principle, is untenable. Another of his points concerns cases where 
“product prices and demand elasticities remain unchanged with variations 
in actual or anticipated demand.’’!® We know several cases in the theory of 
imperfect competition in which selling prices remain unchanged in spite of 
changes in demand. Perhaps Professor Lester thinks of the case of tacitly 
fixed prices under oligopoly in which the sales curve breaks off at the vol- 

_ume of sales expected at the given price. (Since under the oligopolistic con- 
ditions price reductions are regarded as impractical, there is no practical 
possibility of expanding sales.) We all have learned that in such a case the 
marginal revenue curve exhibits a vertical drop. If there should also be no 
possibility of technical substitution for labor, the marginal productivity 
curve will, of course, reflect that condition and have the vertical range over 
which changes in wage rates (or marginal labor cost) are without any effect 
upon employment in the firm. This is nothing new to the marginalist. Does 
Professor Lester wish to regard it as the ‘‘general theory” of employment in 
the firm? To me it is a special case.?° 

Other points brought up by Professor Lester refer to the cost of changing 
the size of the work force. To reduce employment may be costly for several 
reasons: deteriorated “morale of the remaining workers”; possible slow- 
downs; increased “‘employer’s tax rate under experience rating in unem- 


16 “Marginalism,” p. 138. Emphasis supplied. 

17 “Marginalism,” p. 148. Emphasis supplied. 

18 “Marginalism,” p. 138. 

Loc. cit. 

30 The vertical range in the marginal productivity curve of labor employed in the firm will 
make the firm insensitive to changes in the wage rate only tf these changes are confined to that 
firm. If the competitors of the firm must pay the same or similar wage increases, the situation 
is altogether different: the oligopolistic sales curves will shift because each producer is apt to 
expect his competitors to follow suit when he raises his selling price in line with the increased 
production cost; hence, the “break” of the “imagined demand curve” will occur at a higher 
price; but at this increased price the physical sales volume will be smaller, and employment 
will have to be reduced. Propositions about oligopoly situations making selling prices inflexible 
and employment in the firm insensitive to increased cost must not be generalized: they are not 
likely to hold when the costs of competing producers are also increased. 
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ployment compensation,” etc. Every “marginalist” will agree with Professor 
Lester that ‘‘such factors . . . must be taken into account in discussing em- 
ployment adjustments to wage changes.” (Are there, after all, ‘““employ- 
ment adjustments to wage changes”? Does then employment vary also on 
account of other things than demand? If Professor Lester grants all this, 
- what is left of his case against marginal productivity theory?) Professor 

, Lester is mistaken in thinking that to take account of such matters is 
“troublesome to a marginalist.” No trouble at all. The cost of changing the 
work force is one of the causes—besides the smaller elasticity of the short- 
run sales curve and the difficulties of certain types of technical substitution 
—why marginal productivity curves are less elastic in the short run than 
in the long run. (Or, if one prefers to look at change-over costs of this sort 
as part of the conditions of labor supply, they will make the marginal factor 
cost curve less elastic in the short run than in the long run.) The “mental 
ruts of the marginalists”® are equipped to take care of all the economic con- 
siderations which Professor Lester has mentioned as factors in business de- 
cisions. This makes marginal analysis less simple but more revealing than a 
theory which tries to explain the volume of employment in the firm solely 
with reference to its sales possibilities. 

Fritz Macuiur* 


2 “Marginalism,”’ p. 147. 
n” “Marginalism,” p. 148. l 
* The author is professor of economics at the University of Buffalo. 


Professor Lester and the Marginalists 


Professor Lester continues his attack on económic theory with a rejection 
of my analysis of the effects of minimum wage legislation.! The grounds for 
the rejection arise only in small part from peculiarities in my presentation— 
which is termed a “strict application of ‘pecuniary’ marginalism”; much 
more they arise from alleged defects inherent in “marginal analysis.” Thus 
his criticisms also refute, or fail to refute, modern price theory. It therefore 
seems more appropriate to explain briefly why economic theorists find 
Lester’s general position unconvincing rather than to argue particular 
- points on minimum wages. 

1. Economic theory may refer to the logical relationships between eco- 
nomic magnitudes, or to both the logical relationships and their empirical 
content. It is a formal property of a maximum profit position that the 
marginal cost of a productive service equal its marginal value product, and 
it is an empirical property that the marginal physical product curve have 
a negative slope. There is some ambiguity concerning the object of Lester’s 
attack, but it seems a fair inference that to him the empirical content of 
price theory is seriously deficient, while the logical structure is usually, but 
by no means always, valid. This interpretation seems reasonable even 
though he persists in denouncing “marginal analysis,” a phrase that con- 


1 “Marginalism, Minimum Wages, and Labor Markets,” pp. 135-48, above. 
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notes the formal side of theory—and in any event a meaningless phrase un- 
less some contrast to ‘‘marginal” (or is it “analysis’’?) is explained. 

2. In the less frequent case, then, Lester finds the logical structure of 
price theory defective. Every theorist would welcome demonstrations of 
specific errors found in the works of leading modern economists. But, in- 
stead, Lester has a penchant for attributing to anonymous “‘marginalists”’ 
theories that I have never before encountered in economic literature. I may 
quote an example from his Economics of Labor since this passage is still 
recommended in his recent writing: One of the nine assumptions underlying 
the marginal productivity theory, we are told, is 


(6) That the employer in an imperfect market will always reduce his price 
to increase his sales, whenever such action may add to his short-run 
profits. Employers following a price policy based on long-run considerations 
may not wish to sacrifice future profits in order to maximize present profits, 
especially when price reductions might antagonize customers or lead to a 
price war. It is not clear from the theory what production and employment 
policies an employer is assumed to pursue when there is a difference be- 
tween the policy that would maximize profits in the short run and one that 
would maximize profits in the long run? 


Will Lester please give us the specific reference to just one leading economist 
who has made this stupid assumption? 

3. More often Lester finds fault with the theorists’ empirical assumptions. 
Everyone will agree with him that economists have more often made errors 
—of omission as well as commission—in observation than in logical analysis, 
and that incalculable amounts of good empirical work are still needed. But 
our empirical errors have not been so crude as those with which we are 
charged. 

We may turn again to the Economics of Labor for examples of fictitious— 
and anonymous—empirical errors. Here are three more of Lester’s nine as- 
sumptions of the marginal productivity theory: 


(7) That the market for labor is a perfect market, so that the employer 
will not affect the wage rate no matter how much labor he himself hires. 

(8) That no element of monopoly has entered into the determination 
of the prices for the other factors of production. 

(9) That the employers’ demand curves for labor correspond to the mar- 
ginal-productivity curves of their workers and that the total demand curve 
for all labor í is the sum of all employers’ individual marginal-productivity 
curves. 


A theory that assumes 7 or 8 is of restricted applicability. The ninth assump- 
tion is probably meaningless—what can the demand curve for physicists + 
charwomen be?—and if meaningful, then internally inconsistent because 
the firms’ demand curves are not independent. Fortunately, these assump- 
tions are also strangers to the marginal productivity theory. 

Or consider a more recent example: “Those who argue for wage reduc- 


? R. A. Lester, Economics of Labor G p. 181. 
3 Ibid., pp. 181-82. 
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tions on the grounds that a certain relationship exists between wage rates 
and employment tend to overlook the fact that a shift to less capitalistic 
or more labor-consuming method may be impractical not only for reasons 
given above but also because the skilled workers necessary to operate the + 
antiquated equipment are no longer available.’ I shall mention only three” ; 
of the possible meanings of this statement. (1) The ‘‘marginalists” contend 
that substitution of labor for capital often requires a reversion to “anti- 
quated” techniques operated by laborers with obsolete skills. References? 
(2) The ‘‘marginalists” usually overlook or deny that a fall in the wage of 
one type of labor may lead to an increase in the demand for other kinds of 
labor whose wage rates have not fallen. References? (3) A fall in the wage 
rate of a given type of labor does not lead to additional employment of this 
type of labor. Evidence? 

4. Even if large logical or empirical errors had been committed by lead- 
ing modern economists, Lester could not refute price theory merely by dem- 
onstrating these errors. A theory can be refuted only in its strongest verd, 
sion, and it would be a necessary part of Lester’s task to show that correc- 
tion of these blunders would lead to logical inconsistency or empirical con- 
tradiction or deprive the theory of its ability to forecast economic events. 
But first the blunders in the existing theory should be demonstrated: Lester’s . 
reformulations have not been so happy as to make this first step redundant. 

5. Lester apparently believes that the findings of his empirical studies 
must be accepted quickly and completely, presumably because they are 
“facts.” . Unfortunately, the details of his studies are not reported in suff- 
cient detail to assess their validity or, indeed, even to understand their 
meaning. Consider an example. 

As a rule, average variable cost falls when output rises, until capacity is 
reached. How were the entrepreneurs who filled in the questionnaire instruc- 
ted to segregate variable costs? How was capacity defined? How were the 

‘diverse products of a firm to be added to secure an index of output? What 
were the characteristics of the firms that responded (in comparison with the 
industries at large): was their scale of operations growing; were they equally 
subject to competitive pressures; etc.? 

6. Some of the findings in Lester’s studies are impossible, and some are ‘ 
wholly in keeping with the “marginal” theory; yet both types are held up 
as refutations of the theory. An example of the impossible is the finding that 
when 6 metal-working firms increased output from 70 to 80 per cent of 
capacity—a 14.3 per cent increase of output—the average decline of aver- 
age variable costs was 15.9 per cent. Hence on average the total cost fell by 
4.9 per cent when output rose 14.3 per cent. We shall not accept this result 
even if Lester obtains it from 6,000 metal-working firms. An example of the 
expected is that a rise in wages may lead to increased selling efforts. It is 
said that “such actions can, however, hardly be described as employing 
workers according to the marginal principle,’ and yet it is surely part and 


4 “Shortcomings of Marginal Analysis for Wage-Employment Problems,” Am. Econ. Rer., 
Vol. XXXVI, No. 1 (Mar., 1946), p. 73. 


5 “Marginalism, Minimum Wages, and Labor Markets,” pp. 135-48, above. 
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parcel of the marginal productivity theory that if the price of one produc- 
tive service is increased, other productive services will be substituted for it. 

7. Lester’s use of others’ empirical studies is equally disquieting. For 
example, he cites two industries in which employment rose more rapidly 
(between 1937 or 1939 and 1941) in the section of the industry most affected 
by minimum wage actions.® That the studies pertained to identical firms at 
both dates did not interest him; although by parallel logic it can be shown 
by a current inquiry of health of veterans in 1940 and 1946 that no soldier 
was fatally wounded.’ “For the purposes of this paper there is no need to 
analyze individual cases where the results are so opposite to the expecta- 
tions of marginal analysis and to assess the responsibility of each factor for 
those results.”’® This is regrettably true: for Lester’s purposes it is unneces- 
sary to analyze contradictions of the marginal productivity theory, for the 
chief of these purposes is to indict the theory. But if his purposes were to 
understand economic phenomena and to improve our theory of their be- 
havior, these contradictions would be of crucial importance and they would 
receive exhaustive analysis. The economist is not a prosecutor, he is a judge. 

GEORGE J. STIGLER* 


6 American Economic Review, Vol. XXXVI, No. 1, pp. 75-76. 

1! The analogy is reasonably complete; of one of his industries it is reported: “Of 128 plants 
from which information was sought, 16 were found to be out of business. . . . Fourteen of the 
sixteen plants paid lower average wages than the average for their division of the industry in 
1937 and only two paid higher wages.” “Hourly Earnings in the Furniture Industry,” Mo. 
Lab. Rev., Sept., 1941, p. 744 n. 

8 American Economic Review, Vol. XXXVI, No. 1, p. 76. 

* The author is professor of economics at Brown University. 
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Effects of Redistribution of Income on Consumers’ Expenditures! 
Introduction and Summary 


It is a commonly held view among economists that underemployment is 
the result of the excess of intended saving over investment. There are two 
ways of reducing this excess, either by increasing investment or by increas- 
ing current expenditures so that current savings are reduced. This paper is 
an attempt to make use of available data in order to examine one of the 
means often suggested for increasing consumers’ expenditures—the re- 
distribution of current income. 

Since the resulting estimates of the increase in consumer expenditures 
resulting from income redistribution are small, the conclusion is drawn that 
if the present data are correct, too much emphasis should not be placed on 
income redistribution for the solution of the savings-investment problem. 


1 This study was begun under the direction of Everett E. Hagen and completed under that 
of Richard A. Musgrave at the Board of Governors of the Federal Reserve System, Washing- 
ton, D. C. The writer wishes to acknowledge his indebtedness to Mr. Hagen and Mr. Musgrave, 
and to other members of the research staff of the Board of Governors, who made valuable 
suggestions. He also wishes to express his appreciation to the Bureau of Labor Statistics and 
the Bureau of Old Age and Survivors Insurance, both of whom made available unpublished 
data. < 
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However, the data are inadequate to arrive at a definite conclusion. A meth- . 
od is suggested for testing the data by linking survey estimates of income 
with social security data on incomes. Such linking has been done in the case 
of one small sample. The results suggest that reporting errors in available 
data may tend to cause understatement of the effects of redistribution. It is 
recommended that a similar test of survey data be made on a national scale. 
Whether redistribution of income will materially increase consumption is 
such an important socio-economic question that every effort should b 
made.to improve our knowledge concerning it. 


I. Reducing Savings by Income Redistribution 


Past income studies have shown that people in the upper income brackets 
save a larger fraction of their income than do people in lower income 
brackets. The substantial difference between the fractions of total income 


Cart I 





saved in different income brackets has led many to believe that transferring 
income from upper bracket consumers to lower bracket consumers would 
greatly increase aggregate consumer expenditures out of a given total in- 
come, and correspondingly reduce savings. 

However, considering only the differences between fractions of total in- 
come spent for consumption by various brackets overestimates the results. 
Actually,.the effect of redistribution depends on the marginal rather than 
the average propensity to consume at various levels of income. This princi- 
ple, by now fairly familiar to econometricians, is illustrated by Chart I, 
which presents two hypothetical sets of average expenditures by levels of 
income. Line 4A, with constant slope, shows a situation where the marginal 
propensity to consume is the same at any level of income, even though the 
fraction of total income spent for consumption declines steadily as income | 
increases. In such a case, redistribution of income from higher to lower in- 
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come brackets will make for no change whatever in aggregate expenditures.? 
Each dollar of income transferred will reduce expenditures in the upper 
brackets by exactly the same amount by which it increases expenditures i in 
the lower brackets. Line BB, convex from above, shows a situation where 
the marginal propensity to consume is greater in the low than in the high 
brackets. In such a case, redistribution will increase aggregate expenditures, 
since each increment of income transferred (AY) will increase expenditures 
in the low brackets (AC’) by a greater amount than it will reduce expendi- 
tures in the high brackets (AC). Clearly, the greater the difference between 
the marginal propensities to consume at high and low income levels, the 
greater will be the change in expenditures brought about by income re- 
distribution. 

Many economists and political leaders who believe that income redistribu- 
tion will increase consumer expenditures apparently base their belief upon 
the common observation that low-income families spend a greater share of 
their incomes than high-income families. Chart I demonstrates that this 
conclusion is a non sequitur. If the income-expenditure behavior of United 
States consumers resembles that portrayed by the curve 4A, rather than 
the curve BB, a basic tenet of the current political philosophy of many 
liberals must be modified. Hence the available data merit careful analysis. 


Expenditure Lags 


In any actual situation, redistribution of income may well be accom- 
panied by a lag in adjusting expenditures and savings. This possibility is 
here ignored. It is assumed that there is no lag. That is, we assume that a 
man whose income rises from say $500 to $1,000 will immediately spend out 
out of his new income the same amount as.a man who had an income of 
$1,000 to begin with. Likewise, a man whose income falls from $4,000 to 
$3,000 will spend the same amount as a man whose income was $3,000 to 
begin with. Moreover, this analysis is limited to short-run aspects of re- 
distribution. It measures changes in the percentage of income saved due 
to redistribution of a given income total, but does not attempt to analyze 
subsequent changes in total income which may result, or their later effects 
upon income distribution and savings. F urther, no allowance is made for the 
fact that, with redistribution of income, saving habits might be materially 
altered. It is believed that these restrictions of the analysis do not destroy 
the validity of the conclusions drawn. 

The study likewise ignores the effects upon total expenditures of any 
change in investment resulting directly or indirectly from income redistribu- 


2 For the lowest part of the income range, the curve shows dissavings, that is, expenditures 
in excess of income. There is no difference in principle between transfer to saving or dissaving 
groups. The result in each case will depend upon the amount of additional expenditures out of 
the increase in income, whether accompanied by increased saving or by reduced dissaving. An 
increase in income for dissaving groups will, in the case illustrated by the line 44, tend to be 

-accompanied by a reduction in dissaving. Expenditures by consumers who dissave will, there- 
fore, tend to increase by only a fraction of the additional income. 
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tion. Such effects must be allowed for in estimating the total effect of re- 
distribution. 


Basic Data 


Two large-scale sample studies of spending and saving habits have been 
made in recent years. The first of these was the consumer expenditures 
study of 1935-36 by the National Resources Committee.* The second survey 
was the consumer spending and saving study of 1941 by the Bureau of 
Labor Statistics of the United States Department of Labor,‘ and the Bureau 
of Home Economics of the United States Department of Agriculture. One 
of the improvements of the 1941 survey over the 1935-36 study is in the 
1941 personal tax data which are sufficiently inclusive to use with con- 
fidence to obtain “disposable income” or income after taxes. 

Cuazrt IL 


AVERAGE EXPENDITURES BY LEVEL OF DISPOSABLE INCOME 
(all families and families with stable income) 





The 1941 consumers’ spending and saving study was a sample survey 
designed to reveal the national distribution of income and the patterns of 
expendittire and income of the country. The survey covered single indi- 
viduals and families of two or more in urban, rural non-farm, and farm 
areas. For theoretical as well as practical reasons, it seemed advisable for our 
purposes to leave out all single individuals and all farm families and to in- 
clude only urban and rural non-farm families of two or more.§ In estimating 
a combined distribution, the sample data for urban and rural non-farm 


1 U. S. National Resources Committee, Consumer Expenditures in the United States: Esti- 
mates for 1935-36 (Washington, 1939). i 

1 U.S, Bureau of Labor Statistics Bull. No. 723, Spending and Saving of the Nation’s Families 
in Wartime (Washington, 1942). 

Another study, Survey of Prices Paid by Consumers in 1944, was made in 1944 by the Bureau 
of Labor Statistics. It is not included here for the following reasons: (1) its covers only urban 
communities; (2) saving-spending habits were distorted by rationing and the non-availability 
of consumers’ goods. 

$ See Appendix A. 
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groups were given weights based in part upon unpublished Office of Price 
Administration data. This distribution is shown in Table I which gives 
average income, expenditures after tax, and savings for each income 
bracket. Chart IT illustrates these data by showing average expenditures by 
level of income. The shape of the income-expenditures curve indicates that 
income redistribution will cause some increase in expenditures. 


TABLE I.—Averacr Income AFTER DIRECT Taxes, AVERAGE EXPENDITURES AND AVERAGE 
SAVINGS BY Income Bracket: ALL Non-Farm Fanories, 1941 





(All data in dollars) 

Income Bracket 
0- 500 321.1 
500- 1,000 740.6 
1,000- 1,500 252.0 
1,500- 2,000 751.2 
2,000- 3,000 458.7 
3,000- 5,000 693.5 
5,000-10,000 101.7 
10,000~over 561.1 





Statistical Techniques of Redistribution 


Our technique for redistributing income is to adjust the average income 
for each bracket by moving it closer to some intermediate income figure— 
for example, the mean of the entire distribution. Each bracket average is 
raised or lowered by a given percentage of the difference between it and the 
mean. Redistribution by this method leaves aggregate income unchanged. 

In order to cover a wide range of possibilities, three percentage adjust- 
ments are used, a 10 per cent movement toward the mean, as a moderate 
redistribution, 50 per cent as a severe redistribution, and 100 per cent, 
which makes all incomes equal, as the maximum redistribution. For exam- 
ple, the average income of the $0-500 bracket in Table I is $321 and the 

- average for the entire distribution is $2,163. The difference between the two 
figures is thus $1,842, and the 50 per cent redistribution raises the average 
of the $0-500 bracket by $921, so that the new average income for that 
bracket becomes $1,242. For the $5,000—10,000 bracket with a mean income 
of $6,102, $1,969 is subtracted so that the new average income for the 
bracket is $4,133.’ 


8 See Appendix A. 

T An alternative to our technique of redistributing income toward the mean was suggested 
by the fact that Chart I shows a fairly sharp change in the slope of the income-expenditures 
line at the $2,000-3,000 bracket. This would seem to indicate that the greatest effectiveness 
would be obtained by redistribution toward the average income for that bracket, since the 
differences between the marginal propensities are greatest above and below that point. How- 
ever, the results upon aggregate expenditures of such redistribution are little different from 
our previous redistributions, principally because the average income for the $2,000-3,000 
bracket ($2,459) is fairly close to the general average ($2,163). Data for this alternative proce- 
dure are, therefore, not presented. 
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Some evaluation of the severity of the various degrees of redistribution is 
necessary. In terms of tax burden, the 50 per cent redistribution case 
amounts to an added tax levied in addition to 1941 personal taxes. The new 
tax would be a 50 per cent rate without exemptions on income above $2,163 
remaining after paying 1941 income taxes. For income brackets above this 
level, it would thus be a far heavier tax than the heaviest federal income 
tax ever enacted in the United States, that in effect in 1943-45. For dis- 
posable incomes well below $2,163, redistribution by a 50 per cent move- 
ment toward the mean would be equivalent to remission of all direct taxes 
in effect in 1941 and contribution of sizeable cash payments in addition. 
. The 10 per cent redistribution would imply taxes lighter on all income 
groups than during 1943-45. However, it would reduce 1941 taxes on groups 


TABLE I.—Prrcentace or Non-Farm Faanizs BY Income Bracxer (1941), 
BEFORE AND AFTER REDISTRIBUTION . 








Per Cent Movement Toward Mean 




















below the mean while raising them on higher groups. Even this change 
would involve greater redistribution than that of the wartime federal income 
tax.§ As a further measure of severity, changes in the approximate dis- 
tribution of families by disposable income brackets which might be brought 
about by our redistributions are shown in Table II. 


Effects of Redistribution 

Three new distributions are obtained by the 10, 50 and 100 per cent 
movements toward equality. For thesé distributions total income is broken 
down between consumer expenditures and savings by applying for each 
average income the income-savings relationship of the basis distribution. 
Table III shows the percentage changes in total expenditures and savings 
' which result. These changes are shown as percentages since the absolute 
figures depend upon the size of the sample and have no general significance. 
Since aggregate savings are much smaller than aggregate expenditures, a 
small error in estimated change in savings will make a large percentage dif- 
ference. The percentage change in expenditures, the more reliable figure, is 
therefore used as our measure of the effectiveness of redistributing income. 

Strictly speaking, the percentages apply only to the 1941 savings-expendi- 

2 These comments use the concept of distribution of income in a very loose sense. No at- 


tempt has been made to define the degree of reduction in inequality of income in the more 
rigorous sense in which the term inequality is used by Gini. 
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ture situation, or to a distribution of disposable income identical with that in 
1941, in which the average and marginal rates of expenditures are the same 
for each family at a given position on the Lorenz curve as for the com- 
parable family in 1941. However, the percentages of change in expenditures 
may be taken as a rough measure—but not too rough for our purpose—of 
the effect of redistribution in any recent or probable near-future United 
States income distribution. 

The conclusion to be drawn from our data at this point is evident: no re- 
disiribution of any feasible severity will bring about a large enough change in 
aggregate expenditures to offer a major contribution to the problem of increasing 
total demand. If this conclusion is valid, it is of great social and economic 
importance since income redistribution is one of the basic methods by which 


TABLE I].—Evrrecrs ON EXPENDITURES AND SAVINGS OF INCOME REDISTRIBUTION: 











ALL FAMILIES 
ee Per Cent Increase | Per Cent Decrease 
Extent of Redistribution in Expenditures in Savings 
100% toward equality 4.1 59.4 
50% toward equality 2.4 34.7 
10% toward equality S 7.2 


many liberal economists believe the economic system can be made to work. 
Our data seem to demonstrate that income redistribution by itself would 
not make a major change in the magnitude of the problem. 

Before such a conclusion may be drawn categorically, however, the data 
must be examined further. 


Low Income Dissaving 


The small increase in aggregate expenditures is due in great part to the. 
phenomenon of average dissavings below an income of about $1,300. The 
tendency to dissave in the lower brackets shows up clearly in Table I. As 
explained before, it means that an increase in income going to low-bracket 
consumers will only partly be reflected in increased expenditures, the rest 
being reflected in a reduction of dissaving. 

The phenomenon of continued- low-income dissaving requires some ex- 
planation. At first glance it is difficult to see how families are able to live 
from year to year increasing their debts continually (although it is just as 
difficult to see how they can live on such small incomes at alll). Except for 
some retired people, families with low incomes are not in possession of large 
savings, particularly if they continue to dissave. And presumably there 
must be some limit to the amount of credit the corner grocery store will give. 
Two possible explanations present themselves. One might be that the low- 
income brackets do not include the same people at all times, that the in- 
dividual families in the brackets vary from year to year. The other might 
be that reported income in the low-income brackets is understated. 

If it were true that the low income groups include a large portion of fami- 
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lies which remain in these brackets only temporarily, the excess of expendi- 
tures over income might conceivably be explained by a tendency of expendi- 
tures to lag behind when income falls. Dissaving for any individual family 
would be just temporary while its income declines, although for the average 
of all families in each bracket dissaving might be continuous. However, to 
obtain dissavings for the bracket average, it must be assumed that there 
are more people whose incomes fall than there are whose incomes rise or 
that there is a greater lag when incomes fall than when incomes rise. The 
first assumption is obviously correct for the lowest income group, if shifts in 
income are large. There is no certain proof for either proposition. Since 
the 1941 income study was made during a period of generally rising income 
when most families moved to higher rather than lower levels of income, a 
downward expenditure lag seems questionable as a general explanation for 
the dissavings phenomenon. 


Data for Families with Stable Income 


However, in order to eliminate any possible distortion of the data by un- 
stable families, our experiments were applied to families with relatively stable 
income, defining a relatively stable income as one which changed by less 
than 5 per cent from the preceding year. 


TABLE IV.—AVERAGE INCOME AFTER DIRECT TAXES, AVERAGE EXPENDITURES AND AVERAGE 
SAVINGS BY INCOME BRACKET: FAMILIES WITH STABLE INCOME 








* Expenditures adjusted downward. 


The 1941 survey, apart from detailed data for 1941, also obtained from 
each respondee a rough estimate of his 1940 income. These estimates were 
probably not very accurate, but are all that are available. Since no estimates 
of total taxes for 1940 were included, to obtain disposable income it was 
necessary to make an estimate of direct taxes in 1940, based on adjustment 
of the 1941 taxes. Those families whose disposable incomes had changed by 
more than 5 per cent were then dropped out and the distribution in Table I 
was reconstructed including stable families only.® The new distribution is 
presented in Table IV. 

* Average expenditures in the $10,000 and over income bracket were adjusted downward, 


since the sample for the top bracket was extremely small and the resulting average expenditure 
looked suspiciously high. 
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Comparison of the income-expenditure pattern of the all families and 
stable families distributions shows that the marginal propensities to con- 
sume at various income levels are similar for the two groups. It is interesting 
in particular that this also holds for the lowest income brackets since dis- 
saving is present for the stable families as well. When the three redistribution 
cases are applied to the stable income distribution,’ the similarity between 
the two groups of families is clearly shown. The results are summarized in 
Table V. 


TABLE V.—EFFECIS ON EXPENDITURE AND SAVINGS OF IncoME REDISTRIBUTION, BY 
Tyre of REDISTRIBUTION: FAMILIES WITH STABLE INCOME 





Per Cent Increase 
Per Cent Per Cent in Expenditures, 


Type of Redistribution Increase in Decrease All Families 
Expenditures | in Savings | fom Table IT 





100% toward equality ($2,104) 3.3 
50% toward equality ` 2.2 
10% toward equality 5 


4. 
2. 


ini 








The percentage increases in expenditures brought about by transferring 
income from high to low brackets in the “stable income” distribution are 
slightly smaller, not larger, than those for the all families distribution. The 
percentage decreases in savings for the stable families, however, are much 
smaller since the estimated reduction in dollar savings is about similar for 
both cases, while aggregate savings before redistribution are much larger 
for stable families. 

It must be cautioned that the data used for the stable family estimates 
are very poor. Nevertheless, comparison of the two estimates seems to indi- 
cate that expenditure lags are not very important in explaining dissavings 
in the lower income groups. 


Reliability of the Data 


The second possible reason to question the tentative conclusion is that 
basic data obtained in the 1941 survey may be incorrect. The data for the 
individual respondees was checked as carefully as possible by the survey 
enumerators with data on changes in net worth of the respondees at the end 

` of the year. Changes in net worth were obtained from a table of items enter- 
ing into changes in assets and liabilities during the year and the enumerators 
were careful to see that the sum of expenditures and net changes in assets 


10 For the purposes of redistribution, the average income and expenditures for stable familiés 
as shown in Table IV are used but the same family distribution by numbers js retained as 
applied to the all family case. Otherwise the results would not have been comparable. Since 
the income in each bracket is slightly lower for families with stable income than for all families, 
aggregate income in the revised distribution is somewhat reduced and the new mean income for 
the entire distribution is $2,104. Aggregate savings, on the other hand, are larger in the revised 
distribution because of the greater reduction in aggregate expenditures than in aggregate in- 
come, 


166 THE AMERICAN ECONOMIC REVIEW [MARCH 


came within 5 per cent of the total reported income. Nevertheless, a strong 
possibility of reporting errors in incomes and changes in net worth is in- 
herent in the way the schedules were devised. The interview schedule was 
set up to get a much more detailed picture for expenditures than for income 
and for net changes in assets and liabilities. The figures for income by 
source and for net worth were obtained for the entire past year while ex-: 
penditures were obtained by shorter time periods, by numbers of items, 
expense of each item, and so on. Summation of these details, item by item, 
makes the expenditures estimate fairly accurate. Estimates based upon 
memory of total income gained by intermittent employment during the 
year leave a much greater margin for error, especially in the low-income 
groups where employment is most discontinuous. 

When a reconciliation of income and net worth figures is made by con- 
sidering one as a residual of the other, even if done by the respondee but at 
the behest of the interviewer, there is some danger of merely rationalizing 
an error in the first estimate. There are a number of items in the list of the 
components of net worth where faulty memory is perhaps as likely as in 
estimating income. Accurate figures on such items as money on hand, 
amounts due on various kinds of debts, payments and balances on install- 
ment purchases, and perhaps even bank accounts are difficult to remember. 
Thus even if the expenditures estimates are reliable, an important check on 
the respondees’ estimates of their incomes for the past year is open to.the 
game sort of errors as are the income estimates. 

However, income reported by employers to the Social Security Board may 
be used as a further check on the estimates of income recorded by inter- 
viewers. Since the coverage of consumers by social security is wide, although 
far from complete, it is possible to make use of social security records to 
compare incomes reported by employees with those shown by employers’ 
records. Particularly for low-income consumers with casual incomes, the 
presumably accurate records of the Social Security Board can be used as a ` 
check on incomes reported by consumers to the extent that income is 
earned in covered employment. 


Evidence from Old Age and Survivors’? Insurance Records 


A comparison has been made by the Social Security Board of data ob- 
tained from a.1939 census study and from records of the Bureau of Old 
Age and Survivors’ Insurance. This comparison presents an important 
clew. It suggests that the excess of expenditures over inconie in the lower 
brackets reported in income surveys may be due to progressively greater 
understatement of income by consumers, the lower their average income. 

The OASI study compares data on taxable wages and total wage incomes 
reported in.a trial census of population of two Indiana counties for 1939 
with corresponding data for the same individuals from the old age and 
survivors’ insurance records. If both reports were accurate, on the average 
incomes reported to the census would be higher than the recorded incomes 
in the old age and survivors’ insurance files, since presumably not all the 
work done by employees would have been done in jobs covered by govern- 
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ment insurance. This was expected to be most pronounced in the low- 
income groups where employment is highly irregular. The comparison 
showed, however, that incomes reported by individuals in the lower-income 
groups were below the incomes recorded for them in the old age and sur- 
vivors’ insurance records. In other words, low-income individuals on the 
whole understated their income and, interestingly enough, the degree of 
understatement increased the lower the income bracket. 

Table VI shows the ratios by income bracket of income understatement 
obtained in the Social Security Board comparison of census and old age 
and survivors’ insurance reports. The ratio of understatement is defined as 
taxable income recorded by employers divided by the income reported 
to the census interviewers. These ratios are conservative estimates of 
underreporting which actually occurred, since some income will have been 
earned in jobs not covered by the old age and survivors insurance. 


TABLE VI.—Ratio or OASI TAXABLE Income TO REPORTED Income, BY INCOME BRACKET 











Ratio of OASI Taxable Income 
Income Bracket to Reported Income 
$ œ 500 121.4% 
500-1 ,000 116.4 
1,000-1,500 111.1 
1,500-2,000 102.7 


If this tendency toward understatement of income by low-income groups 
is general, it may also apply to the BLS survey. Hence, it will be of interest 
to test the extent to which this may affect our preceding estimates. If in- 
come for the low-income families was progressively more underreported, at 
decreasing levels of income, appropriate correction of the data would change 
the income-expenditure relation in such a way that in the lower income 
brackets a greater increase in expenditures would accompany each increase 
in income. Graphically, the income-expenditure curve would become more 
concave downward. Redistribution of income then would result in larger 
increases in consumption expenditures. 

For purposes of experiment it may be useful to apply the measures of in- 
come understatement of Table VI to the 1941 study and observe the result- 
ing effect on redistribution. Presumably the 1941 study was conducted with 
greater precision than the trial survey in 1939, so that the data obtained 
were more nearly accurate. Application of the understatement ratios to the 
1941 survey income figures may, therefore, be regarded as the extreme upper 
limit for correction of errors on the part of the respondees. 


Redistribution of Incomes Adjusted by Old Age and Survivors’ Insurance 
Ratios 


Accordingly, average incomes in Table I were adjusted by the ratios in 
Table VI while average expenditures in Table I were left unadjusted. This 
process, of course, raised both aggregate income and aggregate savings. A 
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new savings figure for each bracket was derived by deducting the reported 
expenditures figure from the raised income figure, thereby changing the 
income-savings relationship considerably and greatly reducing the amount 
of dissavings. Table VII presents the distribution in Table I after this ad- 
justment. 


TABLE VIL—AVERAGE INCOME AFTER Direct Taxes, AVERAGE EXPENDITURES, AND AVERAGE 
SAVINGS BY Bracket: Income AND SAVINGS ADJUSTED FOR UNDERREPORTING* 











* Incomes and savings in the four brackets between $0 and $2,000 adjusted by under- 
statement ratios of old age and survivors’ insurance. Expenditures unadjusted. 


The three redistribution cases were again applied to Table VII and the 
results are summarized in Table VIII. The resulting percentage increases in 
expenditures are now considerably greater than in the preceding experi- 
ments. The relatively mild redistribution exemplified by the 10 per cent 
shift resuits in a 2.9 per cent increase in expenditures, as compared with .5 
per cent in Table II. Moving all incomes 50 per cent toward equality results 
in an increase in expenditures twice as great as before. 


TABLE VII.—Errecrs on EXPENDITURES AND SAVINGS OF Income REDISTRIBUTION, BY 
TYPES OF REDISTRIBUTION: ALL FAMILIES, ADJUSTED FOR UNDERREPORTING OF INCOME 

























Increase in 
Type of Redistribution Expenditures 
($ billions) 
100% toward equality 9 
50% toward equality 6 
10% toward equality 4 


Using the assumption of a gross national product of 200 billion dollars, 
disposable income of 150 billions, and consumer expenditures of 135 billions, 
figures for aggregate changes in expenditures are included in Table VIII. 

The 10 per cent redistribution might mean an increase in total expendi- 
tures of 4 billions, compared with an estimated increase of one billion on the 
basis of our original data which included heavy dissaving. The magnitudes 
are still not spectacular, but are certainly significant. 
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Conclusion 


The data from the 1941 study of consumers’ income and expenditures 
seem to caution against placing too much faith in the theory that income 
redistribution will greatly decrease the volume of savings in the economy. 
These data are the best we have to date, and until better data are avail- 
able the conclusion drawn from them cannot be disregarded. However, two 
things should be kept in mind. 

Available data on which estimates of this kind can be based are thorough- 
ly inadequate for any definite judgment. Application of ‘the old age and 
survivors’ correction ratios shows that even fairly slight errors in reporting 
may affect the results considerably. Future income surveys should make 
use of the data available from the old age and survivors’ insurance records 
as a check on the accuracy of the survey data. Furthermore, the case for 
and against income redistribution depends not only upon the considerations 
included here. Other aspects, such as the welfare effects of a more equal in- 
come distribution must also be considered. 


APPENDIX A 
The Sample 


The Bureau of Labor Statistics-Bureau of Home Economics sample con- _ 
sisted of 1,007 urban families and 871 rural non-farm families. Of these, 211 
urban and 464 non-farm had incomes which changed less than 5 per cent 
from the preceding year. Since the number of rural non-farm families was 
not in the same ratio to the number of urban families in the sample as in the 
actual population as estimated by the Office of Price Administration, the 
number of urban families in each bracket was multiplied by the appropriate 
factor, 2.595, in order to get the same ratio of rural non-farm to urban 
families in the sample as in the estimate of the total population. 

The decision to include only non-farm families was taken for several 
reasons. In the first place, the sample of single individuals seemed too small 
for any further breakdowns which might have been necessary. Far more 
important, farmers and single individuals were left out in order to re- 
distribute the incomes of a relatively homogeneous group. Farmers and 
single individuals differ greatly from non-farm families, with respect to both 
income distribution and expenditure patterns. Both farmers and single in- 
dividuals in general have lower money incomes than non-farm families. 
Combining all the groups would weight the lower brackets heavily with 
the expenditure pattern of farmers and single individuals, who in general 
save a greater portion of their incomes than non-farm families. 

Ideally, our study should show what change would take place in spending 
by each family and each individual in the country if no change took place 
in his socio-economic status, other than the change in his income caused by 
redistribution. We want to isolate the effect of income redistribution. But if 
all groups were combined in the sample used, redistribution of income would 
have the effect of causing many single persons and farm families to assume 
the spending characteristics of non-farm families, thus exaggerating the 


170 | THE AMERICAN ECONOMIC REVIEW [MARCH 


increase in expenditures. We would be testing the combined effect on ex- 
penditures of income redistribution, marriage, and farm-non-farm migra- 
tion. To avoid this statistical aberration, only non-farm families were used. 
A complete study would of course redistribute income within each type of 
consumer units, and combine the results. The procedure used seemed the 
most desirable simpler alternative. 

HAROLD LUBELL* ° 


* Mr. Lubell at the time of writing this paper was a member of the research staff of the Board 
of Governors of the Federal Reserve System. He is at present a student at the Graduate 
School of Public Administration, Harvard University. 


Obligations upon the Union under the National Labor Relations Act 


The National Labor Relations act has generally been considered to con- 
fer rights upon the employees, exercised through organization and the 
selection of representatives, and running against the employer. The act 
has been criticized on the ground that it imposes no obligations upon the 
union in the interests of its employee-members, whom it is supposed to 
represent. Several recent decisions of the National Labor Relations Board 
and of the courts raise the questions whether, in fact, the act cannot be so 
construed as to place such obligations, and, if the answer is in the afirma- 
tive, what the extent of those obligations may be. 

The source of any possible compulsions upon the union is to be found in 
Section 9(a), which states that “Representatives designated or selected for 
the purposes of collective bargaining by the majority of employees in a unit 
appropriate for such purposes, shall be the exclusive representatives of all 
the employees... .” Until recently the emphasis in this section had been 
laid upon the word ‘ ‘exclusive,’ in an elaboration and defense of the doc- 
trine of majority representation, both with respect to negotiations for the 
contract and grievance proceedings. It now appears that considerable weight 
is being accorded the phrase ‘ ‘representatives of all the employees,” and 
that this additional emphasis carries implications perhaps hitherto unfore- 
seen. 

In Hughes Tool Co. v. NLRB, (1945) 147 F. (2d) 69, at 74, the Fifth 
Circuit Court thus took pains to point out that “When the Steelworkers 
union accepted certifigation as the bargaining representative for the group, 
it accepted a trust.,It became bound to represent equally and in good faith 
the interests of the whole group. It ought not to discriminate in the execu- 
tion of its duties between its own members and employees who belong to 
another union or to no union. The handling of grievances, as has been 
pointed out, is part of the business it has assumed, and must be done with 
impartiality.” 

` If it thus becomes established that in accepting Board certification as 
exclusive representative for the employees in a unit a union becomes subject 
to the burdens of a trusteeship, it is altogether conceivable that failure to 
discharge such trusteeship obligations may become grounds for revocation 
of certification. 

Consider Matier of Monsieur Henri Wines, 44 NLRB 1310. In this in- 
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stance the employees of a small wine merchant (Feinberg) sought member- 
ship in Local 1 of the Distillery, Rectifying and Wine Workers International 
Union. Before membership was granted, they designated the union as their 
bargaining agent, and union officials thereupon concluded a closed shop 
agreement with the employer, denied membership to the employee-appli- 
cants, secured their discharge under the closed shop agreement and filled 
their positions with unemployed members of the union. The employer read- 
ily acceded to this course of action and may even have been the moving 
party. In this case the Board: ruled: 


It is true, and we find, that on the day preceding the execution of the 
agreement a majority of the employees designated Local #1 as their 
bargaining agent. Such designation would normally, under the proviso 
[closed shop proviso of Section 8(3)], empower an agent, which had 
not been assisted by unfair labor practices, to enter into an agreement 
requiring membership as a condition of employment. But the pro- 
viso was not intended, nor may it be construed, to legalize a con- 
spiracy between the designated agent and the employer fraudulently 
to deprive of employment all the employees, including those upon 
whose designations the agent’s authority depends. That is manifestly 
the situation with which we are confronted. When the employees de- 
livered their application cards to Pross [union agent] he assured them 
that they were ‘as good as in,” and that the Local would proceed to 
bargain on their behalf. [The Board notes here: That the Local would 
refrain from bargaining against their interest was in any event im- 
plicit in its acceptance of their applications.] But it is evident, and we 
find, both from the course of events and from remarks made by Oneta 
[union official] and Feinberg [employer] on the day when the agreement 
was executed, that when the parties executed the agreement it was not 
intended that the employees should be admitted to membership in 
Local #1, and that the purpose of the agreement was to close the shop 
against them and to distribute their jobs to non-employee members of 
the Local. 

Local #1 thus repudiated its representative status, using the desig- 
nation solely as a device to legalize its fraud. 


In this case the remedy ran against both union and employer, though 
nominally only against the latter, since reinstatement with back pay was 
ordered and the closed shop contract invalidated. It is difficult to conceive, 
however, that even had the employer been innocent of complicity the con- 
tract would have been allowed to stand and its results inure against the 
employees on whose behalf it presumably was to have been negotiated. 

Wallace Corporation v. NLRB, 65 S. Ct. 238 (1944), is a case with many 
similar circumstances which came before the Supreme Court for decision. 
In an election between an independent and a CIO union, the former won 
and thereupon negotiated a closed shop agreement and sought the discharge 
of CIO employees. The Court majority declared: 


The duties of a bargaining agent selected under the terms of the 
Act extend beyond the mere representation of the interests of its own 
group members. By its selection as bargaining representative, it has 
become the agent of all the employees, charged with the responsibility 
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of representing their interests fairly and impartially. Otherwise em- 
ployees who are not members‘of a selected union at the time it is 
chosen by the majority would be left without adequate representation. 
No employee can be deprived of his employment because of his prior 
affiliation with any particular union. The Labor Relations Act was de- 
signed to wipe out such discrimination in industrial relations. Numer- 
ous. decisions of this Court dealing with the Act have established be- 
yond doubt that workers shall not be discriminatorily discharged 
because of their affiliation with a union. We do not construe the pro- 
vision authorizing a closed shop contract as indicating an intention on 
the part of Congress to authorize a majority of workers and a com- 
pany, as in the instant case, to penalize minority groups of workers by 
depriving them of that full freedom of association and self-organization 
which it was the prime purpose of the Act to protect for all workers. 
It was as much a deprivation of the rights of these minority employees 
for the company discriminatorily to discharge them in collaboration 
wae aende as it would have been had the company done it 
alone. 


The minority opinion of Mr. Justice Jackson is interesting, too, in that 
it recognized a possible right on the part of the Board to impose conditions 
upon the certified bargaining agent. 


We do not mean to preclude the power of the Board, when the con- 
tract settling the strike, withdrawing charges against the company, 
and consenting to an election with a closed shop to the winner was 
brought to the Board, to have refused to dismiss charges and under- 
take an election unless each union agreed that, if it won a closed shop, 
it would open the union to membership from the losers on terms the 
Board deemed fair. Since no one could tell who would win, this would 
in any event have been an impartial arrangement. Even after the 
Independent won, the Board before certifying it might perhaps prop- 
erly have made conditions as to reasonable terms to the defeated. 


Mr. Jackson goes on to note: “This and the other cases before us give 
ground for belief that the labor movement in the United States is passing 
into a new phase. The struggle of the unions for recognition and rights to 
bargain, and of workmen for the right to join without interference, seems 
to be culminating in a victory for labor forces. We appear now to be entering 
the phase of struggle to reconcile the rights of individuals and minorities 
with the power of those who control collective bargaining groups.” 

The question of minority representation has been raised by the Board, 
but not settled, in situations where a union seeking certification discrimi- 
nates among its membership as to the nature of the rights which membership 
confers. In Matter of R.K.O. Radio Pictures, 59 NLRB 132, an independent 
union petitioned for a bargaining unit including only movie extras, while 
the competing Screen Actors Guild asked a unit comprising all who worked 
before the camera. In establishing a separate unit for extras, the Board 
placed heavy emphasis upon the Guild by-laws which divided its member- 
ship into three classes, the third class for extras having voting rights only 
in certain instances and even then restricted. “It is apparent,” the Board 
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said, “that essential control of the Guild is effectively retained by its Class 
A members.” Inasmuch as the Board allowed the Guild a place on the bal- 
lot, even after relying on the differential membership privileges to split off 
a separate bargaining unit, it did not examine into the question of whether 
the Guild could adequately represent extra employees, if elected, if full 
membership privileges were denied them. This question it has raised, how- 
ever, in instances of racial discrimination. 

In Matter of Bethlehem-Alameda Shipyards, 53 NLRB 999, 1015, the 
Board declared: 


We entertain grave doubts whether a union which discriminatorily 
denies membership to employees on the basis of race may nevertheless 
bargain as the exclusive representative in an appropriate unit com- 
posed in part of members of the excluded race. Such bargaining might 
have consequences at variance with the purposes of the Act. If such a 
representative should enter into a contract requiring membership in 
the union as a condition of employment, the contract, if legal, might 
have the effect of subjecting those in the excluded group, who are 
properly part of the bargaining unit, to loss of employment solely on 
the basis of an arbitrary and discriminatory denial to them of the 
privilege of union membership. 


Similarly, in Matter of Carter Manufacturing Company, 59 NLRB 804, 
806, where a union had urged racial discrimination in membership as a bar 
to the petition for certification on the part of a contending union, the Board 
ruled: f 


In the absence of proof that the Union discriminatorily denies mem- 
bership to employees in the appropriate unit because of their race, we 
see no reason to dismiss its petition. However, if it is later shown, by 
an appropriate motion, that the Union has denied equal representa- 
tion to any such employee because of his race, creed, color or national 
origin, we will consider rescinding any certification which may be 
issued herein. 


It must be noted that in this case the Board was concerned with the rela- 
tionship between its action and the President’s Executive Order No. 9346, 
amending Executive Order No. 8802, establishing non-discrimination on 
the basis of race in unions as public policy. In the light of other Board and 
court decisions, however, it may be questionéd whether the absence of such 
an executive order would have affected materially the Board’s position. 

Other cases have arisen which have not concerned the Board or its ad- 
ministration of the National Labor Relations Act, but which have similarly 
hinged on the obligations of the majority representative. The prevailing 
trend is definitely ascertainable as establishing duties on such representa- 
tives. According to one line of thought the obligations do not stop with a 
proper fulfillment of trusteeship. The privilege of unions to choose their 
own members is being transformed by those with the broader view into a 
right of workers to membership in the union which represents them. Thus 
in James v. Marinship Corporation, 155 Pac (2d) 329, the California Su- 
preme Court asserted that where a union has attained a closed shop status, 
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“such a union occupies a quasi public position similar to that of a public ` 
service business and it has certain corresponding obligations. It may no 
„longer claim the same freedom from legal restraint enjoyed by golf clubs or 
fraternal associations. Its asserted right to choose its own members does 
not merely relate to social relations; it affects the fundamental right to 
` work for a living.” In this case, the Court gave the Boilermakers Interna- 
tional Union the choice of surrendering its closed shop contract or of ac- 
cording to negroes the right of membership with full privileges. The estab- 
lishment of “auxiliaries” in a dependent status was considered insufficient 
performance of obligation, on the four grounds that a controlling local 
managed and supervised the affairs of the auxiliaries, the auxiliaries were 
not allowed business agents of their own but were required to act through 
the business agents of the controlling local, their members could be dis- 
patched to employment only through the controlling local, and they pos- 
sessed an impermanent status since the international union retained powers 
of dissolving them at will. . 

This trend of thinking has been evident in cases arising under the Railway 
Labor Act. In Brotherhood of Railway and Steamship Clerks v. United Trans- 
port Service Employes, 137 F. (2d) 817, a group of redcaps, ineligible to 
membership in the union certified as exclusive bargaining agent, who sought 
to bargain on their own behalf but were rebuffed by the National Mediation 
Board, petitioned for the intervention of the Court. The Court declared: 


They [the employees] have the right to organize and bargain collec- 
tively through representative of their own choosing, which carries 
the corollary that the right to organize is essential to the right to bar- 
gain collectively. And yet the employees in the case at bar are in- 
eligible to organize with the only labor union that their employer will 
recognize as their bargaining agent. 


And Chief Justice Groner, in his concurring opinion, used éven stronger 


language: 

The effect of the action of the [National Mediation] Board is to 
force this particular group of employees to accept representation by an 
organization in which it has no right to membership, nor right to 
speak or be heard in its own behalf. This obviously is wrong and, if as- . 
sented to, would create an intolerable situation. That the rules of the 
Brotherhood make negroes ineligible to membership is not a matter 
which concerns us, but that the Brotherhood, in combination with the 
employer, should force on these men this proscription and at the same 
time insist that Brotherhood alone is entitled to speak for them in the 

-regulation of their hours of work, rates of pay and the redress of their 
grievances is so inadmissible, so palpably unjust and so opposed to 
the primary principles of the Act as to make the Board’s decision up-' 
holding it wholly untenable and arbitrary. The purpose of the Act, as 
is apparent on its face, and has been recognized and confirmed by the 
Supreme Court and this court in many decisions, is to insure freedom 
of choice in the selection of representatives. While it is true that this 
purpose has been held to yield, when necessary, in the interest of uni- 
formity of classification in accordance with established custom [the 
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question of appropriate bargaining unit], nothing in the Act nor in its 
construction by the courts can be found to justify such coercive action 
as to force upon any class of employees representation through an 
agency with which it has no affiliation nor right of association. It is, 
therefore, of no consequence that the porters were at one time depend- 
ent upon Brotherhood as their spokesman with the railroad, for that was 
never a trusteeship of their own making. To perpetuate it by law would 
be to impose a tyranny in many respects analogous to “taxation with- 
out representation.” 


It is to be noted that the above decision was reversed by the Supreme 
Court, 320 U.S. 715, though on the purely jurisdictional ground that no 
justiciable issue was involved. Nevertheless, it is apparent from the Su- 
preme Court’s opinion in the Steele case, to be cited shortly, that it has not 
yet accepted the view that the obligation resting on the exclusive bargaining 
agent extends to the duty of admitting to membership all employees within 
the scope of the unit. There thus appear to be two general doctrines emerg- 
ing with respect to the obligations upon the majority representative, one 
which may be called the “‘trusteeship doctrine,” more limited in its applica- 
tion, requiring primarily good faith representation of all employees within 
the unit; the other, which may be called the “‘public service doctrine,” more 
sweeping, holding that the majority representative must open its ranks to 
all represented employees on equal terms, or cease to represent those whom 
it will not admit, permitting them to bargain on their own behalf. 

The decisions most generally known which apply the trusteeship doctrine 
are those rendered by the Supreme Court in Steele v. L. and N. Railroad, 
323 U.S. 192, and Tunstall v. Brotherhood of Locomotive Firemen and Engine- 
men, 323 U.S. 209. In the Steele case, the Brotherhood, certified as sole rep- 
resentative and purporting to act for all firemen in the unit, concluded a 
contract with the railroad under which only ‘‘promotable”’ men should be 
employed as firemen. The result would have been to exclude negroes from 
employment as firemen, since practice prevented their promotion to posi- 
tions as engineers. Negro firemen were not notified nor consulted as to 
this proposal, nor as to subsequent contract amendments limiting the num- 
ber of negroes in each seniority district and otherwise restricting their , 
employment rights. The court held: 

While the majority of the craft chooses the bargaining representa- 
tive, when chosen it represents, as the Act by its terms makes plain, the 
craft or class, and not the majority. The fair interpretation of the 
statutory language is that the organization chosen to represent a craft 
is to represent all its members, the majority as well as the minority, 
and it is to act for and not against those whom it represents. It is a 
principle of general application that the exercise of a granted power to 
act in behalf of others involves the assumption towards them of a duty 
to exercise the power in their interest and behalf, and that such a 
grant of power will not be deemed to dispense with all duty toward 
them for whom it is exercised unless so expressed. 

We think that the Railway Labor Act imposes upon the statutory 
representative of a craft at least as exacting a duty to protect equally 
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the interests of the members of the craft as the Constitution imposes 
upon a legislature to give equal protection to the interests of those for 
whom it legislates. Congress has seen fit to clothe the bargaining repre- 
sentative with powers comparable to those possessed by a legislative 
body both to create and restrict the rights of those whom it repre- 
sents, cf. J. I. Case Co. v. Labor Board, supra, 335, but it has also im- 
posed on the representative a corresponding duty. We hold that the 
language of the Act to which we have referred, read in the light of the 
purposes of the Act, expressed the aim of Congress to impose on the 
bargaining representative of a craft or class of employees the duty to 
exercise fairly the power conferred upon it in behalf of all those for 
whom it acts, without hostile discrimination against them. 


And the Court, elaborating upon such an obligation, subsequently adds 
that “Whenever necessary to that end, the Union is required to consider 
requests of non-union members of the craft and expressions of their views 
with respect to collective bargaining with the employer and to give to them 
notice of and opportunity for hearing upon its proposed action.” Here 
indeed begins the spelling out of the obligation. 

It is worthy of noting that Mr. Justice Murphy, in his concurring opinion, 
208-209, goes on to say: ‘‘... I am willing to read the statute as not per- 
mitting any action by the bargaining representative in the exercise of its 
delegated powers which would in effect violate the constitutional rights of 
individuals.” 

One may thus conclude that the clearest cases involving imposition of 
obligations upon the union certified as extlusive bargaining agent have 
arisen in connection with instances of racial discrimination. But it is equally 
clear that this is no logical stopping point in the application of the doctrine, 
as is suggested by several of the cited decisions of Board and courts. The 
implications are far more sweeping. Consider, for example, all that is im- 
plied in the statement of the court in James v. Marinship Corporation, cited 
above: “While it is true that a minority may properly be outvoted, minority 
members are nevertheless entitled to vote and participate in the affairs of 
the whole group.” Is legal form only involved? Will the Board and the courts 
accept statements of intent, as may be included in union constitutions, 
as sufficient evidence of compliance with this obligation, or will they examine 
into the facts of the situation to see if the rights of membership are in fact 
being accorded? It is nosecret that certain unions have harbored dictatorial 
leadership denying élementary rights of union citizenship to their members. 
The report of the American Civil Liberties Union on Democracy in Trade 
Unions, published in 1943, provided an unbiased account of such practices. 
Is it now to be expected that decisions of the NLRB and the federal courts, 
at some future date, will consider evidence of such denial of the right “to 
vote and participate in the affairs of the whole group” germane to the ques- 
tion of certification of an exclusive employee agent? Phrased in these terms, 
the step seems a long one. Considering existing decisions and their full im- 
plications, however, that step might appear to be only the next movement 
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along the path of defining group relationships, with sufficient momentum 
established that it cannot be arrested. 

It is true that such sweeping questions are raised primarily by the public 
service doctrine of obligation, which we have seen has not yet been ac- 
cepted by the Supreme Court. An expectation that sooner or later this 
doctrine will absorb the trusteeship view and preémpt the field may be 
based, however, on the increasing extension of the union and closed shops. 
One writer, Jerome Toner, in his book The Closed Shop (1941) comes to 
the conclusion that “The closed shop will probably be the rule rather than 
the exception within the next decade.” Since the union and closed shops 
almost demand an accompanying fine sense of democratic organization, 
the pressure to assure democracy within unions before giving them the gov- 
ernmental sanction of exclusive representation for all employees will be 
great. 

As the court said in Carroll v. Local No. 269, 133 N.J. Eq. 144: “If the 
union can force a closed shop upon all, or almost all, of the employers of - 
an industry or area, the right to employment will depend upon union mem- 
bership; and if union membership be refused the workman, he is more totally 
excluded from the opportunity to labor than he was before recognition.” 
More might be added. If union members were compelled to “stay in line” 
because of the threat of suspension or expulsion, and an attendant loss of 
employment, possibilities of employment regimentation are opened scarcel 
less condemnable than those practiced by autocratic employers. i 

The dangers of such a policy of administrative or judicial determination 
of the degree of democracy within unions, if it should emerge, must not pass 
unnoticed, however. Unless standards of democracy are established, the 
unions may be subject to governmental dictation as to the conduct of their 
affairs, and open to attack by employers seeking to undermine their status. 

The heart of the difficulty perhaps lies in the fact that unions, for all 
that the Wagner Act has accomplished, have not yet been integrated into 
our industrial society. They are still on the periphery of our industrial 
organizations, carving out a place for themselves in the conduct of those 
organizations only in so far as they can force their views upon management 
through threat of strike. In this state of affairs greatest attention has been 
given to their strength before the employer, rathér than a democratic basis 
for their power. Mr. Justice Jackson is quite right when he notes that we 
now appear to be entering a phase of reconciling individual and minority 
rights with the rights and power of those in control. But in the industrial 
sphere, it is quite probable that no real solution to that reconciliation will 
be found until the unions achieve a status within industry that is not de- 
pendent upon an exercise or threat of force. 


Ner W. CHAMBERLAIN* 


* The author is research assistant on the staff of the Labor and Management Center, Yale 
University. 
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The Terms of the Anglo-American Financial Agreement* 


Though much has been written in general terms on the broad implica- 
tions of the Anglo-American Financial Agreement, relatively little detailed 
attention has thus far been given to its specific provisions. Yet the meaning 
of those provisions is by no means always obvious, even to the careful 
reader. The object of the present analysis, accordingly, is to attempt to 
deduce, from a close scrutiny .of the language used, and from such external 
evidence as is available, the significance of those parts of the agreement 
which appear to regue clarification. 


I. Waiver of Interest 


The conditions under which the British. Government is absolved from the 
payment of interest (there are no provisions for waiver of principal) are set 
forth in Section 5, in what is probably the most involved language in the 
Agreement.! In order that Great Britain might be able to claim a waiver 
of interest (which, it is to be noted, is a final surrender, not a mere defer- 
ment) both of two conditions must be satisfied. The frst, contained in para- 
graph (a) of Section 5, in effect is that, in the judgment of the British Gov- 
ernment (1) payment of the interest due would leave Britain with inade- 
quate international reserves and (2) present or prospective conditions of 
multilateral clearing are such that Britian is or will be unable to get dollars: 
for a large part of her export proceeds. The second condition, contained in 
5(b), assures Britain that she will not be burdened with the payment of in- 
terest on the loan when her exports of goods and services are running at a 
rate below that necessary to provide her with her pre-war volume of im- 
ports. This clause is the really significant part of the waiver provision since 


* The subject treated in this paper (written in August, 1946) is the Financial Agreement be- 
tween the Governments of the Untted States and the United Kingdom, signed December 6, 1945, 
providing for a line of credit of $3,750,000,000 to Britain, The lend-lease and surplus property 
settlement reached at the same time is not discussed. All citations of the text of the Agreement 
are from Anglo-American Financtal and Commercial Agreements, State Department Pub. 2439, 

1 The text of Section 5 is as follows: 

5. Waiver of interesi payments. In any year in which the Government of the United Kingdom 
requests the Government of the United Sates to waive the amount of the interest due in the 
installment of that year, the Government of the United States will grant the waiver if: 

-(a) the Government of the United Kingdom finds that a waiver is necessary in view of the 
present and prospective conditions of international exchange and the level of its gold and for- 
eign exchange reserves and 

(b) the International Monetary Fund certifies that the income of the United Kingdom 
from home-produced exports plus its net income from invisible current transactions in its 
balance of payments was on the average over the five preceding calendar years less than the 
average annual amount of United Kingdom imports during 1936-38, fixed at £866 million, 
as such figure may be adjusted for changes in the price level of these imports. Any amount 
in excess of £43,750,000 released or paid in any year on account of sterling balances ac- 
cumulated to the credit of overseas governments, monetary authorities and banks before the 
effective date of this Agreement shall be regarded as a capital transaction and therefore shall 
not be included in the above calculation ot the net income from invisible current transactions 
for that year. If waiver is requested for an interest payment prior to that due in 1955, the 
average income shall be computed for the calendar years from 1950 through the year preceding 
that in which the request is made. 
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it sets up an automatic criterion and does not depend on the discretion of 
the British Government. 

It should be emphasized that the criterion of £866 million established in 
this section refers only to exports and net current credits from invisibles, even 
-though this amount is to be adjusted for changes in the prices of the goods 
imported into Great Britain in 1936-38.? Neither the value or volume of 
imports, nor Great Britain’s balance of payments, in any year during the 
life of the Agreement, enters directly into the operation of the waiver clause.® 
Imports may be larger or smaller than in 1936-38; the current balance of 
payments may show a deficit of any size; but so long as exports, visible and 
invisible, are running at a rate of at least £866 million annually (as adjusted 
for price changes) Britain cannot claim the waiver privilege under Section 
5. 

The provision in paragraph (b) referring to the amount of £43,750,000 
($175,000,000) does not, it will be observed, constitute a ‘‘ceiling” on the 
amount of accumulated sterling balances which may be released annually. 
It does, however, have the effect of giving annual releases up to this sum 
parity with the payment of interest on the loan, because such releases may 
be deducted from current invisible credits in calculating the net-invisible- 
income component in the standard figure of £866,000,000.4 No indication 
is given how this amount of $175,000,000 was derived. Nevertheless, under 
the definition of ‘current transactions” given in Article XIX(i) of the 
Monetary Fund Agreement, and adopted in the Anglo-American Agreement 
there would seem to be full justification for regarding payments up to this 
amount as current rather than capital outlays.® 


II. Relation of Loan to Other Obligations 


Section 6 defines the relation of the line of credit extended under the 
Agreement to other obligations of the United Kingdom. 

Paragraph (ii) of Section 6 reads as follows: “The Government of the 
United Kingdom will not arrange any long-term loans from governments 
within the British Commonwealth after December 6, 1945, and before the end 
of 1951 on terms more favorable to the lender than the terms of this line of 
credit.” I have italicized parts of this provision to emphasize its severe 


2 Since the types of goods imported into Great Britain may change considerably over half a 
century, this basis of adjustment of the value of exports for the purpose in hand may become 
less and less satisfactory as time goes on. 

3 The balance of payments may affect the waiver privilege indirectly. For example, a large 
deficit for several years may reduce Britain’s gold and dollar reserves to the point where para- 
graph (a) of Section 5 would come into play. 

4 Standing by itself, in fact, the provision in question would give releases of sterling balances 
up to $175,000,000 prsority over the payment of interest on the loan, but such priority is elim- 
inated by Section 6 (iii) of the Agreement. (See below.) 

5 Under that definition current payments include interest, and “payments of moderate 
amount for amortization of loans.” Accumulated sterling balances now probably approximate 
$14 billion. If the fraction to be funded is to be, say Ẹ or even } of this sum, it will be seen 
that an annual payment of $175,000,000 against the resulting debt (including both interest and 
amortization) would be moderate indeed. 


180 THE AMERICAN ECONOMIC REVIEW [MARCH 


limitations. The wording of the clause leaves little doubt that it was intend- 
ed to apply primarily to the Canadian loan to Britain then in contempla- 
tion. It will be seen that the clause would not affect loans to Britain by 
the International Bank. 

The general intent of paragraph (iii) of Section 6 is to assure that the 
service of certain other British obligations will not have priority over the 
payment of interest on the loan. The first sentence of this paragraph reads 
as follows: “Waiver of interest will not be requested or allowed under sec- 
tion 5 in any year unless the aggregate of the releases or payments in that 
year of sterling balances accumulated to the credit of overseas governments, 
monetary authorities and banks (except in the case of colonial dependencies) 
before the effective date of this Agreement is reduced proportionately, and 
unless interest payments due in that year on loans referred to in (ii) above 
are waived.” The inclusion of the word “aggregate” with reference to the 
release of sterling balances leaves the British government liberty to accord 
differential treatment to the holders of such balances. Moreover, it is note- 
worthy that private individuals, firms, and institutions other than banks 
(as well as colonial dependencies) holding pound balances are exempt, at 
the discretion of the British government, from the proportionate reduction 
in payments that is stipulated for “governments, monetary authorities and 
banks” in the event of a waiver of interest. 


UI. Exchange Provisions 
General 


The provisions relating to the convertibility and transfer of sterling into 
other currencies are contained principally in Sections 7 and 8.° Section 7 
refers to the sterling area; paragraph (i) of Section 8 refers to the United 
States; and paragraph (ii) of 8 refers to all countries. 


£ The texts of these sections are as follows: 

7. Sterling area exchange arrangements. 

The Government of the United Kingdom will complete arrangements as early as practicable 
and in any case not later than one year after the effective date of this Agreement, unless in 
exceptional cases a later date is agreed upon after consultation, under which immediately after 
the completion of such arrangements the sterling receipts from current transactions of all 
sterling area countries (apart from any receipts arising out of military expenditure by the 
Government of the United Kingdom prior to December 31, 1948, to the extent to which they are 
treated by agreement with the countries concerned on the same basis as the balances accu- 
mulated during the war) will be freely available for current transactions in any currency area 
without discrimination; with the result that any discrimination arising from the so-called 
sterling area dollar pool will be entirely removed and that each member of the sterling area 
will have its current sterling and dollar receipts at its free disposition for current transactions 
anywhere. 

8. Other exchange arrangements. 

(i) The Government of the United Kingdom agrees that after the effective date of this 
Agreement it will not apply exchange controls in such a manner as to restrict (a) payments or 
transfers in respect of products of the United States permitted to be imported into the United 
Kingdom or other current transactions between the two countries or (b) the use of sterling 
balances to the credit of residents of the United States arising out of current transactions, 
Nothing in this paragraph (i) shall affect the provisions of Article VTI of the Articles of Agree- 
ment of the International Monetary Fund when those Articles have come into force. 

Gi) The Governments of the United States and the United Kingdom agree that not later 
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The British undertaking to apply no.restrictions, after the ratification of 
the Agreement, on payments for permitted imports from the United States, 
or other current transactions between the two countries, represents essen- 
tially a continuation of previous British exchange control practices. 

So far as third countries (in or out of the sterling area) are concerned, 
both Britain and the United States are obligated to lift all restrictions on 
payments and transfers for current transactions within one year after the 
effective date of the Agreement at the latest. This obligation refers to trans- 
actions taking place after the removal of the restrictions. The abrogation of 
the sterling-area dollar pool arrangement follows as a corollary to this 
obligation on the part of the United Kingdom. 

It is to be emphasized that the exchange provisions of the Agreement re- 
late only to current transactions. The contracting countries retain the right 
(as they do also under the International Monetary Fund) to place restric- 
tions on the movement of capital funds. Moreover, there is nothing in the 
Agreement to outlaw the operation of exchange controls, which, of course, 
are indispensable if undesired capital movements are to be prevented. 7 

Finally, it is to be remembered that it is only the United Kingdom, and 
not the rest of the sterling area, which undertakes the convertibility and 
transfer obligations contained in the Agreement.® 


Relation of Exchange Provisions to Bretton Woods Commitments 


To understand the nature of the relationship between the exchange pro- 
visions of the Agreement and the commitments undertaken at Bretton 
Woods, it is desirable to recall briefly what the latter commitments are. 

Countries which are members of the Fund undertake, as a general obli- 
gation, not to “impose restrictions on the making of payments and transfers 
for current international transactions” [Art. VIL, 2(a)]. There are, however, 
some exceptions to this general undertaking, of which the significant ones 
are: 

(a) The transitional period: During a period of at least five years from 
the time the Fund begins operations member countries may, even without 





than one year after the effective date of this Agreement, unless in exceptional cases a later date 
is agreed upon after consultation, they will impose no restrictions on payments and transfers 
for current transactions. The obligations of this paragraph (ii) shall not apply: 

(a) to balances of third countries and their nationals accumulated before this paragraph - 
(it) becomes effective; or 

(b) to restrictions imposed in conformity with the Articles of Agreement of the International 
Monetary Fund, provided that the Governments of the United Kingdom and the United 
States will not continue to invoke the provisions of Article XTV, Section 2 of those Articles 
after this paragraph (ii) becomes effective, unless in exceptional cases after consultation they 
agree otherwise; or 

(c) to restrictions imposed in connection with measures designed to uncover and dispose of 
assets of Germany and Japan. 

(iii) This section and section 9, which are in anticipation of more comprehensive arrange- 
ments by multilateral agreement, shall operate until December 31, 1951. 

7 See “Exchange Control after Washington” by David Sachs, The Banker (London) Janu- 
ary, 1946. 

8 The United Kingdom’s obligation presumably extends, however, to some of the British 
colonial dependencies. 
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the consent of the Fund, “maintain . . . restrictions on payments and trans- 
fers for current international transactions.” [Art. XIV (2)].° 

(b) The “scarce currency” provision, which permits member countries 
“to impose limitations on the freedom of exchange operations” in currencies 
declared by the Fund to be scarce. (Art. VII). 

(c) Restrictions imposed with the consent of the Fund.! 

The Financial Agreement [subparagraph (b) of Section 8(ii)] provides 
that the general convertibility obligations undertaken in Section 8(ii) shall 
not apply to restrictions imposed in conformity with the Monetary Fund 
Agreement. However, it specifically prohibits the signatories from invoking 
the provisions of the “transitional” clause [Art. XIV(2)] of the Fund Agree- 
ment. Thus, the period during which Great Britain can independently main- 
tain or impose restrictions on current payments is shortened from five years 
(or more), under the “transitional” clause of the Fund Agreement, to a 
maximum of one year under the Financial Agreement. It is clear, however, 
that Britain does not relinquish her right to impose restrictions on current 
transactions (either during the Fund transition period or later) under the 
scarce currency provisions of the Fund, or generally with the consent of the 
Fund. 

Even payments or transfers to the United States prior to the coming into 
effect of the broader provisions of 8(ii) are speriacelly i made subject to the 
scarce-currency provisions of the Fund. 

The broad undertaking, contained in Section 8, not to impose restrictions 
on payments or transfers for current transactions will expire on December 
31, 1951. It has been represented that this constitutes a serious loophole for 
British commitments under the Agreement." But there is little ground for 
such a position. Great Britain, now a member of the International Mone- 
tary Fund, will presumably still be a member on December 31, 1951. 
Thus, on the expiration of the exchange provisions of Section 8, Britain 
will find herself subject to obligations under the Fund which, to all intents, 
are fully as exacting as those which she undertook in the Financial Agree- 
ment. In fact, the only difference of any importance between the two obliga- 
tions relates to the “transitional period” of the Fund Agreement, the protec- 
tion of which is expressly waived (after one year) in the Financial Agree- 
ment. The expiration date of Section 8 should just about coincide with the 
end of the five-year period which the Fund Agreement clearly contemplates 
as the reasonable maximum duration of the transition. It is true that, in 
order to allow for emergencies, the Fund Agreement has made it possible 
for the transition period to extend beyond five years. But a careful reading 
of Article XIV leaves no doubt that, barring emergencies or unexpectedly 


§ This right is qualified by the provision (in the same section) that “Members shall, however, 
have continuous regard in their foreign exchange policies to the purposes of the Fund; and, as 
soon as conditions permit, they shall take all possible measures to develop such commercial 
and fmancial arrangements with other members as will facilitate international payments and 
the maintenance of exchange raat i 

10 Article bine 2(a) states: “... no member shall, without the approval of the Fund, impose 
restrictions . 

u Paragraph Git) of Section 8. See statement by Senator La Follette, Congressional Record, 
Vol. 92, No. 79, April 30, 1946, p. 4320. 
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difficult conditions, five years will be the maximum period for which the 
Fund will tolerate exchange restrictions on current transactions on the part 
of its members. 

There is thus very little likelihood that Britain will regain, on the expira- 
tion of Section 8 of the Financial Agreement, the right to re-impose restric- 
tions on current exchange transactions. On the other hand, if international 
exchange conditions at that time are so disorganized that the Fund finds it 
necessary to extend the transition period indefinitely, it would be illusory 
to expect that Britain could for long continue to adhere to the free transfer 
obligations undertaken in the Financial Agreement. As to exceptions to the 
Fund’s general rule of freedom of current exchange transactions, other 
than those relating to the transition period, we have already seen that the 
privilege of invoking these exceptions is not relinquished in the Financial 
Agreement. So long as the Fund exists, therefore, and so long as Great 
Britain remains a member of the Fund, the expiration of the convertibility 
provisions contained in Section 8 of the Financial Agreement will have lit- 
tle or no practical significance. This will not be true, of course, if the Fund 
Agreement should lapse or if Great Britain should find it necessary to with- 
draw from the Fund. 


Relation of Exchange Provisions to British Monetary Agreements 


What effect will the ratification of the Financial Agreement have on the 
network of monetary agreements which Britain has concluded since the 
end of the war with many European countries? These agreements are essen- 
tially bilateral arrangements whose most important feature is a reciprocal 
extension of credit in the form of a commitment to hold the currency of the 
other party, generally up to a stated limit.” Sterling balances accumulated 
under these agreements are not ordinarily convertible into other currencies 
but realizable only through the importation of sterling area goods and serv- 
ices. It is generally recognized, therefore, that the monetary agreements 
will have to undergo considerable revision if they are not to conflict with the 
provisions of the Financial Agreement which obligate Britain within one 
year to make all fresh sterling from current transactions freely convertible. 

It is sometimes suggested, however, that despite the Financial Agreement, 
the monetary agreements should be continued substantially in their present 
form. This point of view was recently advanced by The Economist which, 
while conceding what it regards as a technical incompatibility between the 
two, argued as follows: 

Britain under the loan agreement is obliged, within a year of ratification, 
to make all fresh accumulations of sterling (arising from current transac- 
tions) freely convertible. But for a further four years or more she might 
find that her export proceeds to other countries, equally adherents to 
Bretton Woods, could be spent only in those countries, or otherwise were 
blocked. In these circumstances, it would seem to be imperative that 
Britain should have the right both to ask her creditors if they will voluntar- 
ily agree to hold sterling, and to set a limit to the extent to which she 


8 See inter alia “British Financial Agreements with Western European Countries,” Federal 
Reserve Bank of New York Monthly Review, Vol. 27, No. 8 (August, 1945), p. 59; and “United 
Kingdom Monetary Agreements,” Department of State Bulletin (Jan. 20, 1946), p. 81. 
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herself is prepared to hold the currencies of her debtors. Otherwise, if the 
narrowest interpretation is put upon the Washington Agreement, the 
effect will be to undermine its basic objectives. 

If, from zero hour when sterling is freed, Britain is in effect required to 
offer hard currency or gold for all her current payments without getting 
hard currency or gold for all her exports, she will have no alternative but to 
restrict her own imports drastically—despite the dollar loan . 


It should be clear, however, that if The Economist's line of reasoning 
were followed to its logical conclusion very little would remain of the con- 
vertibility provisions of the Financial Agreement. It will be noted that The 
Economist speaks not only of the countries which are parties to the mone- 
tary agreements, but of Britain’s “creditors” in general. But if every incon- 
vertible-currency country which has a favorable balance of payments 
vis-a-vis Great Britain is to find that it can use its sterling balances only in 
the sterling area, what meaning can be assigned to the convertibility obliga- 
tions undertaken in Sections 7 and 8? In the light of the bargaining power 
inherent in Britain’s tremendous import surplus and the experience of 
Germany’s pre-war creditors, one is bound to wonder, moreover, how volun- 
tary in fact would be any “voluntary” agreement of Britain’s creditors to 
hold sterling. 

Finally, it may be worth pointing out that The Economists entire argu- 
ment for maintaining restrictions on the convertibility of certain sterling 
earnings is based on fallacious reasoning. This argument is contained in 
essence in the statement quoted above that, under the terms of the Finan- 
cial Agreement, Great Britain would in effect be required to offer hard 
currency or gold for all her current payments without getting hard cur- 
rency or gold for all of her exports. There is hidden in this argument the 
assumption that Britain’s exports of goods and services go to one set of 
countries while her imports come from an entirely different set. ButBritain’s 
effective liability for hard currency or gold to any country will be equal 
only to her net imports of goods and services from that country; and, of 
course, it is Britain’s aggregate anticipated net imports over the transition 
period that the American and Canadian loans are intended to cover. 

Only in those cases where Great Britain has current-account surpluses 
with countries whose currencies are inconvertible will part of the proceeds 
of her exports be unavailable for meeting her import liabilities. But current 
surpluses are at least to some extent within the power of a country to 
control, especially under the conditions of a seller’s market. Moreover, it is 
only fair to observe that Britain’s obligation to convert under Sections 7 
and 8 does not have to come into effect during the first year of the Agree- 
ment, when it is anticipated that Britain will experience her greatest diff- 
culties with respect to her balance of payments. 


IV. Import Control Provisions 
Section 9 provides that if either signatory imposes or maintains quanti- 


18 “The Sterling Agreements,” The Economist, Vol. CL, No. 5351 (March 16, 1946), pp 
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tative import restrictions (quotas, licenses, etc.) such restrictions will not 
discriminate against imports from the other signatory “in respect of any 
product.” The Agreement thus recognizes by implication the right of 
either country to make use of quantitative trade controls to protect its 
balance of payments during the transition period. The obligation not to dis- 
criminate does not apply to preferential tariffs, nor is it generalized to other 
countries. It is reasonably clear that Section 9 was intended as a backstop 
to Section 8, and particularly 8(i) (a). In the absence of such a clause either 
signatory could nullify the purpose of Section 8, with respect to the trade of 
the other, by the simple device of substituting discriminatory import quotas 
for exchange restrictions, 

In view of the foregoing, it is logical that Section 9 should expire at the 
same time as Section 8.4 The “more comprehensive arrangements by multi- 
lateral agreement,” which Section 9 is supposed to anticipate refer of, 
course, to the contemplated International Trade Organization. 

There are three exceptions to the rule of nondiscriminatory quotas. Dis- 
crimination is permitted: 

(a) where it is necessary in order to work off accumulations of inconver- 
tible currencies acquired up to December 31, 1946. It appears that this 
clause would apply inter alia to currencies acquired by Great Britain under 
her monetary agreements with European countries. The term “‘inconvertible 
currency” is not defined. There would probably be general agreement, how- 
ever, that it means any currency which is generally not readily convertible - 
into the “hard” currencies. 

(b) where it is necessary “to assist ...a country whose economy has 
been disrupted by war.” 

(c) where the discriminatory quantitative restrictions have an effect 
equivalent to any exchange restrictions which either government is author- 
ized to impose in conformity with the scarce-currency provisions of the 
Fund Agreement. 

Possibly the rationale of clause (c) is that if either country must discrim- 
inate against the trade of the other, it is preferable that such discrimination 
be implemented through quotas rather than through exchange controls 
since quotas do not give rise to blocked balances, while exchange restric- 
tions may, and frequently do. 


V. Accumulated Sterling Balances 


The provisions relating to the settlement of the sterling debts which 
Great Britain incurred during and since the war are contained in Section 
10 of the Agreement." 

Two major obligations are undertaken by Great Britain in this section. 
The first provides for a three-way settlement of the sterling balances held 
by sterling area countries: one part to be paid in convertible exchange, one 


4 See Section 8 (iii) of Agreement. 

16 The text of Section 10 is as follows: 

10. Accumulated sterling balances. 

(i) The Government of the United Kingdom intends to make agreements with the coun- 
tries concerned, varying according to the circumstances of each case, for an early settlement 
covering the sterling balances accumulated by sterling area and other countries prior to such 
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part to be funded, and the remainder to be written off.16 While the language 
on this point is apparently unequivocal, it will be observed that the clause 
in question does not indicate even approximately what ratio each of these 
three parts is to bear to the whole. Neither does this section specify a defi- 
nite time limit within which the sterling balance agreements are to be con- 
cluded, though “early” settlements are clearly contemplated. This lack of 
specificity is explained, of course, by the fact that the settlements involve 
third countries whose agreement to any particular type of arrangement >- 
cannot be presumed. 

The reason for inserting the obligation contained in 10(i), in spite of its . 
necessary indefiniteness, is to be sought in the broad objectives underlying 
the Agreement, one of the foremost of which is to help establish “a world 
trading and monetary system ... within which the trade of all countries 
can be conducted on a multilateral nondiscriminatory basis.’’!” It was rec- 
ognized that the existence of huge inconvertible balances, especially in the 
currency of one of the two greatest trading nations, is not compatible with 

-the kind of multilateral, nondiscriminatory world which the Agreement is 
supposed to help establish. Britain therefore undertakes, in as precise terms 
as the circumstances permit, to eliminate such balances. 
` The second obligation contained in this section is, like the first, moti- 
vated by a desire to promote multilateralism and nondiscrimination in 
international trade. It provides that, as sterling balances are released, 
whether in lump sums or in installments, they are (after the first year of the 
Agreement) to become freely convertible. Thus the funds involved will be 
expendable in any country. This obligation applies not only to “released” 
balances (4.¢., balances released as a result of the settlements contemplated 
in Section 10, paragraph [i]), but also to balances “otherwise available for 
current payments.” This latter category would include sterling balances 
accumulated by non-sterling area countries under the British monetary 
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settlement (together with any future receipts arising out of military expenditure by the Gov- 
ernment of the United Kingdom to the extent to which they are treated on the same basis by 
agreement with the countries concerned). The settlements with the sterling area countries 
will be on the basis of dividing these accumulated balances into three categories: (a) balances 
to be released at once and convertible into any currency for current transactions, (b) balances 
~ to be similarly released by installments over a period of years beginning in 1951, and (c) 
balances to be adjusted as a contribution to the settlement of war and postwar indebtedness 
and in recognition of the benefits which the countries concerned might be expected to gain 
from such a settlement. The Government of the United Kingdom will make every endeavor to 
secure the early completion of these arrangements. 

(ii) In consideration of the fact that an important purpose of the present line of credit is to 
promote the development of multilateral trade and facilitate its early resumption on & non- 
discriminatory basis, the Government of the United Kingdom agrees that any sterling balances 
released or otherwise available for current payments will, not later than one year after the ef- 
fective date of this Agreement unless in special cases a later date is agreed upon after con- 
sultation, be freely available for current transactions in any currency area without discrimina- 
tion. 

16 This clause is confined to the sterling area countries which, however, own the great 
bulk of the accumulated sterling balances. 

7 See-“Statement by President Truman and Prime Minister Atlee,” made at the time of 
the publication of the Agreement, State Department Publication 2439, December 6, 1945, p. 1. 
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agreements discussed above, which at present are expendable only in the 
sterling area.18 
ALEX RosENSON* 


* The author is assistant chief in the Division of Financial Affairs, Department of State. 
The views expressed are his own and do not necessarily reflect the position of the State Depart- 
ment. Helpful comments by George Luthringer and Sidney Merlin are gratefully acknowl- 
edged. 


Notes on the Productivity Conference 


More than 200 participants and observers from labor organizations, 
management, government, universities and private research organizations 
attended the Conference on Productivity held-in Washington, October 28 
and 29, 1946. The Conference, jointly sponsored by the Bureau of Labor 
Statistics of the Department of Labor and the Division of Statistical 
Standards of the Bureau of the Budget, was planned for technical discussion 
of problems of concepts and measures. 

Topics discussed in the five sessions of the Conference included concepts 
and measures of productivity at the job, plant, company, industry, national 
and international levels; scope and limitations of existing productivity 
measures; needs for additional measures; and methods of presentation of 
measures. Chairmanship of the sessions was alternated between Leon Hend- 

‘erson, Research Institute of America; Robert Nathan, Robert Nathan As- 
sociates; George W. Taylor, University of Pennsylvania; Isador Lubin, 

. American Statistical Association; and Thomas Blaisdell, Department of 
State. Arrangements were in charge of an Executive Committee, with mem- 
bership drawn from labor, management and Government. 

Hiram Davis of the Wharton School, in discussing general problems of 
concepts and measurements, was the first of several speakers to advocate the 
use of several output-input ratios for the measurement of productivity, 
rather than the'use of the output-labor input ratio exclusively. Measures of 
at least all other important input factors should be similarly developed, as 
units of raw material, electric energy, and investment. Although produc- 
tivity, if considered as “productive efficiency,” might ideally be measured in 
terms of total output in relation to total input, the translation of diverse 
input factors into a common measure is sufficiently unsatisfactory as to 
lead Dr. Davis to favor a series.of ratios relating output to each important 
input item. í 

The measurement of output over a period of time encounters problems 
of change in the quality and character of products. Should value or price, 
man-hours used, or potential service be used as weights in preparing the 
output measure? It was suggested that “value added” weights may be ap- 
propriate, although these may introduce new distortions through inclusion 
of profits. Manufacturing cost weights may prove more desirable. Man- 
hour weights, perhaps appropriate in some plant and industry measures, 


18 Under the British wartime exchange control regulations, sterling balances arising from 
current transactions with the United States have been placed in so-called “American accounts” 
which have been freely transferable into dollars. Section 8 (i) (b) of the Agreement confirms 
this arrangement, thus safeguarding against a possible (but unlikely) change in British policy 
whereby these balances might have been blocked. 
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cannot be applied to industries for productivity measurement at the na- 
tional level. 

Frank Garfield of the Federal Reserve Board presented the view that 
man-hour weights are not sufficiently comprehensive to secure a balanced 
view of production being measured. Production in industries with high 
product value in relation to man-hours worked, as chemicals and petroleum, 
is minimized when combined with industries of low product value per man- 
hour, as textiles and apparel. Arguing that electric power consumption— 
another input item—would not be considered a proper method of weighting, - 
he questioned if man-hours were not in the same category. He concluded 
that “value added” weights were the more appropriate as being more com- 
prehensive and as expressing the combined judgment of the community as 
to what constitutes production in the sense of contributing to thé scale of 

. living. 

Use of the term “labor productivity” to describe the output-labor input 
ratio met with frequent criticism. The term is misunderstood to imply a 
changing labor contribution to production or labor effort. Several sugges- 
tions were made to reverse the ratio and present it as “labor requirements 
per unit of output.” This was considered to have a further advantage of - 
inviting attention to alternative “requirements per unit of output” meas- 
ures such as raw materials, power, and invested capital. 

Representatives of the labor organizations expressed interest in a non- 
statistical approach to supplement quantitative information. Not only is 
there interest in statistical measures to compare the present with the past, 
but a description of changes in the productive process which result in the . 
present level of productivity is needed to understand the remarkable in- 
crease this country has experienced. This point is interesting in connection 
with discussion of international comparisons which brought out the interest 
of foreign countries in American productivity experience which might be of 
assistance in rehabilitation. 

Martin Gainsbrugh of the National Industrial Conference Board sum- 
marized parts of a survey made by the Conference Board on management 
opinion of present productivity levels. In spite of general awareness of the 
importance of productivity, he concluded that plants generally had no 
measures of labor productivity. Where measures are found, methods are 
extremely variable both with respect to the production factors and the labor 
input factors. It was suggested by other participants that management fre- 
quently developed various measures of comparing productivity at a given 
plant over a period of time based for the most part upon experience and not 
appropriate for interplant comparisons. Such ratios include car loadings in 
relation to employment, tonnage produced in relation to man-hours worked, 
etc. 

Charles E. Young of Westinghouse, speaking from the management 
viewpoint on measures at the company level, expressed his opinion that 
many productivity measures are essential, but each has the common purpose 
of measuring actual or prospective monetary results in relation to monetary 
outlay. The measurement of productivity in physical terms represents an 
effort to eliminate the vagaries of money from the measure. Unit labor cost, 
that is, output divided by payroll, is generally more suitable in arriving at 
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business decisions, and has the advantage of giving consideration to differ- 
ences in labor hours as reflected in differences in wage rates. Productivity in- 
creases, he believes, generally occur in the production of specific products or 
in particular processes. Should such an increase then be attributed to an 
entire plant or industry as would be the case in usual productivity meas- 
ures? 

In discussing measures at the national level, Everett Hagen of the Na- 
tional Planning Association enumerated three types of problems which must 
be resolved before satisfactory measures may be constructed. They included 
type of weights to be used in combining industry data, the selection. of the 
most representative base period for continuing series, and the measurement 
of productivity in the nonphysical output, or service, type of industry. 
Production economies which cannot be caught in particular industry meas- 
ures, such as the effect of an integration within an industry which leads to | 
no change in physical production or labor time but might result in higher 
profits or lower prices for the product or service, are included in national 
measures. 

Julius Hirsch, commenting on German experience in increasing industrial 

productivity, considered cartelization and the adoption of uniform cost ac- 
counting systems throughout an industry largely responsible. Ready com- 
parison between plants within an industry permitted the establishment of 
- high performance and utilization standards to which actual performance 
‘could readily be compared. 
Present Bureau of Labor Statistics labor productivity indexes have seri- 
` ous shortcomings which might be avoided by a statement describing their 
limitations and the preparation of supplemental descriptive information, 
according to Katherine Ellickson of the CIO. A major defect of the indexes 
is in the output components and arises from the changes in product specifi- 
cations during the war period even in so-called civilian industries. For ex- 
ample, are shoes produced to military specifications to be given the same 
importance in the production index as civilian type shoes? The man-hours 
worked indexes represent man-hours paid for rather than strictly hours 
worked, and include paid vacations and holidays. The employment and pay- 
rolls data upon which man-hours indexes are based have a downward bias 
which is only partially corrected in current BLS procedures. Another prob- 
lem arises from BLS methodology in securing production data from one 
source and employment from another. The inevitable result is inclusion of 
man-hours relating to all production within a plant, although some part of 
the production may. well be of products other than that which is being 
measured. The extent to which such other production varies from that in the 
base period or has labor requirements at variance with the production being 
measured determines the nature of the resultant error. 

Duane Evans, speaking for BLS, indicated the measures could not be 
considered exact. Constructed for the most part from data collected for 
other purposes, they are necessarily rough, although considered indicative 
of broad trends. BLS has attempted to evaluate to the extent possible its 
indexes in the light of expressed criticisms and believes them reasonably 
accurate. It is not believed the indexes are sufficiently exact to be used, 
except very generally, for collective bargaining purposes. It was suggested 
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that if labor and management could agree as to methods and measures. to 
be employed in a given industry for collective bargaining, BLS then ae 
` be able to construct useful tools for this purpose. 

One of the interesting overtones at the Conference was the use of pro- 
ductivity measures in collective bargaining. Labor unions are groping for 
satisfactory measures to enable them to claim a share in productivity in- 
creases, after being rebuffed by the limitations of existing measures. Re- 
search in varying concepts and measures might well be repaid many times 
if it could result in decreasing labor-management friction. Present measures 
are largely based on the National Research Project which emphasized the 
labor displacement facet of the problem. In these more optimistic times, 
interest is directed, in the words of Solomon Barkin of the Textile Workers 
Union, more to ‘ ‘productivity in the sense of the creation of new wealth .. 
for distribution.” 

It may be considered surprising that agreement on principles was as con- 
siderable as was the case in view of the widely divergent interests repre- 
sented. As summarized by Samuel H. Thompson of the Department of 
Commerce, there were three main areas of general agreement. These in- 
cluded (1) the general agreement of all interests that increased productivity 
is necessary leads to the necessity of providing: techniques whereby pro- 
ductivity may be measured; (2) there is the need for many different meth- 
ods of. measurement, including different types of input-output ratios, to 
analyze adequately the factors that make for production; and (3) ultimate 
responsibility for the improvement in productivity cannot be assigned gen- 
erally to any single productive factor. 

A digest of the proceedings is being prepared by the Bureau of Labor 
Statistics and will be available to interested parties. The Executive Com- 
mittee announced at the final session that continuing work would be 
planned, although the Committee was not then prepared to announce its 


character. 
THOMAS J. Mus* 


* The author served on the Executive Committee of the Productivity Conference as a repre- 
sentative of the Bureau of the Budget. 


Official Criticism of Soviet Economics Institute 


A recent article in Izvestiya! makes public severe criticism of the Soviet 
Union’s Institute of Economics by the Presidium of the Academy of Sci- 
ences of the U.S.S.R. 

The Institute, recognized as the iedh Soviet center for economic re- 
search, particularly that centering on the domestic economy, is condemned 
for not having become a center of economic thought and for not properly 
meeting the problems before it. It is accused of permitting errors to appear 
in its publications and of focusing too much attention on historical subjects 
to the detriment of work on current problems of Soviet economics. The 
Presidium also charges that the Institute does not publish significant theo- 
retical works which indicate the “advantages” and “consistency” of the ` 


7 vd Lavestiya, October 25, 1946, P. 2. 
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socialist economic system over capitalism, nor does the Institute properly 
“expose and criticize the anti-Marxist bourgeois school in the area of eco- 
nomic science.” 

To rectify these deficiencies, the Presidium recommended that the Insti- 
tute improve its scientific work and prepare significant studies of socialist 
construction, as well as issue effective criticisms of “‘anti-Marxist bourgeois 
economic theories.” In order that the Institute’s personnel may be strength- 
ened, it is recommended that the director, Professor P. A. Khromovy, add 
new qualified scholars to the staff, exercise stringent control over institute 
research, and establish more severe standards for postgraduate students and 
doctoral candidates. 

Harry ScHwartz* 


* The author is assistant professor of economics at the Maxwell Graduate School of Syracuse 
University. 


Geometrical Comparison of Elasticities 


Mr. John S. Henderson has suggested a method of comparing the relative 
elasticities of points on different demand curves.! A simpler method is as 
follows: : 

To compare the elasticities at W and V, join S and T” the alternate ex- 
tremities of the tangents to the demand curves at W and V, draw WW’ 


T T‘ 


horizontally to meet ST’ at W’, and draw VV’ vertically to meet ST’ at V’. 
The elasticity at W, WT/WS, equals W’T’/W’S, and the elasticity at V, 
VT'/VS’, equals V’T’/V'S (by similar triangles). These projections permit 
direct quantitative comparison of the elasticities in terms of the familiar 
length ratios. ` 
ABBA P. LERNER* 


* The author is a member of the graduate faculty of the New School for Social Research. 
1 American Economic Review, Vol. XXXVI, No. 4, Pt. 1 (Sept., 1946), pp. 662-63. g 


MEMORIAL 


Gaétan Pirou 


Pirou’s most important rôle was that of a teacher. He opened the horizons 
of the young by bringing the results of foreign thought to French universi- 
ties. I well remember how in his seminar in the Ecole Pratique des Hautes 
Etudes at the Sorbonne, Pirou introduced an eager group of young gradu- 
ates to Menger, Clark, and Mitchell. It was in this seminar that Marx was 
seriously discussed and in the same seminar we heard the first rumblings 
about Keynes on General Theory through visitors from across the Channel. 

The versatility of Pirou can be judged from the fact that he wrote on 
such different topics as Sorel and syndicalism on one hand and Walras and 
marginal analysis on the other hand. He was much interested in the history 
of economic thought and he wrote an excellent volume called “L’utilité mar- 
ginale de C. Menger a J. B. Clark.” In a small book on “La monnaie fran- 
çaise de 1936 à 1938” he revealed much of the results of his analysis of 
monetary conditions in Indo-China, a subject which he had studied on be- 
half of the French government. 

Pirou probably considered his general works on theory and method the 
most important ones but the trend of the times toward the mathematical 
approach in economic theory left his efforts in general theory somewhat be- 
hind the pace of modern analysis. In his approach to general economics 
Pirou distinguished very carefully, almost pedantically, between descrip- 
tive economics, theoretical economics, and economic doctrine. In spite of 
his tendency to separate, to classify and to catalogue, his outlook was far 
from narrow. The book “Introduction à l'Étude de l'Économie Politique” 
bears evidence of Pirou’s erudition in the social sciences at large. As a social 
scientist he followed in the footsteps of Simiand, helping to bridge the gap 
between the economists of the Faculté de Droit and those of the Faculté des 
Lettres. 

Politically, he was a middle-of-the-roader. Once he wrote a political vol- 
ume, Glanes, under the pseudonym of “Jean B.” with a “preface by G. 
Pirou.” He was too much a believer in what he thought was “objectivity” 
in economic analysis to become the advocate of a potent political doctrine. 
Pirou was eclectic, it is true, but as an eclectic he was great. His views 
reached beyond the boundaries of scholarly discipline as well as beyond the 
boundaries of nations. 

Professor Gaétan Pirou was born in 1886 and died in 1945. For sometime 
he was Chef de Cabinet to the Président of the Senate (1927-1930). For 
the greater part of his career he was a professor at the University of Paris. 
He was also editor of the “Revue d’Economie Politique” and of a series of 
volumes on economic studies in general and on the history of economic 
thought, particularly in foreign countries. 
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The following is a selected list of the writings of Gaëtan Pirou: 


Les doctrines economique (Paris, 1925); Georges Sorel 1847-1922 (Paris, 
1927); Doctrines sociales et science Economique (Paris, 1929); Introduction à 
DP étude de Véconomie politique (Paris, 1929); L'utilité marginale (Paris, 1932); 
Les théories de Véquilibre économique L. Walras et V. Pareto (Paris, 1934 
and 1938); Le corporatisme; corporatisme et libéralisme; corporatisme et 
éiatisme; corporatisme et syndicalisme (Paris, 1935); Les nouveaux courants 
de la théorie économique aux Etats-Unis (Paris, 1935 and 1939); La monnate 
française depuis la guerre, 1914-1936 (Paris, 1936); La monnaie francaise 
de 1936-1938 (Paris, 1938); L'utilité marginale de C. Menger a J. B. Clark 
(Paris, 1938); Traité d'économie politique (Paris, 1942). 

Henry S. BLOCH 

Lake Success, N.Y. 


BOOK REVIEWS 


Economic Theory; General Works 


Fundamentals of Social Science. By Francis E. MERRILL and others. (New 
York: Appleton-Century. 1946. Pp. xvii, 660. $3.75.) 


This book was designed as a text for a one-semester introductory course 
in the social sciences at Dartmouth. The sociological material with which 
the book opens consists of an extended and lucid discussion of social organi- 
zation and the family, population and race problems, and of crime and the 
criminal. This is followed by an interesting section on business and govern- 
ment, and then by a rather more conventional treatment of price and credit 
institutions, public finance, and labor and economic insecurity. The con- 
cluding part is devoted to government and politics in a democracy. The 
context of all of this is the contemporary United States. 

A book of this sort, which purports to introduce beginning students to 
three social sciences within a single semester, is confronted with an espe- 
cially acute problem of selection. A successful solution is dependent not only 
upon the choice of meaningful and significant elements from each discipline, 
_ but upon such a selection that coherence and unity is imparted to the book 
as a whole. For why should combined treatment be given to economics, so- 
ciology and government rather than to any other combination of fields, 
unless it is that the social sciences, taken together, reinforce and illuminate 
each other? The sections on politics, and on business and government, bring 
this out well. The intricate interplay of industrial.concentration, political 
pressures, social control of business, political assistance to business, and the 
institutional framework within which both business and government must 
operate, is portrayed with a fullness which neither economics nor sociology 
nor government could possibly achieve in isolation. And, partly for this 
reason, these sections of the book make interesting reading. 

Unfortunately, these sections are unique in that respect. Peep-holes are 
cut through interdepartmental fences here and there, through which we are 
allowed to glimpse the adaptation of the family, for example, to modern 
economic institutions, or the operation of social forces upon government. ` 
But, in general, the book consists of selections of sociological, economic and 
political material assembled between the same covers. And sometimes even 
the selection seems somewhat peculiar. It is hard, for example, to see why 
three chapters should be given to public finance, while the business cycle, 
whose shadow appears again and again throughout the entire book, is not 
even mentioned in the index. 

Still worse, at least in the reviewer’s judgment, is the standard textbook 
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dreariness of the treatment, except in the sections already mentioned. The 
book is admirably objective and it is descriptively accurate; but it is dull. 
Like almost every book designed as a text, it comprises a vast amount of 
generally well-organized material carefully watered down to the presumed 
absorptive capacity of an average group of students who take social science 
the way they take spinach: because it is supposed to be good for them. To 
make the dose more digestible, if not more palatable, everything “difficult” 
has been excised, and everything controversial eschewed. 

The authors deserve commendation for their venture at increasing stu- 
dents’ understanding by cutting across departmental lines as far as they 
have. It is to be hoped that in the next revision they will seek to enhance 
students’ interest by giving them something to try their teeth upon and to 
argue about. 

GEORGE P. ADAMS, JR. 

Cornell University 


Geschichte der Volkswirtschaftslehre. By EDGAR SALN. (Bern: Francke. 1944. 
Pp. 224. S. frs. 9.50.) . 


This is the third, revised edition of a book that was first published in 
1923. The book is concerned with the history of economic ideas from the 
classical antiquity to the present. However, it consists mostly of comments 
on various schools of thought and groups of ideas rather than of compre- 
hensive exposition anddiscussion. It would be impossible to “learn” from 
this book the essential content of the main doctrines with which a student 
should get acquainted. The author has a lively interest in the problem of the 
appropriate balance between the historical and the rational orientation in 
economic thought. He stresses that theories are significant only if they 
possess historical as well as logical validity. This is a point that cannot be 
overemphasized. 

References to the literature are inserted after each chapter. 

WILLIAM FELLNER 

University of California, Berkeley 


National Economies 


Inter-American A ffairs—1945. Edited by ArtHuR P. WHITAKER. (New 
York: Columbia Univ. Press. 1946. Pp. 328. $3.75.) 


This isthe fifthannual review of the affairs of our Latin American and 
Canadian neighbors. Nine authors contribute sections on diplomacy, Can- 
ada, political thought, labor and social welfare, cultural relations, issues in 
economic relations, and the year’s leading economic developments. A good 
deal of excellent statistical data is also presented in the appendices. All in 
all, the volume contains a mass of information on, and interpretations of, 
Pan-American events during a historic year. 

The editor’s survey of Pan-American politics and diplomacy ably treats 
a subject which is becoming increasingly important in the face of the ever- 
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larger rôle being played by Latin America in world affairs. He puts the cards 
on the table and does not hesitate to call a spade a spade. The result is a 
fine discussion of the behavior, motives and aims of the American states. 
Particularly candid, and relevant, are the editor’s remarks about the Argen- 
tine régime and the strategy and tactics of the United States in Latin Ameri- 
can affairs. Of comparable quality is Paul Redwood’s brief treatment of 
Canadian developments during the year, and William Ebenstein’s discus- 
sion of Latin American political and social thought. Two chapters on labor 
and social welfare and on cultural relations round out the non-economic 
sections of the volume. 

In the economic sections, Miron Burgin ens the year’s outstanding 
commercial, agricultural and industrial developments. Charles Carson 
covers the banking and financial developments of the period. Useful refer- 
ence material is to be found in these pages. 

Economists will probably find Sanford. Mosk’s chapter on “Issues in 
Inter-American Economic Relations” to be the most interesting part of the 
volume. The reviewer, however, found it more provoking than enlightening. 
Dr. Mosk’s principal thesis is that Latin America is excessively dependent 
upon exports. There is nothing particularly novel about this view—it has 
been stressed for some time by the Latin Americans themselves and, in 
recent years, has been warmly espoused by a few North American writers. 
What is worthy of note, however, is Mosk’s particular development of the 
thesis. 

The argument runs about as follows: In Latin America fluctuations in 
the value of exports beget fluctuations in national income and employment 
in the same way that changes in the level of investment affect income and 
employment in advanced industrialized nations. But Latin America also 
suffers from the fact that her exports fluctuate in response to external forces 
—-the changing import demands of industrial countries—whereas changes in 
the level of investment in “mature” countries are traceable mainly to do- 
mestic factors. In short, a large decline in Latin American exports reduces 
income payments in export industries, and contractive tendencies spread 
throughout the economy. So far, so good. But the “monetary repercussions” 
must also be considered. An increase of exports “causes at once a corre- 
sponding increase in the domestic money supply,” and because of fractional 
reserve requirements there results a multiple expansion of money in periods 
of increasing exports and a multiple contraction when exports decline (p. 
102). We shall see that statements of this sort are unwarranted generaliza- 

` tions from a peculiar wartime situation. 

The reader will observe that Mosk is here concerned with matters dealt 
with under the heading of the foreign-trade multiplier. Yet there is no ref- 
erence to such familiar things as leakages. In effect, Mosk implicitly as- 
sumes zero leakages—for how else could he write that an increase of exports 
“causes at once a corresponding increase in the money supply,” with such 
increase in turn giving way to a multiple expansion of deposits under the 
operation of the banking system? Yet the leakages are, in fact, sizable and 
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conspicuous features in Latin America. For the marginal propensity to im- 
port is very high in such countries. Writers who allege that the world suf- 
fers from a chronic shortage of dollars even assert that in relatively unde- 
veloped areas the value of this propensity is greater than unity. In any 
case, Mosk paints a greatly distorted picture of the monetary repercussions 
of changes in the value of exports, and much of his discussion suffers in 
consequence. Nor does some of his history (p. 103) bear him out in this con- 
nection: Latin American monetary experience of the 1920’s and early 1930’s 
did not reflect favorable export developments so much as favorable capital 
movements. It just happened that capital imports were greatest during 
periods of (1) high exports, and (2) exchange appreciation and an expected 
early return to a gold-standard basis. 

The export sector of Latin American economies Mosk calls “modern,” in 
contrast to the “subsistence” sector which lies largely outside the commer- 
cial framework. Unemployment is never very large in the other American 
republics because people shift out of the subsistence sector in years of good 
exports and back into it in periods of low exports. The standard of living, 
however, is extremely low in the subsistence sector. Agricultural produc- 
tivity, which must be raised in this area, can only be improved by levying 
burdens on the “surplus”-producing export sector. It is argued that im- 
proved conditions in the nonexport sector will eventually benefit the general 
business-community, including the export industries. The argument is 
plausible as far as it goes; but Mosk does not consider what happens when 
the nonexport sector is expanded industrially under a program of diversifi- 
cation based on heavy protection. Logic and experience tell us that the 
country’s relative export position is likely to deteriorate considerably, es- 
pecially if, as is typical in Latin America, the national economy is not well 
balanced in terms of basic resources. What the proponents of diversification 
fail to see is that if the program is carried to the lengths proposed by many, 
it is bound to involve a considerable decline in export (and over-all) eff- 
ciency. The advocates of such a program would do well to bear in mind an 
old, but ever relevant, truth: that our own phenomenal development in the 
nineteenth century was a result mainly of the unparalleled richness of our 
natural resources, not of a protective system. 

Of decidedly better quality is Dr. Mosk’s brief discussion of the economic 
issues at the Chapultepec Conference of 1945. The freer trade proposals of 
the United States delegation are contrasted, proposal by proposal, with the 
agreements finally reached by the Conference. In each case, the United 
States proposals were watered down by protectionist amendments insisted 
upon by the Latin American states. The discussion is another good example 
of how some conferences wind up by paying lip service to professed ideals. 

Students of inter-American affairs will find the present volume a very 
useful source of information on important developments during this tran- 
sition year. 
l VIRGIL SALERA 
Miami University 


\ 
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Economic Systems; Post-War Planning 


The Socialist Tradition, Moses to Lenin. By ALEXANDER Gray. (New York: : 
Longmans, Green. 1946. Pp. x, 523. $7.50.) 


This book, which “does not...aim at being a history of socialist 
thought,” would be easier to review if it stated just what it does “aim at 
being.” Avowed histories have sought brevity with simplicity by empha-’ 
sizing systems of thought. They have discussed ideas with little reference to 
conditions thought about. Nor is it an innovation in historical writing to 
suggest a line of argument by selection, arrangement and wording. My de- 


‚cision is to treat the book as a highly readable, provocative short history. 


After having been steeped together in the author’s mind for a long time, the 
parts may have a consistency of which he himself is not fully conscious. 

The problem of defining socialism is left to the final chapter. Socialists 
are easier to pick. Nobody is here excluded who has sought a better world 
by subversion rather than by reform. This scheme opens a wide range of 
choices among left-wing thinkers and thoughts. The opposition seems to 
consist of reformers. There is no tendency to look over their shoulders for 
less reasonable people in the rearward echelons. Socialist arguments are 
often quoted or stated fairly in fragments but persistently interrupted 
by rebuttal. 

Such an account has biographical aspects—it makes a difference what a 
few chosen representatives and their experiences were like. A bias against 
Marx and Marxism is acknowledged in the preface. With a frank dislike 
goes a seriousness of treatment which might be preferred by other socialists 
to what they get. “Despite, or because of, their absurdities,” the author is 
“more at home” with Saint-Simon and Fourier. Sympathy with their social 
philosophies does not seem to explain this. Saint-Simon’s writings turn out 
to be a “jungle” of “contradictions and incoherences.” Fourier’s “outra- 
geous nonsense” marks him-as “‘a chaos” and at times “‘a hilarious farce.” The 
general effect of Proudhon’s writings is “asphyxiating.” Godwin is “always 
logically foolish,” only his premises being wrong. These tidbits are mere 
samples from a mine and a storehouse of satirical prose. 

Aristotle argues against Plato that man is by nature unadapted to a so- 
ciety of friends with all things in common, families included. Socialist color- 
ing in the New Testament is traced back largely to the pious Essenes, who 
had common possessions and practically ignored the family problem. Luke 
is singled out as the left-wing gospel writer. His reference to communal 
property in the Acts is explained as “but an old man’s confused dream of 
something he has persuaded himself ought to have happened.” He is among 
the witnesses against himself as to the facts. Certain Christian Fathers’ 
further clear up any mistaken view that the early Church favored com- 
munism. It is easy to misinterpret the cohesion and internal charity of re- 
ligious communities, and Professor Gray thinks the record has been wish- 
fully sampled in this case. 

The real Christian tradition is found to have been summarized and com- 
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pleted by St. Thomas Aquinas in defending wealth but regarding it as “a 
trust held for the public good””—an obligation left to the owner’s conscience. 
This moral trusteeship seems almost too familiar. The reader is firmly re- 
minded that the economic problem, modern style, could not have mattered 
to an Angelic Doctor exclusively concerned with the Kingdom of Heaven as 
an end. Hence “alternative ends” would not have been acceptable, and 
“the application of scarce means” to them appears in his writings only as 
“mangled fragments” of a problem (pp. 54-55). 

This unconvincing argument becomes interesting when the reader asks 
himself what it is meant to suggest in connection with the socialist tradition. 
St. Thomas was admittedly concerned with “the public good” -and with re- 
lationships conducive to it in the earthly province of the Kingdom of God. 
The “alternative ends” stressed in the current economic calculus are not 
final ends. If the “social point of view” is taken, they become only means to 
“the public good.” It is anybody’s conjecture, and immaterial, whether St. 
Thomas would have been interested in a mechanics of means devised cen- 
turies after his death. 

The relevant point may be that this “functional” economist thought of 
means only in terms of objectives, pushing his reasoning as far as possible 
toward final ends. In this respect, the socialist tradition seems closer than 
its “classical” opponents to the Thomistic point of view. A broadly socio- 
logical outlook is possible without considering sociology a branch of theol- 
ogy. The Webbs come to mind. They are barely mentioned in the book, and 
not in this connection. References to Continental socialists outside France 
and Russia are surprisingly casual and sparse. Fabianism gets twice as 
much space as Revisionism, Guild Socialism four times as much. Belgian 
and Dutch socialists are absent, and the Internationals do not appear in the 
index. It may be suggested that British society has been sensitive to certain 
French ideas and characteristically allergic to Marxism. 

Godwin is justly made a key figure in the lineage of both socialism and 
anarchism. In between him and the Marxians, stress is laid upon Saint- 
Simon, Fourier and Proudhon. Godwin’s hostility to marriage repeats a note 
sounded early in the book. Saint-Simon is represented as a sort of techno- 
crat, posthumously converted to socialism by His followers. The author 
professes a weakness for Fourier which seems hardly consistent with the 
ridicule heaped upon him. This is so extensive and thorough that the brief 
acknowledgment of Fourier’s influence seems incongruous. No mention is 
made of some rather distinguished associationists in this country. 

Obviously Proudhon is important for the split between socialists and 
anarchists on the procedure for getting rid of the state. His monetary ideas 
are noted as a feature of his mutual or freely contractual scheme of social 
organization. The federalism designed as a larger voluntary organization of 
humanity was taken over by Bakunin. Syndicalist doctrine owed much to 
Proudhon, and Professor Gray concedes him the main theoretical founda- 
tions of Guild Socialism. This tempestuous agrarian and crusader against 
usury was often less drunk than he seemed on Hegelian contradictions. The 
humor occasioned by this feature should not obscure the fact that the man 
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had intellectual relatives all the way from Moses to Keynes. Which reminds | 
me that this book has little to say about contributions of the socialist tra- 
dition to non-socialist thought and practice. 

Remarks scattered through scores of pages prepare the reader to find the 
details of “scientific socialism” unoriginal with Marx. In a discussion of ` 
Louis Blanc and the “iron law of wages” as refuted by unionism (p. 222), 
we get a glimpse of Marx in “the fetid air of the British Museum, reading 
round about 1860 the Blue Books of 1810,” and “at least a generation, if not 
two, behind the times in which he lived. ” English Pre-Marxians expound 
surplus value and the increasing degradation of the working classes while 
Marx was at the marble-playing age. The specific characterization of Marx 
(pp. 297-298) is unfriendly. He appears as a suspicious, quarrelsome, self- 
assertive person, contemptuous of all who failed to acknowledge his superi- 
ority, full of envy, bitterness and hatred, and empty of tolerance or love for 
the world at large. Engels, the window of the team upon the world of re- 
alities, seems more normal. 

The criticism of Marxism is perhaps the most substantial part of the book, 
as well as the most serious in tone. Leninism is represented as Marxism with 
certain features emphasized and developed: The two sections are separated 
by 125 pages, including a chapter on Syndicalism which keeps the class 
struggle going as a theme. 

Like many others, the author is baffled by a system of thought which 
attaches special meanings to ordinary terms and shifts obscurely back and 
forth between the concrete and the abstract. He charges into Marxian re- 
doubts only to find them empty save for a few intended followers of Marx 
who seem equally bewildered as to whether the master has been there or 
ever intended to come. We have all had the same trouble with the words 
“capital” and “capitalist” in reference to surplus value. The meaning of 
“history” in the Marxian language does not seem to bother the author, 
though he notes that a philosophy of history is basic to the distinction be- 
tween “scientific” and other socialism. He pretends to imagine that 
Hegelian dialectic, a mystery left to insiders, must have more in it than he 
can see or than Marx and Engels extracted, as illustrated by some quota- 
tions. This is good fun, but it might be more useful to face the question, 
discussed somewhere by Meyerson, whether this type of dialectic has any 
place in scientific explanation as conceived nowadays. Another issue is 
whether turning Hegel upside down helps. Interpreting ends through means 
is often defensible in detail and on empirical grounds, but a philosophy of 
society so based—perhaps the author is right in leaving it to the illuminati. 

The chapter entitled “Lenin” is really about theoretical Leninism, with 
little reference to Soviet practices which in many cases clarify the tradition 
—often changing it as well, of course. A short review need mention only the 
question of proletarian dictatorship. Lenin seems to have believed shortly 
after the Revolution that the transition to a classless, stateless and therefore 
free society might be short. Experience cured Soviet leaders of the old 
Marxian assumption that management had become largely a matter of 
routine bookkeeping, and was readily convertible. Hence with Stalin the 
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transition became an entire historical era. Old habits and traditions must 
be made over during a vaguely envisaged period which might be extremely 
long. Meanwhile there is the issue of whether the proletariat dictates or is 
merely the instrument of dictators. 

A final chapter on definitions and general considerations helps to balance 
and sweeten a book which contains much satire, some of it on the margin of 
lampooning. The author proves quite capable of ridiculing inter-war 
British governments when they happen to be the subject matter. He is 
acutely conscious of the place of European expansion in the rise of easy- 
going liberalism and Jatssez-faire, and of the problem of increasing public 
- controls in a western Europe which has found expansion increasingly tough. 
If the process goes into reverse for a long period, western Europe may find 
it very difficult to preserve values of individualism which nobody questions. 
H. G. Wells, who held different social views, once defended himself for 
leaning over backward to maintain a balance which he felt to be threatened. 

_ This book is much easier to read than to review. I have a:feeling that 
my remarks have stressed my misgivings, leaving its very considerable and 
quite timely merits in the shade. It is a joy to pick up so lucid and literate a . 
work on an economic subject. The refusal to discuss social sciences as though 
they were branches of mechanics is much too rare, in my opinion, and 
should not be discouraged. 

M. M. Kyicut 
_ University of California, Berkeley 


Les Problèmes Théoriques et Pratiques de la Planification. By CHARLES 
BETTELHEIM. (Paris: Presses Univ. de France. 1946. Pp. 350. 240 fr.) 


So far almost all studies dealing with socialist economics have been either 
theoretical analyses of the mechanisms of a hypothetical socialist state (as 
exemplified by Lange’s Economic Theory of Socialism) or factual descriptions 
of the Soviet economy (such as for instance the book of Calvin Hoover). 
Mr. Bettelheim, however, has intended to follow another course and to pre- 
sent a synthesis, using experience in planning practices as a test of the 
validity of theory and using this latter to better interpret and appraise 
practical planning policies. This is not the first attempt in that direction. 

` But while in a previous case the approach was a marginalist one, Mr. Bet- 
telheim relies heavily upon the labor-value theory, although he has made 
an endeavor to take into account some of the contributions of marginalist 
analysis. 

The result might have been better if the author had adopted a topical 
arrangement instead of organizing his book in such a way that we have, on 
one hand, a study of planning practices (mainly but not exclusively in the 
U.S.S.R.) and, on the other, a theory of planning. 

Part I, Planning Practices, is an apt analysis of the machinery and working | 
of the Soviet economy to the beginning of the war. It describes and ex- 
plains the basic institutions: ownership, planning agencies, “markets,” ete. 
It shows how plans are established and executed. A particularly valuable 
chapter is the one dealing with price planning. Finally, it offers a balance 
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sheet of the results of the first and second Five-Year Plans, both in terms of 
absolute achievements and in terms of ratios of fulfilment of the programs. 

Although this reviewer may find it flattering that one of his’ books has 
supplied so much material, including figures, quotations and suggestions, 
he would have preferred to find more up-to-date and more first-hand infor- 
mation. Also, perhaps because he has been spoiled by the American habit 
of tabulations, he would have enjoyed some tables and charts. But it is 
fully recognized that, working in a country deprived of foreign contacts for 
six years, Mr. Bettelheim was heavily handicapped. 

Two chapters of Part I are devoted to flexible planning (planification 
souple), namely, government control without, government ownership, which 
the author considers as unsound. If such a conclusion were warranted—and 
fortunately it is not—it would destroy many hopes. 

Part I, Planning Theory, starts with a correct presentation of the funda- 
mental economic problem, namely that a socialist system should have a 
machinery providing rational economic calculations, in order to attain an 
economic optimum. But the author dismisses lightly the literature of the 
*thirties on the economic theory of socialism, although he mentions Dickin- 
son, Dobb, Durbin, Hall, Heimann, Landauer, Lange, Lerner, et al., in his 
bibliography. Taking for granted the Mises argument, he maintains that if 
rational calculations in a socialist state appear impossible, it is because of 
the use of the subjective marginalist analysis. The right conclusion is, argues 
Bettelheim, that marginalist subjective analysis is not satisfactory and he 
sets out to prove that a socialist economy can work rationally only on the 
basis of a labor-value theory. 

He would have labor time as a basic yardstick to be used throughout the 
system in order to determine all values, including the monetary unit. But 
he feels it necessary to include in the “production costs,” in addition to the 
value of labor, various allowances which are substitutes for the remunera- 
tion of capital and natural resources. Then he recognizes that retail price 
should be such as to clear the market, without surplus unsold inventories 
and without a surplus of unsatisfied demand (at this price). He is therefore 
prepared to have prices based on demand; this price would represent the 
“extrinsic” value of goods, as opposed to we “intrinsic” value which is 
based on labor. 

In order to attain an optimum allocation of resources, Bettelheim says, 
planners should, in the long run, for every product, seek the quantitative 
output which equalizes extrinsic value and intrinsic value. He, thus, comes 
close to the now prevailing view that the optimum output, for a given 
product, is the one which equalizes marginal utility and marginal cost, ex- 
cept that (a) he sticks to average cost, (b) he means by cost labor only, and 
(c) he denies that cost is ultimately a sacrificed utility. 

Failing to devise a mechanism for the valuation of productive resources, 
Mr. Bettelheim’s system becomes entirely indeterminate, except for the 
arbitrary decisions of the planners. 

For instance, the average hourly wage is to be computed as a percentage 
of the value produced by an hour of work. Assuming that this value is 


1947] BOOK REVIEWS 203 


known (it is the yardstick), the percentage will be determined by the per- 
centage ratio of.total producers’ wages to the aggregate value of consumers’ 
goods available, Indeed, the total consumers’ income must be equal to the 
aggregate value of consumers’ goods available: but since there are non- 
producers’ incomes, these latter must be deducted in order to find the total 
share of producers. This is tantamount to saying that the producers will 
have whatever is left over. The planners are free to determine any aggregate 
output of consumers’ goods and to allocate any part to non-producers. The 
wage rate will be an a posteriori apportionment. 

When the need for investments is taken into account, the aggregate price 

.of consumers’ goods is adjusted, so that it includes their value plus the 
value of investments (which can be neither financed by saving, nor sold); 
thus, the aggregate price of goods for sale remains equal to consumers’ in- 
come (except for discrepancies due to market pricing). Of course, planners 
can invest at their pleasure: they only have to add an average “profit” rate 
to the “intrinsic” value of goods produced. 

If we are going to live in Bettelheim’s world, the prospects are not very 
encouraging. The author does not recognize the need for a free labor market: 
apparently, workers will receive assignments as required by the plan. Wages 
will be determined by the administration at a level below the value of the 
work performed. Consumers’ goods will be sold above their value and there 
is very little evidence that consumers will have a say in the choice of goods 
to be produced and in the amount to be invested. 

Moreover, because the author does not see the meaning of the law of 
comparative costs and does not analyze correctly the.mechanism of inter- 
national trade, he thinks that a nationally planned economy should aim at 
a more or less complete self-sufficiency, in order to be protected against 
disturbances coming from an unstable world economy. A more searching 
analysis would show that it is possible for á planned economy to develop 
its international trade, probably better than a free economy. 

Overburdened by a number of old-fashioned ideas, he is obliged to resort 
to a complicated analysis which may give the false impression of something 
very deep and scholarly. And although it should be clear to every trained 
economist that he is basically wrong, it may require half a dozen articles to 
prove it convincingly. 

ROBERT Mossé 

Lake Success, N. Y. 


Marxism and the Democratic Tradition. By A. Lanpy. (New York: Inter- 
national Publishers. 1946. Pp. 220. $2.50.) 


Programs of economic and social reform have often been criticized on the 
grounds of their alleged incompatibility with democracy. Intransigent lib- 
erals of the laissez-faire type whose hands-off policy in times of economic 
distress and whose opposition to unionism and collective bargaining could 
be carried out only by.dictatorial means, seldom tire of pointing to what 
they consider to be undemocratic features of all proposals based upon the 
principle of purposive planning in economic affairs. Socialism and particu- 
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larly Marxism have come in for a good measure of criticism because of what 
appears to the critics as a contradiction between the Marxist program and 
the democratic tradition of the eighteenth and nineteenth centuries. Such 
specific tenets and proposals of Marxism as the abolition of private property, 
the revolutionary implications inherent in such abolition, the concept of 
the class struggle and the idea of the dictatorship of the proletariat appear 
to be fundamentally in opposition to the democratic tradition—an impres- 
sion which for the Western world seems to be steadily reinforced by the 
example of Soviet communism. It is the merit of Landy’s study that it 
submits this challenge to Marxism to a serious historical examination. The 
analysis proceeds on a broad front outlining as it does the political and 
economic history of the last 500 years and devoting almost two chapters to 
an interesting survey of Marx’s intellectual development. The historical 
treatment, although admittedly introductory, nevertheless breaks new 
ground and prepares the way for a deeper and more fundamental study of 
the true relationship between socialism and democracy. 

Briefly, Landy’s conclusions are as follows: “The contradiction that ap- 
pears to exist between Marxism and the democratic tradition is actually 
the contradiction historically inherent in the democratic current itself” 
(p. 160). The democratic revolution against feudalism was more than merely 
the class struggle of the ascending middle classes against aristocratic privi- 
lege and absolute rule; it was at the same time a struggle of the masses to 
realize the promise of the welfare and liberty of the common man. Long 
before the triumph of the burgeoisie the struggle for democracy was begun 
by the people themselves in a series of peasant and plebeian revolts of the 
farm and urban poor. These unsuccessful movements, the memory of which 
endured down through the triumphant revolutions in England, America 
and France, represent part of the democratic tradition—a tradition which 
was preéminently “ʻa people’s tradition,” The persistency of this tradition 
is indicated by the aspirations of the Levellers and Diggers who raised the 
social question during the Puritan Revolution and Babeuf’s conspiracy of 
the Equals which advanced outright communist ideas during the French 
Revolution. (Landy would have found an aspect of this tradition even in 
the American Revolution.) 

The.urban masses of artisans and common laborers as well as the small 
farmers gave social and economic content to the democratic principle that 
all power is derived from the people. Consequently, the struggle for the 
emancipation from feudalism involved the bourgeoisie from the very outset 
in a struggle against the fourth estate. While proclaiming the abolition of 
feudal privileges, the middle classes in England, France and America pro- 
ceeded to restrict liberty to political liberty narrowly circumscribed by 
property qualifications, and equality to formal equality before the law. This 
conflict between the middle classes and the broader democratic aspira- 
tions of the common man which took the form of Jeffersonian and Jack- 
sonian democracy in America, of Chartism in England and utopian social- 
ism in France has embarrassed and plagued bourgeois reality ever since. 

What is then the relationship of Marxism to the democratic tradition? 
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According to Landy, Marxism represents the historical continuation of the 
democratic efforts which were begun by the early and unsuccessful peasant 
and plebeian revolts against feudalism carried on by the Levellers and Dig- 
gers, and found expression in the struggle for universal suffrage and the . 
programs of social and economic reform during the early 19th century. 

_ More than this, as the scientific and most advanced expression of the work- 
ing class movement, Marxism has actually deepened and enriched the dem- 
ocratic tradition by freeing the humanism and universalism of the Enlight- 
enment from its bourgeois limitations. In fact, the only true and most con- 
sistent democrats are the working people who, to quote Marx, are the only 
class which “cannot emancipate itself without emancipating all the other 
spheres of society.” 

Before Landy arrives at these conclusions he gives an interesting and 
brief summary of certain aspects of the democratic movement in Germany 
which is followed by the account of Marx’s intellectual development al- 
ready mentioned. To this reviewer the most significant results of this ac- 
count are first, the amazing and yet not surprising manner in which Marx’s 
intellectual development was conditioned by the frustrations of a progres- 
sive intellectual who gradually realizes the general backwardness of German 
society and experiences the failures of the democratic movement in Europe 
during the nineteenth century; secondly, the fact that political and social 
developments in America (prior to the Civil War) seemed to have played 
hardly any réle in Marx’s political consciousness. The revolutionary impli- 
cations of Jeffersonian and Jacksonian democracy seem to have escaped 
Marx and the continental socialists. In this as in other respects he shares 
the intellectual self-sufficiency of the average European during the nine- 
teenth century who paid but little attention to what was happening on the 
continent across the Atlantic. 

The limitations of Landy’s study lie not in what the author says but in 
what he leaves unsaid. For example, nothing is said about what appears to 
this reviewer as the central issue of the relationship of communism and the 
democratic tradition, namely what will be the réle of the individual under 
centralized economic planning and how far may the revolutionary emanci- 
pation from bourgeois political democracy open the road for a new form of 
“serfdom” if it does not maintain at least the constitutional safeguards for 
the opposition which is one of the achievements of nineteenth century 
democracy. Of course, questions such as these do not, and perhaps cannot 
arise within the self-sufficient conceptual framework of the author. It is, 
however, precisely this narrow self-sufficiency which either has lost contact 
with the topics of contemporary discussions or prefers to ignore them, which 
more than any other single factor, robs the orthodox Marxist of many op- 
portunities to challenge orthodox and reactionary political and economic 
theory. Marx’s great intellectual influence was due to the fact that he had 
assimilated fully to his own reasoning what he preferred to call, and what 
doubtless was, ‘‘bourgeois ideology.” Contemporary Marxist thought seems 
to have lost contact with the changing “ideological superstructure” of our 
times and thus tends to neglect the fact that it is never safe to combat 
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new ideas merely by ignoring them. All this is said not as a critique of 
Landy’s historical demonstration of the democratic roots of Marxism but 
rather as a suggestion to Mr. Landy to explore, perhaps in a second study, 
the scope of individualism and of democratic political rights under socialist 
planning. : 

K. Wittiam Kapp 
` Wesleyan University 


Time for Planning: a Social-Economic Theory and Program for the Twentieth 
Century. By Lewis L. LORWIN. Sal York and London: Harper. 1945. 
$3.00.) 


Although one might not think so from reading the publishers’ lists, pub- 
lishers always say that they do not like to publish symposia. Different 
writers, writing on almost the same topic, are too prone to anticipate or 
repeat each other. Sometimes this is more than compensated by the emer- 
` gence of-interesting differences and even exciting conflicts. But this com- 

pensation is denied when all the essays are written by the same man, saying 
roughly the same thing to different people on different occasions. 

Time for Planning is a collection of essays and articles written by Mr. 
Lorwin at various times between 1932 and 1944. They are all articles in 
favor of planning, explaining some of the meanings of planning and pointing. 
out the nature of the problems that planners encounter and the reasons for 

. supposing that none of these problems is insoluble. The book has the 
rather magniloquent subtitle “A Social-Economic Theory and Program for 
the Twentieth Century” and the most often repeated theme is that planning 
is the key to the twentieth century while laissez faire was the principle of the 
nineteenth century. The book begins with a prologue “The Twentieth Cen- 
tury—The Plan Age” and is divided into parts dealing in turn with Varie- 
ties of Planning, Planning and the Democratic State, Planning in the 
United States, Labor and Planning, and Planning for World Reconstruc- 
tion; and it. ends with an essay called “The Outlook for the Twentieth 
Century.” But not many readers will feel that this has made the symposium 
into a book. They will feel that it is a collection of pieces, each of which is in 
the part where it is to be found only because it would have been more diffi- 


cult to fit it into one of the other parts, and they will try to overcome some . ' 


of the boredom by indulging in the unrewarding game of trying to guess the 
date of each piece before looking it up in the preface. 

It is perhaps unnecessary to say at this point that the reviewer was an- 
noyed and depressed by the book rather than enlightened and stimulated— 
and this in spite of, or perhaps rather because of, a very close sympathy 
with the social objectiyes and economic proposals sponsored by Mr. Lor- 
win. 

One of the causes of the annoyance is an apparent looseness in the mean- 
ing of planning. It seems to reach all the way from complete central or- 
ganization of everything to the mere recognition of governmental responsi- 
bility for some sort of policy other than merely keeping the peace. In this 
sense planning is surely not what distinguishes the twentieth century from 
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all other centuries and hardly deserves the title of a Theory and a Program. 
But in this as in other matters the book is not fair to Mr. Lorwin. In many 
places the author distinguishes between different kinds and degrees of plan- 
ning. But because the essays were directed at different audiences and were 
written at different times, the classifications are heterogeneous and cut 
across each other, giving the impression of looseness. Thus distinctions are 
made between operational and.institutional planning (p. 14); between phys- 
ical, economic, social and cultural planning (p. 20); between absolute social- 
ist planning, and partial state socialist planning, voluntary business plan- 
ning, and social progressive planning (pp. 34-39); and again between 
strategic or selective planning and directive-institutional planning (pp. 60- 
61). Mr. Lorwin favors social-progressive planning and probably would also 
like it to be directive-institutional, but the latter is not too clear. He does 
. not like absolute socialist planning or even partial state socialist planning. 
But while one sometimes gets the impression that it is because of their 
closeness to totalitarianism, in other places (which means at different dates) 
other considerations are uppermost, such as the political impracticability of 
complete equalitarianism or the identification of partial state socialist plan- 
ning with Russia (which seems rather strange even for 1932). 

Mr. Lorwin is not quite free from the myths, which so often go with social 
progressives, of supposing that economists (t.e., bourgeois economists) when 
they speak of “the Invisible Hand” are demonstrating their faith in a 
transcendental divine intervention, or of supposing that full employment is 
impossible in a capitalist society because capitalists try to maximize their 
profits. He almost seems to believe that underconsumption and depression 
are the inexorable punishment for the moral crime of trying to maximize 
profit. More important still, he fails to understand the proper function that 
market prices can perform in guiding distribution and production where 
they are not perverted by monopolistic influences, claiming it as one of the 
benefits of planning that “instead of market price economic planning tends 
to use the concept and mechanism of social price” which is “fixed not on the 
basis of the relation between supply and effective demand but on the basis of 
costs plus whatever surplus may be needed to carry out the larger social 
purpose” (p. 31). 

The basic weakness in economic theory which this displays detracts con- 
siderably from the effectiveness of an otherwise excellent criticism of those 
who try to identify planning with totalitarianism. The result is that the best 
part of the book is that which deals with the relatively less important sub- 
ject of labor and planning—a field in which rigid economic analysis is not 
so necessary. 

Probably the most depressing part of the book is the section of the per- 
oration where Mr. Lorwin is tempted to fit the grand notion of twentieth 
century planning against nineteenth century laissez faire into a correspond- 
ingly imposing philosophical setting. Against nineteenth century determin- 
ism is put the vulgar misunderstanding of physical indeterminism which 
was popular recently among mystics who thought this could vindicate their 
hostility to scientific impatience with superstition. Mr. Lorwin here floats 
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away on “creative energism” and “‘social energetic relativism” as if these 
extravagances were necessary to support the common sense notion that we 
may hope to be able to do something about our problems. For this is the 
real and perfectly sound lesson that Mr. Lorwin is eager to teach in com- 
batting the obverse and almost perished mediaeval superstition that, all our 
troubles being “natural,” their correction is impossible and even the at- 
tempt impious. 

Yet the book contains many interesting and useful essays, displays an 
extremely intelligent approach to the more important of our economic prob- 
lems, and is pervaded with a deep devotion to the free and democratic way 
of life. It is excellent for showing what is on the mind of progressive people 
whose enthusiasm for planning, even if somewhat extreme and uhdiscrimi- 
nating, has not interfered with their devotion to freedom—for whom plan- 
ning is still a means for serving free people and has not been perverted into 
an end to which freedom might have to be sacrificed. In the sections dealing 
with labor and democracy in relation to planning there are many essays 
which prove that the parts can be better than the whole. Even the final 
chapter on the outlook of the twentieth century, if we disregard the philo- 
sophical adornment which attempts to give a grand framework to the book, 
can be read with profit as an interesting and intelligent, if rather optimistic, 
account of, and possible solutions for, the chief problems which faced us 
before the atom bomb. 

ABBA P, LERNER 
New York, N.Y. 


Business Cycles and Fluctuations 


Full Production without War. By Harorp Lors. (Princeton: Princeton 
Univ. Press. 1946. Pp. xviii, 284. $3.50.) 


The war has shown what an enormous amount of goods and services this 
country can produce when everyone willing and able to work is employed. 
Why don’t we achieve a similar result in peacetime? What policies should be 
pursued to achieve this aim? These questions form the subject matter of 
Mr. Loeb’s book. 

Mr. Loeb starts from a situation where an existing balance between sup- 
ply and demand (at full employment?) is disturbed by an introduction 
of a cost-saving (labor-saving?) device. If the displaced workers are to be 
re-employed, some combination of the following cases must take place: 
(1) a fall in prices; (2) a rise in wage rates; (3) an injection of new money. 

The author takes great pain to demonstrate that monopolistic rather than 
price competition ‘is typical of our economy. If so, cost-saving devices will 
not lead to price reductions sufficient to re-employ the displaced labor. This 
excludes case (1). The results of case (2) are not much better. We are told 
that even though wages have risen considerably over the last fifty years or 
so, their rise has been quite irregular and not clearly related to changes in 
productivity. Therefore a rise in wages cannot be relied upon as an instru- 
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ment for re-employment of labor. We are thus left with case (3), the injec- 
tion of new money. 

At this juncture the readet feels like interrupting the author to ask a few 
questions. First of all, why did he state the problem in this form; or more 
precisely, why does the whole disturbance begin by the introduction of a 
cost-saving device? Is it because the author simply wants to consider one 
of the several problems of full employment, or is it because he regards such 
a disturbance as the problem? The book gives an impression that the latter 
interpretation is the correct one. Suppose, however, that the cost-saving 
device was not introduced. Would the original balance between demand and 
supply be automatically preserved? What about the public’s desire to save 
and thus possibly withhold income from circulation, a fact the author seems 
to be perfectly aware of? Should the question he is considering be therefore 
superimposed on the more general problem of the availability of investment 
outlets? 

The second question would refer to the price level. After all, the presence 
of monopolistic competition does not mean that a cost-saving device leads 
to no price reduction at all; as a matter of fact, the maintenance of a reason- 
ably stable price level (with rising wages), which the author is evidently 
aiming at, is impossible unless industries benefited from rapid technological 
progress do reduce their prices. On the other hand, couldn’t the author 
simply say that in an economy with difficult employment problems and also 
saddled with a large public debt, a falling general price level is undesirable 
in the first place, and let it go at that? - 

If a reasonably constant (or at least not falling) price level is assumed, it 
immediately follows that in order to produce and dispose of the larger real 
output made possible by the introduction of the cost-saving device, an in- 
crease in money income must take place. And further, if income velocity of 
money is assumed (as Mr. Loeb evidently does) to be constant as well, an 
injection of new money becomes necessary. And this money is needed ir- 
respective of what happens to wages. If wages go up, the money is needed 
to pay them; if they don’t, it must be created for other purposes, such as 
capital formation mentioned by the author. All this is a matter of simple 
arithmetic; it is difficult to understand why the author had to devote practi- 
cally half of the book belaboring it. 

Another point that makes the reader uneasy is Mr. Loeb’s treatment of 
cumulative movements. If new money is not injected, the cost-saving de- 
vice throws some men out of work. This is supposed to reduce the buying 
power and presently “...a downsurge in production would be touched 
off” (pp. 68 and 119). “A cumulative.upsurge in production...” (p. 124) 
begins about as easily. We are all aware that our economic system is not 
particularly stable; but better demonstration is needed to convince us that 
it is in fact a powder keg. 

The book has quite a number of similar statements which, while not being 
very essential to the argument, should be either supported by better proof, 
or left out altogether. Thus on pages 74-75 we are told that while the profit 
of one firm is indeterminate, total profit is, so that “One producer, in prac- 
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tice increases his profit at the expense of another producer.” Further on 
(p. 148) it is stated that if new money is injected by way of capital forma- 
tion, only the primary expenditure raises wages; the secondary and other 
expenditures (the multiplier process?) go only into profit, interest and rent. 
And so on. ` 

Let us return, however, to Mr. Loeb’s main argument. We left it at the 
point where it was shown that if the men replaced by the cost-saving device 
are to be re-employed, an injection of new money must take place; in a 
private enterprise economy, this injection usually proceeds vta capital for- 
mation. Moreover, since producers are able to pocket the reduction in cost 
(new money allowing them to dispose of the products at old prices), their 
profits rise. This rise has two effects: on the one hand, it diverts a larger 
proportion of income to the upper income groups and therefore increases 
total savings; on the other, profit prospects become brighter and lead to 
greater investment (capital formation). 

Many an economist who has worried about finding investment outlets to 
offset savings will now be puzzled. If both saving and investment rise, and 
perhaps at the same rate (Mr. Loeb not saying anything to the contrary), 
-where is the problem? According to Mr. Loeb, the problem arises because 
increased investment leads to an over-accumulation of capital. As the per- 
centage of income saved rises over the cycle, the ratio of investment to con- 
sumption goes up as well. Hence the ratio of capital to consumption also 
rises, and presently exceeds that required by existing technique of produc- 
tion. This involves waste; also unused capital darkens profit prospects and 

‘eventually results in a downswing. 

Mr. Loeb’s logic contains errors; his statistics are not convincing, but he 
does face up to an important and difficult problem which is omitted from 
most discussions. Indeed, one of the very few questions on which the vast 
majority of American economists seem to agree is the desirability of en- 
couraging private investment. So many plans to that effect have been de- 
vised lately. Mr. Loeb is more concerned about discouraging private . 
investment. He joins here the company of Marx and his followers,' J. 
A. Hobson,? Michael Kalecki? and others, who are seriously worried about 
over-accumulation of capital. 

It is impossible to analyze this notion here.‘ The answer depends to a 
very great extent on the rate of growth of income which the economy man- 
ages to achieve, a factor to which Mr. Loeb pays scant attention. It may 
well be true that if private enterprise absorbs the full amount that the 


1I am particularly referring to Paul M. Sweezy’s underconsumption theory in his The 
Theory of Capitalist Development (New York, 1942), pp. 180-89. 

3 See, for instance, his Economics of Unemployment (London, 1922), and Rationalization and 
Unemployment (New York, 1930). 

3 See his “Full Employment by Stimulating Private Investment?”, Oxford Economic Papers, 
No. 7 (March, 1945), pp. 83-92; also his essay “Three Ways to Full Employment,” in the 
Economics of Full Employment (Oxford, 1944), pp. 39-58. 

4 The reader is referred to my paper “Capital Expansion, Rate of Growth and Employ- 
ment,” Econometrica, Vol. XIV (April, 1946), pp. 137-47 and “Expansion and Employment,” 
published in this issue of the Review, pp. 34-35. f 
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community desires to save, an excessive accumulation of capital will de- 
velop very shortly. The burden of the proof lies on the proponents of this 
idea. The mere fact that business failed to absorb such savings in the past 
does not necessarily mean that, had it absorbed them, an over-accumulation 
of capital would have resulted. 

So much for Mr. Loeb’s theoretical structure. His practical program is 
developed along several lines. First of all, savings must be absorbed, and to 
avoid’ excessive accumulation of capital, a good part of them should be 
invested by the government in public works. The latter are evidently not 
regarded as capital. Still, public works should not be undertaken unless they 
are useful. To avoid social waste, saving should be reduced in the first place. 
This Mr. Loeb expects to achieve by means of income taxes, which by the 
way dampen profit prospects and therefore discourage excessive investment. 
Should such a program result in too large tax yields, the author would 
partly replace taxation by advancing the minimum wage rate. The transfer 
of income from capitalists to workers will also dampen profit prospects and 
reduce the propensity to save. 

This program is presented not as a fixed pattern, but rather as a set of 
measures to be applied when needed. Thus in a depression, tax rates should 
be lowered, rather than raised, to stimulate private investment. As the 
latter picks up and an excessive accumulation of capital is likely to develop, 
income taxes and the minimum wage rates should be raised. And all this 
time, an adequate program of public works is undertaken as well. 

This is the essence of Mr. Loeb’s program. It is regrettable that he de- 
voted too much space to fairly obvious theoretical questions and therefore 
had to present his practical suggestions in a rather brief and even superficial 
manner. Like in the first half of the book, we again find a number of con- 
fusing statements. Thus on page 239, Mr. Loeb tries to keep national in- 
come down because a larger income (160 billion dollars) would require more 
steel than can be produced with existing capacity. But why not increase 
this capacity? Here is an excellent opportunity for private investment which 
need not result in excessive accumulation of capital, and which can give us 
a larger national income. Why not utilize it? The reader may also feel dis- 
turbed with the author’s lightheartedness in describing the practical effects 
of his program. At best, the practical application of fiscal policy is an ex- 
tremely difficult task, in which we have not succeeded so well lately. Not 
much is gained by trying to skip over its difficulties. 

With all these limitations, Mr. Loeb deserves full credit for striking 
boldly at an important and difficult problem confronting our society. Such 
an attempt calls for more praise than the elegant and precise solutions of 
small and insignificant questions which we find so often in economics. 

Evsey D. DOMAR 

Carnegie Institute of Technology 


The Individual and the Postwar Period. By Arcu W. SHAW. (Scarsdale: 
Updegraff Press. 1946. Pp. 24. 50c.) 


We have in Mr. Shaw’s brochure a brief survey of three post-war periods 
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from the first part of thẹ 19th century to the present time.! Stemming from 
this survey, which compares and draws a similarity of pattern among the 
three periods, is his development of the reasons for this similarity based on 
an analysis of men’s individual and group behavior, their emotions and 
feelings. Thus we have displayed for our appraisal a psychological theory of 
the business cycle. 

Mr. Shaw’s position is essentially this: A boom results from men’s over- 
confidence in themselves and in the future. Their overoptimism is a primary 
result of the apparent success with which, in the course of each Juglar, the 
industrial system passes through “minor” (36 to 44 months) cycles without 
“serious economic derangement.” This observation constitutes, so far as I 
know, a new and rather interesting formulation of the reasons for the ac- 
cumulation of overconfidence toward the peak of a “major” cycle. “Each 
time business emerged from the shallow depths of one of these minor cycles,” 
writes Mr. Shaw, “‘men built up increasing optimism.” Thus, to the author, 
the “emotional seeds” of a major cycle seem contained and deviously con- 
cealed within the minor cycles that compose it. 

Furthermore, these emotions are accentuated, and follow more persist- 
ently similar patterns, in periods after wars. Although Mr. Shaw focuses 
attention ‘‘on the sequence of human thought-processes through a postwar 
period,” it would be simple to apply his analysis to cyclical patterns not 
post-war in character. For the moment, however, the argument should be 
judged only as it relates to post-war periods. Mr. Shaw’s general conclusion, 
after warning that men “move in herds” and observing that they are led by 
a few influential persons—some understanding, some ignorant and selfish—to 
rashly impulsive actions, is that we must “read the signs” to avoid the 
“wastes and dislocations of recurring booms” and the catastrophe of de- 
pressions. Finally, and I suspect this admonition of Mr. Shaw’s to be one of 
the main reasons for his essay, we are told that if the existing type of 
economic system is to be maintained, we must curb the emotional excesses 
which cause the cycle. 

Mr. Shaw does not analyze deeply; he is fundamentally descriptive. Of 
course, in the study of cycles, description is a valid and necessary technique. 
But although we are given a portrayal of the emotional forces alleged to 
cause economic fluctuations and a few statistics on post-war periods, we do 
not find comparative causal analyses for the periods treated, other than 
psychological factors which are not proved to be originating or primary in- 
fluences. The author writes that “the automatic corrective factors, which 
operated in minor cycles, were not strong enough readily to restore balance, 
and ultimately a depression resulted.” But we are never told what the 
automatic corrective factors are. 

With the exception of the point on the source of accumulating overopti- 
mism, Mr. Shaw’s argument is neither new nor original. Some might feel 
that the discussion is revealing and helpful-to the general public. But Mr. 


1 The first was after the Napoleonic Wars; the second, those years after the Crimean War, 
the American Civil War and the German aggression in western Europe; the third, after 
World War I. 
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Shaw’s overemphasis on psychological reconversion as a corrective policy 
(he urges that we should “avoid elation in prosperity and undue depression 
in adversity”) and his disparaging observations regarding the possible rôle 
of government in undertaking fundamentally corrective economic measures, 
make his remarks misleading and, if accepted blindly, perhaps dangerous. 
Donor Lion 
University of Buffalo 


Public Finance; Fiscal Policy; Taxation 


L’Ordre Social. By Jacques Ruerr. (Paris: Librairie du Recueil Sirey. Two 
volumes. Pp. 748. 570 fr.) 


Professor Rueff’s book is a most difficult one to review. It is a passionate 
and violent plea against monetary manipulations and direct controls, prob- 
ably written during the war, by a man who saw these powerful weapons 
used by the occupant as a systematic and scientific method of looting and 
exploitation of his country. Indeed, in many ways, the two heavy tomes of 
Mr. Rueff are a political pamphlet, clothed in the terminology and methodo- 
logical apparatus of pure economics. 

The first five parts of L’Ordre Social present a dynamic theory of monetary 
phenomena, which constitutes a sequel to the static theory of money, pub- 
lished by Mr. Rueff in 1927. The sixth part studies the functioning of human 
societies under liberal and under authoritarian (or socialist) regimes, and 
the thwarting of property rights by rationing, price control and inflation. 
Finally, the seventh part, entitled “Demand Financial Soundness, or Accept 

Slavery,” concludes the book with a political prescription and a summary: 
“Tt is through the deficit that men lose their freedom.” 

The central theme of the two volumes is the distinction, reminiscent of 
Paretian terminology, between “true” and “false” rights, or rather titles.+ 
A false title is one which cannot be truly implemented upon maturity be- 
cause the assets of the debtor‘are inferior to his liabilities. A false title should 
normally affect only the private relations between the creditor and the 
debtor. It assumes, however, general social significance when it is made 
eligible to rediscount. The Central Bank then monetizes a false asset, the 
money issued against it cannot be resorbed by the sale of the asset, prices 
increase and money becomes “false”? money, spoliating its holders through 
depreciation in terms of goods. 

The majority of false titles find their origin in budgetary deficits, and 
their monetization by the bank of issue. The resulting spoliation is neither 
avoided nor remedied, but only changed in its incidence by such methods as 
the suspension of the currency’s convertibility, price and exchange controls, 
rationing, etc. “Rationing ...is merely an indirect method of spoliation, 
intended to reduce the standard of living of the population in the exact 

1 Indeed, the whole method of exposition is strongly akin to that of the Cours, with that 


curious mixture of subjective value judgments and pure economic analysis in which Professor 
Schumpeter would see another example of the “Ricardian sin.” 
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measure necessary to free the real wealth which the state wants to appropri- 
ate. But it is a hypocritical and occult method. Without decreasing in any 
way the sacrifice resulting from any given governmental intervention, it 
makes it possible to throw the blame on the insufficiency of production, or 
the hardships of the times, and thus to break the direct link between cause 
and effect. In the arsenal of financial lies, it is most subtle and the most 
deceptive” (p. 702). Rationing and planification, moreover, are tantamount 
to slavery, as proved by the French experience between 1940 and 1944. 
“Everything, the choice of his [the Frenchman’s] foods as well as of his ac- 
tivity, the selection of his newspapers or books, of his movies or lectures, of 
his sympathies or hatreds, everything was dictated to him by the command- 
ing powers, unless, renouncing in advance all human dignity, he had sold it 
his soul wholesale by collaborating in its enterprise. In a regime of total 
planification, there is no free man. Every man, like the ox in the stable, re- 
ceives his ration and must perform the task which the plan assigns him. 
Thus, if it wishes to avoid disorder, the deficitary Government must impose 
slavery. ... Social disorder or slavery, such is the only choice offered to 
people who live in financial disequilibrium” (pp. 714-715). 

In spite of the heavy theorizing of the book, Mr. Rueff’s purpose is prac- 
tical rather than theoretical. The book thus concludes with a specific pre- 
scription for freedom, summarized in four “recipes of political art”: 

1. To teach men economic theory; 

2. To make each Minister liable; before the Court of Accounts, for any 
deficit resulting from his acts; 

3. To create a college of “thesmothetes,” appointed for life by the highest 
moral authorities of the country, “fed, like their Athenian precursors, at the 
State’s expenses,” and endowed with a right of absolute veto with respect 
to any Parliamentary decision capable of engendering false titles, except 
when it has been solemnly established and declared that public salvation is 
at stake; 

4. To establish, along with a Supreme Court of Justice, an International 
Court of Accounts which would pass on national budgets and would be, 
subsidiarily, through the powers of inquiry and inspection which it should 
have, the only efficacious guarantee of a policy of disarmament. The na- 
tional “‘thesmothetes” should be designated—modifying (3) above—by the 
supreme international authority of which they would be the representatives, 

The above summary is necessarily too brief to permit a fair presentation 
of the economic analysis offered in support of Mr. Rueff’s views and which 
fills a good part of his two volumes. One point may be singled out as repre- 
sentative of the type of reasoning underlying many of his arguments. It is 
claimed, for example, that if the Vichy Treasury had financed through tax- 
ation the daily indemnity of 500 million francs exacted by Germany, the 
need for rationing would have been correspondingly reduced, and the at- 
tendant “‘disorders, scandals,” etc. ... could have been avoided. This as- 
sumes that there is a one-to-one correspondence between taxation and the 
reduction of expenditures by the taxpayers. It seems far more likely that 
part of the taxation, especially if assessed as suggested in accordance with 
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each citizen’s contributive capacity, would have come out of savings, and 
that a full offset to the inflationary impact of the German exactions would 
have required a far larger increase in the fiscal burden. Thus, not only 
budgetary equilibrium, but substantial surpluses, would have been neces- 
sary to avoid the creation of “false titles” through price increases or ration- 
ing 

‘Other parts of the study reflect the same rigid and conventional approach 
toward fiscal and monetary mechanisms. This is not to say that nothing is 
to be learned from Mr. Rueff’s two volumes. On the contrary, they point 
out forcefully a number of important considerations which are often dealt 
with very lightly, or not at all, in current American literature on the subject. 
They have to be isolated, however, from a mass of old preconceptions and 
circumstantial pleading which reflect the inevitable chasm in economic and 
political thinking created by intellectual isolation and different experience 
in wartime between the United States and occupied Europe. 
ROBERT TRIFFIN 
Washington, D.C. 


Management of the Federal Debt. By Cmarres C. Aspotr. (New York: 
McGraw-Hill. 1946. Pp. v, 187. $2.50.) 


This small volume collects in revised form, together with some new ma- 
terial, several papers on debt management problems previously published 
by the author in academic and financial journals. In outline, it is a plea for 
reorientation of thought about the public debt—away from theory which 
makes the debt a subordinate instrument of “full employment” policy toa 
narrower fiscal theory of which debt management is itself the essence. The 
size of the debt necessitates such a change of emphasis. To “reduce the 
spread of opinion” between economists and persons in the financial world, 
Professor Abbott has fortified his persuasion with a nonstatistical discussion 
of ownership, types and characteristics of federal issues, without writing an 
economics of public credit. The discussion is developed within the frame- 
work of that fiscal “orthodoxy” which establishes good public credit, stable 
currency, and sound credit and savings institutions as primary goals of 
fiscal policy. 

The author believes the broader approach to the problem is inappropriate, 
at least under present conditions, for two major reasons: (a) the tools for 
implementing a general policy of “full employment” are inoperative and 
the administrative machinery inadequate; and (b) the special problems of 
savings and credit institutions are either glossed over or ignored. 

Policies pursued in the creation of the debt, including unlimited support 
buying by the Federal Reserve Banks, “residual underwriting” by the bank- 
ing system as a whole, pegged interest rates, and the issuing of large amounts 
of demand obligations, were designed to insure adequate funds at low cost 
to the Treasury. These policies have been continued with slight modification 
since the termination of hostilities, and so long as they are operative they 
preclude the use of open market operations and flexible discount rates to 
control the reserve position of the commercial banks. The restoration of 
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control depends upon the reorganization of the debt to obviate “dumping” 
of securities by either the banks or the general public. 

The administrative machinery, including the innumerable organizations 
- and procedures for collecting, budgeting, appropriating, spending, and ac- 
counting for funds, has never been appropriate to the managerial task im- 
plied in the broader fiscal theories. The author doubts the possibility of 
creating adequate machinery and is even concerned about the difficulty of 
accomplishing the simpler task of organizing administration of the debt. 
Certainly, if the federal authorities were to attempt more, “the probable 
result would be confusion worse confounded” (p. 170). 

Three chapters on the debt and banks and life insurance companies de- 
velop the proposition that “the relationship of existing government debt 
and of possible future deficit financing to institutional savings should be 
examined on its own merits, as a matter of public policy” (p. 121). While 
the proportion of the debt held by these organizations has not changed 
greatly since the beginning of the war, the absolute amount held has obvi- 
ously grown enormously. This raises anew some questions concerning the 
functions of banks. Will they again become suppliers of risk credit; or will 
they, along with savings banks and insurance companies, become merely 
custodians of the debt and, therefore, wards of the federal government? The 
life insurance companies in particular, he believes, are likely to become in- 
creasingly dependent upon earnings from “governments,” unless the inade- 
quacy of those earnings brings further relaxation of existing legal limitations 
upon life insurance investments. 

The general objective of debt management—which in Professor Abbott’s 
view would be reasonably good fiscal policy and difficult enough for present 
administrative competence—should be to minimize the disruptive effects of 
the debt. The “disruptive effects” which concern the author most are those 
associated with the capricious shifting of large amounts of debt, from the 
public for redemption or sale, and from the commercial banks to the Fed- 
eral Reserve Banks. Possible measures, collectively designed to place the 
debt permanently with “strong” non-bank holders, include: (1) complete 
revision of the policy of issuing demand debt; and (2) continued low,’ or 
even lower, interest rates to be compensated for by such devices as special 
conversion features, tax exemption, and perhaps even better price guaran- 
tees. In short, further stratification of the debt to appeal to various types of 
buyers would be employed to settle the problem of permanency. This re- 
organization of the debt would make it possible to unpeg the short-term 
interest rate and restore freedom to part of the capital market. 

Two final steps include “unification of fiscal authority and responsibility,” 
possibly by placing executive responsibility under one cabinet member, and 
“reorientation of financial regulation.” Without being specific under the 
latter heading, the author echoes the idea that we have accumulated much 
regulation inimical to the development of an “energetic, optimistic, expand- 
ing economy” (p. 187) which is essential to diminution of the debt bur- 
den. 

Management of the Federal Debt is a provocative essay not beyond the 
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competence of the general reader yet worthy of the attention of the special- 
ist. While it is partisan in tone, particularly in its criticisms of general 
fiscal theory and by implication of the “New Deal,” there is little with which 
to quarrel. Some proposals which are at least debatable, for example the 
resurrection of tax-exempt federal securities, are suggested for study; but 
dogmatic prescription is limited. It should be noted, however, that state- 
ments are sometimes so broad as to be misleading. For example, “... in the 
post-war period it may be possible [through the use of trust funds] for the 
government to run with a deficit of as much as $3 to $4 billion without the 
Treasury’s going to the market for funds to cover the deficiency” (p. 38). 
Obviously, this would be possible only if the deficit were a general fund deficit 
covered by surplus receipts to trust funds. This is not a serious criticism. 
The book as a whole is an invitation to further study, and as such, it is 
wholly successful. 
HERBERT W. HARGREAVES 
New York, N.Y. 


Allocation of Income in State Taxation. By GEORGE T. ALTMAN and FRANK 
M. KeEstine. (Chicago: Commerce Clearing House, Inc. 1946. Pp. 263. 
$4.00.) 


This book offers a first-rate description and evaluation of an involved, 
controversial phase of state income taxation. As practitioners and students 
of tax law the authors find “‘utter chaos” in state legislation dealing with the 
allocation of individual and corporate income for taxation, unless the income 
and its recipient are solely and unequivocally within one state. ‘Overlap- 
ping and conflicting jurisdictional claims are common. Diversity in appor- 
tionment methods and practices are widespread. ... The possibilities of 
double and even multiple taxation on the one hand and complete escape 
from taxation on the other are staggering.” These results come from the 
exercise of autonomy in taxation by the forty-eight states. 

Such conclusions by the authors rest upon an explicit examination of 
state statutes and court decisions relative to each aspect of the subject. 
Constitutional limitations and allocation of income according to domicile, 
residence, and: source of income are concisely inspected. Not only are the 
principles of separate accounting methods and apportionment formulas 
discussed in detail, but also their applications in each of the states are briefly 
given. Deductions from income, credits for taxes paid other authorities, and 
interdependent income taxes receive a chapter each. 

It is appropriate that these obviously well-informed authors should offer 
suggestions about improved tax procedures. In the belief that a solution 
through interstate agreements is only a remote possibility, they propose 
that through the interstate commerce clause Congress should prescribe in 
detail a uniform pattern of state income taxation. States failing to conform 
to this pattern should be denied taxation of individual and corporate in- 
come derived from interstate commerce. The uniformity would be directed 
particularly toward a definition of “resident”? and the apportionment 
methods to be used. Also, Congress should create “‘a federal tribunal of first 
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resort for resolving, on petition by the taxpayer, conflicts among the states 
in determination of either law or fact.” 

These proposals by Mr. Altman and Mr. Keesling to find some relief 
from snarled state income tax laws in action by the highest level of govern- 
ment in this country may well be realized. Indeed, uniformity via federal 
legislation appears inevitable unless state legislators and executives accept 
as a concomitant of “states’ rights” the responsibility of removing legal 
débris which impairs interstate movements of capital and business initiative. 

To my knowledge there is no book on taxation which examines more com- 
petently and concisely problems arising from relations between payers of 
income taxes and the states, and from the multiple sources of income in- 
volving questions of allocation. Although occasionally a somewhat involved 
sentence of the authors requires second reading, for the most part they have ` 
written clearly, interestingly. Good judgement is shown in the selection and 
presentation of tabular material. 
V. J. WYCKOFF ` 
Washington, D.C. 


Money and.Banking; Short-Term Credit 


Pengeteori og Pengepolitik. By JØRGEN PEDERSEN. (Copenhagen: Nyt 
Nordisk Forlag. 1944. Pp. 381. Kr. 16.50.) 


Professor Pedersen explains in his preface that this book’ was written 
primarily as a text in monetary theory and policy for use by his students 
at Aarhus University. Existing Danish textbooks were seriously out of date, 
and the author therefore set himself the task of filling this important void. 
Since it is a void which exists also in our own language, I have had to con- 
sider whether Professor Pedersen’s book might not, in translation, serve a 
useful purpose in American universities. For the reasons I indicate below, I 
concluded that most teachers in this country would not find it altogether 
suitable for use as a text. But there is a great deal of Jørgen Pedersen in this 
book, and since he is a writer who has gained considerable renown in the 
% Scandinavian countries, but is not widely known here, it should be de- 
cidedly worthwhile to acquaint American readers with his ideas. 

I must say that I found the book unsatisfactory for general use as a text 
because so much of it was treatise, and likewise unsatisfactory as a treatise 
because so much of it was textbook. To begin with, there is Professor Peder- 
sen’s quarrel with the definition of money, which he says is most often 
defined as “means of payment,” but is commonly used to mean “income.” 
He therefore defines money as “income expressed in units of account.” To 
a critic who has pointed out that “the language of economics is so poor in 
words and so rich in concepts, that one must regard synonyms as a luxury,” 
Pedersen replies that to make “money” a synonym for “income” is pref- 
erable to using. it to mean two entirely different things. The merit in this 
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argument is sometimes overshadowed by the greater confusion to which it 
leads. Thus, Pedersen expects his title, Monetary Theory and Monetary 
Policy, to indicate clearly enough that the book deals with e.g., fiscal, em- 
ployment, wage, and quantitative trade control theory and policies, as well 
as with the realm of central banking. His departure from usual terminology 
is a matter of less importance, however, than his propounding of new theo- 
ries, or new formulations of old theories, and it is the strong imprint of his 
own ideas, with often only very slight attention to others’, which gives the 
book the nature of a treatise—but one which is interrupted by the tedious 
spelling out of well-settled doctrine for the benefit of the new student. 

The scope of Part I, Monetary Theory, is indicated by the chapter head- 
ings. The first four chapters deal respectively with The Concept of Money, 
The Creation of Money (by which, the reader must remember, is meant 
the Creation of Income), Motives for the Creation of Money, and The 
Significance of Means of Payment. Then follow four chapters headed The 
Problem of Liquidity, Determination of the Rate of Interest, Can Money 
be Created without Cooperation by the Banks?, and The Liquidity Concept 
and the Central Bank. The chapter on the interest rate is a defense of the 
Keynesian theory. In Chapter IX, Organization of the Central Bank, Pro- 
fessor Pedersen sketches his idea of the “rational” central banking institu- 
tion (a regular department of the government, with a cabinet minister at 
the head, no capital funds other than those needed for the Bank’s own 
property, profits to belong to the government, no reserves required by law), 
but he acknowledges that some concessions, the fewer the better, may have 
to be made to public superstition. 

Then comes a crucial chapter, headed Money and Prices, in which Pro- 
fessor Pedersen demonstrates a bold disregard for qualifications which would 
safeguard but obscure his conclusions. Thus, he offers a formulation of the 
theory of prices which states, 

k 
=F L 

where P represents unit price; L, the average hourly wage; Æ, the marginal 
productivity of labor; and k, the monopoly element.! From this he develops 
his central thesis, which is that in order to achieve stability of prices, the 
' “monetary authorities” must focus their attention primarily on regulation 
of wage rates. Without denying that this thesis contains an important 
element of truth, Erik Lindahl points out that the precise formulation given 
it, which Professor Pedersen describes as general, takes no notice of other 
costs than wages, and although Pedersen has tried to defend this omission, 
I find it difficult to agree with his reasoning, which seems to be grounded in 
the desire not to obscure the practical significance of laying emphasis upon 

1 As Erik Lindahl has already observed, it would be formally more correct to use (1+) 


in place of $, in order that free competiton might be indicated by k=0, rather than by £=1. 
Ekonomisk Tidskrift, 1945, p. 78. : 
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wage costs. Lindahl also reproves Pedersen for giving too slight attention to 
the attempts to build up a dynamic theory’ of prices? 

Chapters XI to XIII deal with Exchange Relationships with Other Cur- 
rencies, Further Analysis of the Determination of Exchange Rates, and 
Fixed and Free Exchange Rates. In these chapters Professor Pedersen gives 
an able account of the difficulties of maintaining internal stability in a 
country whose economy is particularly exposed, as is Denmark’s, to dis- 
turbances from without. In a chapter on Inflation and Deflation, he warns 
against the danger of hitching. wages to a cost-of-living index. His final 
chapter on theory is The Value of Money. Professor Pedersen objects to 
identifying the value of money with its purchasing power, and prefers to 
identify it with wage rates. “One cannot under all conditions maintain the 
purchasing power of a day’s wages, but one can maintain the wage rate, the 
curtency’s purchasing power of labor. And should it be changed, it would 
not be impossible to change contract obligations in the same degree. If a 
business man, e.g., has borrowed money, and subsequently the wage level is 
doubled, the debtor will not be prejudiced by having to pay his creditor 
twice the amount he borrowed, since his sales revenue also will have 
doubled.” 

In the second half of his book, Professor Pedersen discusses four general 
objectives for monetary policy: (1) maintenance of the gold standard, (2) 
stabilization of the price level, (3) regulation of the price level in inverse 
relationship to productivity, and (4) stabilization of economic activity with 
full employment. The first'he rejects outright; Professor Pedersen is all in 
favor of flexible exchange rate policy, and indicates that he would have 
preferred the Keynes to the White Plan (still in the discussion stage when 
his book was written). He also rules out stabilization of the price level as a 
proper objective of economic policy, principally on the grounds that its 
accomplishment would under certain conditions require downward wage 
adjustments, which he regards as impractical. 

The third proposal—regulation of the price level in inverse proportion to 
productivity—he identifies with elimination of the monopoly element in 
prices and with wage stabilization (this follows if you accept his simplified 
price formula). “With the experience we have gained in price regulation, 
and with the machinery developed during the war, it should certainly not 
be impossible with a good measure of success to regulate prices also under 
greater or lesser monopolistic conditions in accordance with marginal costs, 
thereby eliminating the monopoly element in prices, or at least keeping it 
fairly constant.” Wage control could best be achieved by allowing labor 
and management to negotiate wages within each branch of industry, their 
decisions being subject to approval by the government. This system would 
differ from the one introduced in Denmark during the occupation in that 
(1) no wage settlement would be valid without official approval, and (2) the 
government could disapprove an agreement reached by labor and manage- 
ment, and substitute its own wage terms. Such a, general program for mone- 


2 The discussion between Lindahl and Pedersen is in Ekonomisk Tidskrift, 1945, pp. 76-84 
and 245-60. 
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tary policy is “not at all a bad goal to set, and it should be possible to move 
at least some distance toward achieving it.” 

Professor Pedersen subscribes most completely, however, to the goal of 
stable economic activity at a high level of employment, and he does not 
stop with compensatory fiscal policy as a means of achieving it. First of all, 
the State must have full control over the international balance of payments, 
both as to capital movements and the flow of trade. State trading is pre- 
ferred to a complicated system of licensing, taxing, and subsidizing private 
trade, He adopts Keynes’s suggestion that the Central Bank might regulate 
long-term rates of interest by fixing prices at which it would buy and sell 
strategically selected private issues. Present-day social security schemes do 
not serve adequately to maintain consumer demand, and should be broad- 
ened into a system which would grant all persons unable to find employ- 
ment the full current wage for unskilled labor. Persons receiving such bene- 
fits would be obligated to accept any type of work of which they were capa- 
ble, anywhere in the country, at the going rate of pay. Special allowances 
would be granted for moving costs and re-training. Such payments should 
be financed out of the Central Bank. “Wage control necessarily will be a 
feature of a policy which aims at maintaining full employment. There can 
be scarcely any doubt that the time when labor unions and employer as~ 
sociations were strictly fighting organizations has passed.” 

It will be interesting to see what influence this book has on Danish policy, 
for Denmark is currently beset with many of the problems Professor Peder- 
sen treats. Presumably he would recommend more rigorous wage control to 
forestall a further rise of krone prices, but in order to bring Denmark out of 
her balance of payments difficulties would he prefer devaluation of the krone 
or an extension of State trading monopolies? Unfortunately, Professor 
Pedersen’s book was written before the establishment of the Fund and the 
Bank, but I am inclined to think that he would regard these as offering 
inadequate guarantees for so exposed a country as Denmark. 

ROBERT BEAN 

Washington, D.C. 

I 
La Doctrina Funcional del Dinero. By GERMAN BERNACER. (Madrid: Insti- 
tuto de Economía “Sancho de Moncada.” 1945. Pp. 364.) 


Señor Bernácer’s work in monetary theory, which dates from 1905, was ` 
first called to the attention of English-speaking economists by D. H. Robert- 
son in an article in Economica of February, 1940. Robertson’s paper, how- 
ever, dealt with Bernácer’s views of the ’twenties. In the present work, the 
author presents a revision and synthesis of his earlier position. The study 
stamps its author as one of the most capable continental technicians in the 
field. - 

Bernácer develops his own views on “functional money” in the first half 
of the volume. Fhe second part of the book contains a detailed examination 
and critique of the doctrines of Keynes, Hawtrey, Robertson, and a few 
others. The principal emphasis, as is to be expected, is on Keynes. It is this 
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second part of the study which will probably be of most interest to students 
of money and cycle problems. 

A functional approach to monetary matters avoids treating money as a 
homogeneous mass in which the only significant results, for analytical pur- 
poses, are regarded as a function of the quantity of money. Bern4cer re- 
peatedly points out that clarity of thinking about monetary matters re- 
quires that recognition be given to the fact that any monetary stock con- 
sists of functionally different parts. To illustrate: potentially, the money 
value of current production is always identical with the money value of 
demand. In the market, however, the actual behavior of individuals is such 
that the money value of demand generally falls short of or exceeds that of 
current production. The result is that current production is not always ab- 
sorbed at unchanged prices. Unsatisfactory operations do not necessarily 
derive from inherent weaknesses in our monetary system. Rather, they gen- 
erally derive basically from confused thinking about the several functional 
rôles played by different money flows. One of the most serious misunder- 
standings, as Berndcer sees it, concerns the financing of requirements for 
circulating capital. He considers at some length the case of savings used to 
increase circulating capital. Savings so employed invariably result in market 
depression, since the flow of goods and services is increased simultaneously 
with the contraction in monetary demand occasioned by' the savings. To 
remedy situations of this sort, Berndcer prescribes the use of newly created 
money for the financing of increased circulating capital (pp. 82, 320). And 
such increased circulating capital should be continuously reinvested if the 
expanded output of final goods is to be maintained at unchanged prices. In 
contrast, savings should only be employed to increase the community’s 
stock of fixed capital. 

It would take us too far afield to appraise Bern4cer’s position on this 

matter. However, he seems to be vulnerable for (1) implying that savings 
always bulk large in the financing of circulating capital, and (2) having 
neglected costs and the state of competition. Both of these latter factors 
obviously can be used to account for price variations with changes in out- 
put. Yet monetary theorists would do well to give some attention to his 
position with respect to the problems of financing the different types of 
capital requirements. 
' The first part of the volume also contains a considerable amount of sug- 
gestive material dealing with investment, the impact of balance of payments 
changes, and what the author calls the “dynamics of price levels.” The 
last mentioned section develops one species of period analysis. 

In the second half of the book, Bernfcer engages in formal monetary 
controversy. The Keynes of the Treatise is preferred to the Keynes of the 
General Theory. It is alleged that in the latter Keynes really reverts to a 
classical position, and that this would be more widely recognized but for the 
new terminology employed. Berndcer does not here develop his position in 
systematic fashion, but it seems to amount to the following: (1) Keynes 
abstracts from the time element. The equality of savings and investment 
logically prevents one from considering economic dynamics, except-in a, 
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Robinsonian economy. (2) Nothing but permanent equilibrium obtains if 
it is held that savings equals investment at the same time that the value of 
current production is equated to current income. But the facts everywhere 
disprove this double identity. In the Treatise, however, Keynes’s position is 
more congenial. Bernácer there detects many matters of form that are 
similar to his own; in particular, one of Keynes’s fundamental equations is 
identical with an equation developed by Bernácer in 1922. 

Our author is particularly severe in his criticism of the concept of liquidity 
preference. He claims that it is used mainly to enable Keynes to avoid circu- 
- lar reasoning in connection with saving and investment (p. 273). Moreover, 
Bernácer fails to comprehend how one can have invested savings and still 
have them in liquid form (p. 279). He also quotes Robertson (“the rate of 
interest is what it is because it is expected to become other than it is; if it is 
not expected to become other than it is, there is nothing left to tell us why 
it is what it is’) to prove that liquidity preference is simply a “metaphysical 
entity created by a fertile imagination” (p. 300). Without attempting to go 
into the refinements of the matter, it is clear that Berndcer is on shaky 
grounds as regards the meaning of this concept. The world abounds with 
problems centering around the presence of idle balances, and the Keynesian 
concept has proved very helpful in analysis of the motives and conduct of 
the holders of liquid balances. The concept also helps us to account for 
borrower difficulties under some important circumstances, as well as some 
of the peculiarities of the structure of interest rates. 

The foregoing provides a sample of Bern4cer’s critical analysis. Students 
of monetary economics will do well to consult the volume, since virtually 
the whole of the Keynesian apparatus is subjected to searching—and some- 
times highly suggestive—criticism. There are also a number of interesting 
critical comments on central features of the writings of Hawtrey and 
Robertson. 

VIRGIL SALERA 

Miami University, Ohio 


1 D. F Robertson, Essays in Monetary Theory (London, 1940), p. 25. 


International Trade, Finance and Economic Policy 


International Cartels. By ERvin HEXNER. (Chapel Hill: Univ. of North 
Carolina Press. 1945. Pp. xiv, 555. $6.00.) 


This book, written by a careful and experienced student of the problem, 
presents (in 178 pages of “general considerations,” 212 pages of ‘‘case 
studies” and,140 pages of ‘“‘appendices”) a broad survey of international 
cartels in the late ’thirties and a rather persuasive argument in support of a 
policy of open-mindedness toward cartels in the period just ahead. Dr. 
Hexner is unwilling to accept the sweeping condemnation of all cartels on 
economic (restrictive) and political (anti-democratic) grounds which has 
been advanced in many recent works on the subject, and doubts both the 
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desirability and the probable effectiveness of any overall program of en- 
forced competition in the international field. He contends that careful in- 
quiry should be made into the actual situations which have produced (or 
which might suggest the institution of) particular cartels, and that con- 
clusions should be reached with reference to each in the light of the peculiar 
characteristics and forces which surround it, rather than that all cartels 
should be accepted or rejected on the basis of across-the-board, a priori 
considerations. Translated into a program of action, this approach emerges 
in the form of authorized cartel operation under combined national and 
international regulatory supervision designed to appraise effects, and to 
forestall restrictive practices and to protect outsiders and consumers. Dr. 
Hexner’s case and proposals are summed up in a long series of propositions 
on pages 170-78. ; 

There is little chance that those who disagree fundamentally with the 
private cartel solution for the problem of market instability will ever get . 
together with Dr. Hexner despite the apparent reasonableness and objec- 
tivity of his approach. Much of the analysis running through the first part 
of the book strikes one as having only formal relevance—as being, in fact, 
rather tediously academic. But the proposed program of experimentation 
is far from academic, and therein lies its principal danger. In proceeding, by 
Dr. Hexner’s method, to discover what policy to adopt with reference to 
private international cartels, we are in fact adopting a policy—a policy 
totally at variance with our traditional position on domestic monopolies, 
and one from the processes and far-reaching consequences of which we 
would find it extremely difficult to extricate ourselves if events should (and 
I think they would) dictate such a course. 

The issue seems to be squarely drawn: Dr. Hexner has faith in the possi- 
bilities of supervized private cartels; those on the other side see only danger 
in, rather than a need for cartelization, and are decidedly skeptical of the 
possibilities of effective control by government authority. I belong in the 
latter group. The arguments on both sides have been spread lavishly in 
recent months and there is no occasion to list them here. With reference to 
the particular slant which Dr. Hexner emphasizes; i.e., the objective, ex- 
perimental approach, it seems worth while to offer only the following addi- 
tional comment: Exactly what can we hope to gain from experimentation of 
this type? What more do we need to know about the probable effect of 
private cartelization than has been disclosed by the centuries of experience 
with monopoly which mankind has already enjoyed? What more do we 
‘need to know about the difficulties inherent in regulation by international 
authorities of the details and minutiae of private marketing and pricing 
than we can gather from the records of the Interstate Commerce Commis- 
sion, the Federal Power Commission, the State Utilities Commissions, the 
Office of Price Administration and the War Production Board—all of them 
operating under conditions infinitely simpler and more auspicious than those 
which would face any international authority seeking to doa really effective 
job of supervision. Frankly, I see in Dr. Hexner’s approach and program 
very little beyond the sanctifying of restrictive practices and the firm es- 
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tablishment of vested interests (of the sort which the tariff has mothered for 
decades) to plague us for decades to come. 

At that, I find Dr. Hexner’s discussion to be an excellent treatment of 
his side of the case; and his case studies and appendices are decidedly 
useful. : 

Ben W. Lewis 

Oberlin College 


National Interest and International Cartels. By CHarLes R. WHITTLESEY. 
(New York: Macmillan. 1946. Pp. vi, 172. $2.50.) 


This work is a brief and rather general analytical essay on the origin, 
nature, and effects of international cartels and on contemporary public 
policy issues which they have engendered. It is not a detailed research report 
on cartels and their problems. As a simplified and relatively nontechnical 
exposition and interpretation of a difficult economic problem, it is a useful 
addition to economic literature. 

The author begins with a statement of the basic policy issues with which 
he is concerned: Should international cartels be given legal standing by our 
government? If so, by what measures and subject to what limitations? If 
not, how shall American participation in cartels be prevented? The first 
chapter poses these questions. Successive chapters deal with the general 
economic effects of cartelization; with the effects of cartel organization on 
national security and international peace; with the alleged desirability of 
American participation in cartels as a means of promoting foreign trade; 
with the relations between cartel organization and the patent system; with 
Webb-Pomerene associations and intergovernmental commodity agree- 
ments; with various proposals concerning public policy toward cartels; and 
with the author’s own recommendations for policy. The treatment consists 
largely of a simple exposition of basic information and elementary con- 
ceptions pertinent to each topic, together with the author’s reasoning and 
conclusions on various issues. No detailed or exhaustive analysis of the 
various subjects is attempted. 

The gist of Professor Whittlesey’s argument may be summarized, with 
the omission of numerous qualifications, as follows. Cartel organizations, 
international or otherwise, are generally inconsistent with the effective 
working of a free economy, and should be discouraged except in very special 
circumstances, Limited and strictly provisional approval, however, may be 
given to Webb-Pomerene associations and to some intergovernmental com- 
modity agreements, provided adequate safeguards against abuse can be de- 
vised and imposed. The contention that American firms must ordinarily 
participate in international cartels in order to gain foreign markets is proba- 
bly groundless. The adverse effects of cartel systems on national security 
and international peace have been exaggerated; it is the economic rather 
than the political implications of cartels which clearly condemn them. Ap- 
propriate policy measures toward cartels should include: (1) establishment 
of an international organization, with United States participation, to study 
and supervise other people’s cartels; (2) international public expression of 
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the anti-cartel position of this country; (3) an internal administrative or- 
ganization including separate agencies of the State, Commerce, and Justice 
Departments and of the Tariff Commission to deal with various phases of 
the international cartel problem as it affects our economy and our business- 
men; (4) reform of the American patent law, in the direction of compulsory 


licensing, to reduce the impetus which patent rights provide toward cartel ` 


formation; (5) study of the Webb-Pomerene act with a view to amendment 
or possible repeal; and (6) legislative reaffirmation of the Sherman act 
philosophy as the basis of American business practices abroad. Administra- 
tive discretion in approving international business agreements should be 
limited, and should be guided by a philosophy of unwavering opposition to 
restrictionist policies. 

Within the limits of a brief summary treatment, the author supports 
these contentions, and in general a strong and relatively unqualified anti- 
cartel position, in a sincere and able manner. Economists who do not al- 
ready accept this position may be reluctant to accept certain of the author’s 
conclusions until they are supported by much more detailed empirical evi- 
dence, but should at any rate find in them interesting hypotheses. 
The student and the citizen interested in public affairs should find the 
work valuable as a good brief introduction to the international cartel 
problem. 

Jor S. BAN 
University of California, Berkeley 


World Monopoly and Peace. By James S. ALLEN. (New York: International 
Publishers. 1946. Pp. 288. $3.00.) 


With thé emergence of the Soviet Union as a dominant force in world 
affairs, greater interest than formerly will attach to the writings of econo- 
mists who argue the Soviet point of view on current international issues. 
Such a writer is James S. Allen, whose latest book might well have been 
entitled New Data for Lenin’s Imperialism, had not that title been pre- 
empted for an earlier work by two Soviet writers. 

Drawing, as Lenin did, on “‘irrefutable bourgeois statistics and admis- 
sions by bourgeois scholars,” Mr. Allen has produced an interpretation of 
certain post-war international policies of the United States and Britain 
which runs exclusively in terms of the appetite of monopoly capitalism for 
imperialist aggrandizement. It is Mr. Allen’s thesis that American and 


British policies toward Germany and Japan, Anglo-American economic re- . 


lations, American opposition to international cartels, and the general Ameri- 
can program for the rehabilitation of world trade, all fall neatly into place 
as manifestations of “‘the economic expansionism of the monopoly giants.” 
The United States, it appears, is bent on nothing less than the achievement 
of “world hegemony.” 

Mr. Allen turns first to Germany. The source of German aggressiveness 
he finds in the expansionist ambitions of the German monopoly capitalists 
and cartel leaders. These monopolists, with the aid of their British and 
American cartel partners, organized the rearmament of Germany after the 


1947] ' BOOK REVIEWS 227 


Treaty of Versailles; they financed Hitler’s rise to power; under the Third 
Reich, they “became the unchallenged overlords of both the state and the 
economy.” Although the uneasy alliance of German, British and American | 
capital had as its purpose the “building up of the German outpost against 
the Soviet Union,” German and British monopolists met in Duesseldorf in 
March, 1939, to plan a combined onslaught on American industry. The 
threat to American imperialists of an Anglo-German combination, was, in 
Mr. Allen’s view, “one of the leading factors explaining the growing opposi- 
tion to the appeasement policy in American big business and Government 
circles following Munich and Duesseldorf.” How these developments cul- 
minated in a British declaration of war, not on the United States or the 
Soviet Union, but on Germany, Mr. Allen does not make clear, 

Mr. Allen’s conception of the significance and objectives of German par- 
ticipation in international cartels is of particular interest. In the first place, 
since the monopoly capitalists were the real rulers of Hitler Germany, there 
was no conflict of interest as between big business and the government. 
Hence, the German cartel leaders used their international business connec- 
tions in a variety of ways to strengthen Germany and weaken her potential 
enemies in preparation for the military conflict to come. Thus, German 
control over international cartels was put to use to facilitate the process of 
German rearmament; to conduct industrial espionage abroad; to restrict 
the development of strategic industries in other countries; to disseminate 
nazi propaganda; and to acquire foreign exchange to finance the acquisition 
by Germany of strategic raw materials. 

This thesis is similar in most respects to that propounded during the war 
by the Antitrust Division of the Department of Justice and the Subcom- 
mittee on War Mobilization (“Kilgore Committee”) of the Senate Commit- 
tee on Military Affairs, which has exercised considerable fascination for 
those who incline toward the plot theory of economic history. An alternative 
view, which, though less dramatic, would appear better to accord with such 
facts as are known, is that German industrialists used their cartel connec- 
tions primarily to augment their profits (as did their British and American 
partners); that such effects as these cartel agreements are alleged to have 
had on the military potential of Germany and her future enemies were 
largely fortuitous and of minor significance, and were counterbalanced by 
other effects which operated to the detriment of German military superi- 
ority. This thesis may be reconciled with such troublesome facts as the 
reciprocal acquisition by American firms of German technological informa- 
tion through the medium of international patents and processes agreements; 
the reciprocal acquisition by British and American firms of information 
about German industry which was made available to their respective gov- 
ernments in the course of the war; and the concealment by German indus- 

` trialists of large holdings of foreign exchange at a time when the Hitler 
government was making strenuous efforts to mobilize such assets. 

The case against international cartels has not been strengthened by their 
characterization as advance agents of military aggression; on the contrary, 
this doctrine may well have served only to compound confusion and to 
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weaken the entire anti-cartel case, including the well-documented demon- 
stration that cartels tend to restrict international trade, to bring about an 
inefficient allocation of resources, to aggravate maldistribution of income, 
and to generate international frictions. 

Mr. Allen then proceeds to an examination of the post-war policies of the 
United States and Britain with respect to the treatment of defeated Ger- 
many. The framework of his analysis is disarmingly simple. Those acts and 
utterances on the part of the two great imperialist powers which reflect a 
desire to curtail sharply the German economic potential for war (such as 
their adherence to the Potsdam agreements) are simply manifestations of a 
determination to eliminate a powerful imperialist rival from world markets. 
On the other hand, those acts and utterances (such as the report of. the 
mission headed by Professor Calvin Hoover) which imply dissent from a 
draconic policy of economic disarmament, are to be regarded as part of a 
design to build up Germany as a bulwark against the Soviet Union and as 
a preserve for imperialist exploitation by the United States and Britain. 
“Such,” says Mr. Allen, “are some of the contradictions which beset the 
Western powers in Germany.” For those ingenuous persons who imagined 
that the Western powers were seeking a formula which would both deprive ` 
Germany of the means of making war while allowing her the means of 

“earning her own living, Mr. Allen draws aside the veil and displays the 
Anglo-American imperialists at work. 

The objectives of the American occupation of (pan are no less repre- 
hensible. There Mr. Allen finds that the American monopolists have con- 
spired to maintain the Zaibatsu in power, and that American policy in 
Japan has been formulated “with a view to preserving this key imperialist 
position of East Asia as a stepping-stone for American penetration of the 
Far East and as a barrier against the Soviet Union.” 

The most interesting section of Mr. Allen’s book—and the most disturb- 
ing, if Mr. Allen’s views may be taken even roughly to coincide with those 
of the Soviet government—is the analysis of the American program for the 
rehabilitation of world trade. He summarizes this program as “the four 
freedoms of economic expansionism”... ‘free enterprise, free competition, 
free access and free trade.” “Big business and government,” he feels, “are 
engaged in a crusade to impose this program on the rest of the world.” The 
United States, economically the strongest nation in the world, a land of 
“giant trusts controlling every important branch of finance, industry, and 
trade,” has set for itself no less a task than that of achieving “world 
hegemony.” 

“The liberal flavoring of the program tends to obscure its essence.” The 
anti-cartel features of the American trade program embody the efforts of 
American imperialists “to perpetuate the wartime disruption of the cartel 
framework and to replace it with a new structure in which the prime posi- 
tion of Ametican monopoly is registered.” American industrialists, it ap- 
pears, are now dissatisfied with the share of the world market allotted them 
in the pre-war cartel agreements, and hope by destroying the pre-war cartel 
system ‘‘to obtain a much greater share of the world market and open new 
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spheres of penetration.” When that stage is reached, American monopoly 
capital will presumably establish ‘‘a new cartel system which wouuld serve 
its expansionist and political aims.” The “free trade” and “free access” 
objectives are equally fraudulent. What the United States really desires is 
“the removal of trade and other barriers which restrict the freedom of the 
expansionists.” By implication, Mr. Allen commends “the liberation govern- 
ments of Europe” and “the semi-dependent nations” for “maintaining 
restrictions, barriers, and government controls of the kind which will safe- 
guard their national economies, domestic resources and political sovereignty 
from domination by foreign monopoly-capitalist groups and countries.” 

Mr. Allen’s account may well coincide with convictions which are seri- 
ously maintained in Moscow. The Soviet government has been singularly 
chary of making known its views on the issues currently being debated in 
connection with the projected establishment of an International Trade Or- 
ganization; if these views, when fully revealed, should follow the outline of 
Mr. Allen’s indictment, the prospects for realization of the goals of the 
American Proposals for Expansion of World Trade and Employment will be 
even less hopeful than they are today. 

Mr. Allen’s case falls apart under the most cursory examination. If the 
American cartel program evidenced simply the desire of American indus- 
trialists temporarily to disrupt the cartel system in order to achieve a re- 
division of world markets more favorable to themselves, these same 
industrialists would have had the perspicacity to realize that they could 
achieve the same results with much less difficulty by breaking with their 
cartel partners and competing aggressively for business in every part of the 
world—thus avoiding the necessity of establishing an intergovernmental 
trade organization whose policies it might be difficult to control. If the 
United States government were determined as part of its post-war foreign 
economic policy to foist ‘free enterprise” on the world, it must have com- 
mitted at least one overt act in that direction; Mr. Allen cites none, how- - 
ever. Certainly there is nothing in the Proposals to lend support to Mr. 
Allen’s charge. On the contrary, it had been asserted with some justice that 
the Proposals tend to encourage socialization, by providing fewer and less 
effective restraints on the policies of state-trading countries than on those 
of private enterprise countries. , 

Much more important, however, is the novel view of the nature of im- 
perialism which underlies Mr. Allen’s analysis. Lenin, in delimiting the 
“essential features” of imperialism, wrote that “The export of capital, as 
distinguished from the export of commodities, becomes of particularly great 
importance,” and “International monopoly combines of capitalists are 
formed which divide up the world.” Dobb, a Marxist writer of distinction, 
wrote in 1937 as follows: 


“Current politics of ‘autarky’ and economic nationalism, with their rais- 
ing of tariff-walls round national or imperial units and their plethora of 

1V. I. Lenin, Imperialism, The Highest Stage of Capitalism (New York, International 
Publishers, 1933), p. 81. 

3 Maurice Dobb, Polstical Economy and Capitalism (London, Routledge, 1937), p. 244. | 
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quota-arrangements, merely pursue the ideal of the restricted market and 
the monopolized preserve in a more perfected form; while the now-fashion- ` 
able balanced-trade agreements and the revived gospel of export-surpluses 
are explicit recognition of that neo-Mercantilism which has always been 
latent in modern Imperialism.” 


Yet Mr. Allen is able to conclude that a program which seeks to reduce 
barriers, not to foreign investment, but to international trade in goods and 
services; which seeks to curb restrictive business practices in international 
trade; which envisages the reduction of tariffs and the general elimination of 
quotas and balanced-trade agreements—is still essentially imperialist in 
character. Mr. Allen has implicitly redefined imperialism as comprising all 
foreign economic policies of capitalist states, irréspective of the objectives 
ostensibly sought or the substance of the policies. While this permits Mr. 
Allen to denounce a good many policies, it also entails the debasement of a 
useful word which has hitherto served to identify a set of reasonably precise 
ideas. 

Why did Mr. Allen not ‘hone to concur generally in the objectives of 
the American trade program, while predicting that it would be emasculated 
under the attacks of organized business groups in the United States and. 
elsewhere? By so doing, he could have made his case against monopoly capi- 
talism without doing violence either to facts or logic, and he might have 
earned for himself a reputation for prophetic insight. This alternative was 
not, however, open to him. Since capitalist governments are simply tools of 
the cartel leaders, there is no place in Mr. Allen’s dialectical scheme for 
governmental policies in the Western democracies which are not fully in 
accord with the objectives of the monopoly capitalists. Indeed, the whole of 
Mr. Allen’s book may be described as an effort to analyze certain interna- - 
tional issues in a manner wholly consistent with the major premise that the 
governments of the Western democracies must at all times serve the inter- 
ests of monopoly capital. The truth of this proposition Mr. Allen must 
believe to be self-evident, since he makes no serious effort to adduce evi- 
dence in its behalf. Yet it is precisely his unwavering devotion to this major 
premise which leads him so often from the plausible to the preposterous, and 
deprives his book of what value it otherwise might have had. l 

i Keruit GORDON 

Williams College 


The Industrialisation of Backward Areas. By K. MANDELBAUM, assisted by 
-J. R. L. Schneider. Oxford Inst. of Stat. Monog. No. 2. ee Basil 
Blackwell. 1945, Pp. viii, 111. 10s. 6d.) 


“The first part of this monograph provides a theoretical discussion of the 
conditions needed and the mechanism of the process of industrialisation of 
backward areas. The second part gives a quantitative example of such a 
process, taking south-eastern Europe as the background” (p. iii). In the re- 
viewer’s judgment, neither comes off too successfully. 

Part A (19 pp.) on the “Economic Problems of Industrialisation” is an 
interesting general essay, granted the preconceptions from which it appears 
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to be written. These seem to be chiefly three. The first is that the familiar 
Keynesian theses relating to fiscal policy and effective demand can be ap- 
plied to peasant agricultural economies without difficulty (pp. 4-6). The 
second is that the external and internal economies of large-scale production 
are enormous while the diseconomies, especially on the side of management 
and control, are virtually zero. Moreover, these net economies are con- 
sidered realizable in nearly all branches of industry (pp. 8-11). Third, ef- 
fective industrialisation presupposes State direction and control throughout, 
with priority schemes, direct labor allocations, “forced saving” devices, 
rationing and price controls, and whatever other war economy control tech- 
niques may be useful. One is tempted to add a fourth preconception also— 
that consumers’ preferences and workers’ choice of occupation and residence 
need not be seriously considered in planning the end result—but this last 
is more implied than expressly stated. Given these basic assumptions— 
which many, though not the reviewer, would find acceptable—Part A is a 
useful general discussion of some of the economic problems of industrialisa-: 
tion. Parenthetically, one is a little surprised to find a resident of the British 
Isles solemnly emphasiing that “... in an open international system ad- 
vantages once gained tend to become cumulative. . . . ” (p. 4). 

The hypothetical “model” of the industrialisation process that occupies 
the remainder of the volume is ostensibly applicable to southeastern Europe 
as a region, 4.¢., Bulgaria, Greece, Hungary, Poland, Rumania and Yugo- 
slavia. Actually there are four models, all painstakingly worked out in 
great detail as to probable production by industries, capital requirements, 
Jabor requirements, expenditures out of income, savings, foreign borrowings, 
etc., and all designed to siphon off 700,000 persons per annum from agricul- 
ture which is the estimated existing and accruing “disguised unemploy- 
ment” in that calling. Needless to say, all this gets highly complicated— 
especially where a figure is pulled out of the air here and a “revised,” t.e., 
arbitrarily changed, figure substituted there (pp. 28, 30-31). But the reader 
is never sure as he proceeds whether the calculations are meant to be purely 
hypothetical] or relevant, at least remotely, to southeastern Europe. His 
bewilderment somewhat abates on learning that the “standard figures” (p. 
35), for capital, power, materials, and output per occupied worker that un- 
derlie most of the elaborate calculations, have been compiled from data for 
Hungary, Rumania, Canada, Australia, and Palestine. This odd selection of 
countries is never explained. Yet perhaps it doesn’t matter much, since one 
cannot easily imagine to what use the resulting figures might be put beyond 
illustrating the purely formal argument of the book itself. 

The five-year plan here set forth is supposed to raise national incomes in 
southeastern Europe as a whole by 50 per cent (above pre-war levels), on the 
assumption that two-thirds of the capital requirements (estimated at £450 
per newly employed worker) come from abroad. But then we are reminded, 
in conclusion, that “industrialisation in our model is conceived as a process 
which leads and is directed to the establishment and expansion of modern, 
mainly large-scale, industry” (p. 90). Even so, such a rate of industrial ex- 
pansion seems exceedingly optimistic. 
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While an author is privileged to set his own limits to his work, a book on 
the industrialisation of southeastern Europe that abstracts, not only from 
the political, but from all the inherent social, demographic and organiza- 
tional problems as well, leaves one puzzled. To whom is it addressed and 
with what purpose in mind? Perhaps it is one of those exploratory studies to 
suggest what is worth exploring. Yet it seems a little late in the day for that 
when the topic is industrialisation. 

Norman S. BUCHANAN . 

University of California, Berkeley 
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Securities Markets 


Financing Business during the Transition. By CHARLES C. ABBOTT. (New 
York: McGraw-Hill. 1946. Pp. xii, 141. $1.75.) 


This book is one of the research monographs written for the Committee 
for Economic Development. It consists of three parts; an analysis of the 
financial developments during the war,*an estimate of the demand for 
‘financing in the transition, and a discussion of the problems of meeting 
- these demands in both the short- and long-term capital market. The tran- 
sition period includes the “conversion” period and part of the “‘catching- 
up” period; in short, the next two years or so. The financial needs of busi- 
ness are those required to support a “satisfactory” level of employment and 
output, which is taken to mean fifty-four million jobs and a national income 
of $140 billions. 

After discussing financial developments during the war period, Mr. 
Abbott sets himself to estimate how much additional capital assets (fixed 
and current) will be needed to produce and support this post-war income. 
As a first approximation he assumes that three pre-war ratios, (1) gross re- 
ceipts of corporations to national income, (2) corporate fixed assets to gross 
receipts and (3) current assets to gross receipts, will be operative in the post- 
war period (although they were substantially altered during the war). 

Assuming a national income of $140 billions, these relationships require 
$75-100 billions of fixed assets and $15~$20 billions of current assets over 
the volume existing at the end of 1944. Allowing for changes in these ratios 
as a result of the war, Mr. Abbott reduces these deficiencies to $50 billion 
fixed assets, and $15 billion current. This sum of $65 billions measures the 
post-war financial requirements. 

There are so many “ifs” in the current situation that it is impossible to 
predict what the actual demand for capital will be, and how much will 
have to be met from outside sources (pp. 61-68). But in any case, Mr. Ab- 
bott thinks the supply of liquid resources will be ample. The market, how- 
ever, may need some revisions of its practices if this supply is to be effective. 

In regard to short-time credit, banks must develop a greater “mobility” 
of funds, t.e., a wider use of all accepted techniques, and a greater readiness 
to use sound but unfamiliar types of credit. They should be (perhaps al- 
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ready are) more sensitive to the needs of small business. More initiative on 
their part would avert the use of government guarantees which Abbott 
thinks are too “rigorous a remedy” for the size and character of the problem. 

As for long-time lending, here too are ample funds. But.they are unduly 
inflexible, especially institutional savings with their tendency to move in 
excessively restricted channels of investment. Personal investment too, 
with its disproportionate emphasis on liquidity, has become inflexible and 
unenterprising. Mr. Abbott would have public policy directed to encourage 
a larger volume of new-money securities, of equities, and of the too much 
neglected securities of small- and medium-sized business. We need revision 
of the tax structure, improvements in the techniques of the stock market, 
and other appropriate encouragements set forth in his last chapter. 

This is a competent, readable and thought-provoking book. The statis- 
tical computations, subject as they are to a high obsolescence rate, will need 
continuous revisions to be of much use. The most valuable part of the 
book is the analysis of the capital market, and how its effectiveness could be 
increased, especially for the small- and medium-sized business so dear to 
the CED (and to us ali). 

J. A. Estey 

Purdue University ‘ 
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Arsenal of Democracy: The Story of American War Production. By DONALD 
M. Netson. (New York: Harcourt, Brace. 1946. Pp. 439. $4.00.) 


This is a chronicle of Donald Nelson’s part in mobilizing the American 
productive potential for World War IJ. The treatment is primarily chron- 
ological, although the first and last chapters are taken out of order. Be- 
ginning with the detailed doings of Mr. Nelson on January 13, 1942 (the 
day the President asked him to be chairman of the newly established War 
Production Board), roughly the first half of the volume is devoted to fill- 
ing in the background from 1940 and the “phony war” through the defense 
period and the steps leading up to the creation of the Board. Succeeding 
chapters are given over to such particular aspects of the Board’s work as 
the early conversion problems, shipbuilding, rubber, a case history on the 
Oerlikon gun; and to such general topics as labor and management, the 
dollar-a-year man controversy, materials problems, scheduling, and recon- 
version. The last of these brings the story down to Mr. Nelson’s departure 
from the Board; but in order to close the book on the timely note of rela- 
tions with the U.S.S.R., Mr. Nelson retraces his steps a bit and tells of 
his own impressions of Russia and the Russians as derived from two trips 
to the Soviet Union during his tenure with the WPB. 

As a personalized narrative of a series of stirring events in which Mr. 
‘Nelson played an important part, the book is usually interesting and fre- 
quently fascinating; as a systematic analysis of the government’s relation- 
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ship to industry in the.mobilization effort, it leaves much to be desired. 
In fairness, it must be emphasized that Mr. Nelson did not attempt the 
broader job. His foreword calls the volume “a personal account of what I 
saw, heard, and experienced. ... ” It is also, though he does not say this, a 
defense of some of his most-criticized decisions and policies as chairman of 
the Board. ` 

Although he nowhere summarizes these criticisms or sets out to answer 
them methodically, he treats each more or less directly in the course of - 
the volume. I should like to list the more important ones and to indicate 
the replies suggested by Mr. Nelson’s discussion. 

(1) The WPB failed to take over or to control sufficiently closely the all-im- 
portant function of procurement. Although there is some difference of opinion 
as to the extent of WPB’s power over procurement under the original execu- 
tive order, Mr. Nelson makes it clear that he thought he had the power to 
take over the function directly if he wanted it and that he was certain 
of the President’s backing had he chosen to do so. He decided not to, how- 
ever, for several reasons. Bernard Baruch’s advice that “civilians should 
never sign Army contracts” impressed Mr. Nelson and “sank into and 
anchored itself in my mind, and I never deviated from it” (p. 103). More- 
over, he says, such an attempt would have increased the friction between 
the civilian and the military agencies; the proposal did not take into ac- 
count the close relationship between procurement and inspection, and the 
inescapability of military exercise of the latter; it would have generated a 
complicated legal tangle; it would have required new legislation; and, 
at best, it would have taken at least six weeks to make the shift-over to 
an effective civilian purchasing organization. “In theory, civilian con- 
trol of military procurement was highly desirable, and in peacetime, with 
no war emergency in sight, it doubtless would be possible to set up a pro- 
curement agency of the kind many people wanted to see in 1942” (p. 200). 
The certainty of “ruinous delay” in getting it done in that critical period, 
together with his own confidence that he could obtain satisfactory results 
through consultation and coöperation with the military, led him to what 
he has always thought was the right decision (p. 201). 

(2) Mr. Nelson delegated too much of his originally broad authority, scatter- 
ing controls so widely that effective coérdination became impossible. Respond- 
ing to the frequent charge that he frittered away his powers, Mr. Nelson 
says, “of my own initiative I shed controls and authorities not directly 
germane to my principal function (which was war production) as rapidly 
` as I could be sure that they had been placed in competent hands. This was 
done not to escape responsibility, but to allocate responsibility in such a 
way that the administrative capacity of no one person—including myself— 
would be spread so thin that it would lose its tensile strength” (pp. xi—xii). 
His task, as he conceived it, called for coöperation among all the agencies 
sharing such responsibilities, rather than dictation by one. ‘The popular 
idea—popular in 1942—-of a man with a big stick cracking down on innu- . 
merable other government officials and compelling them to carry out his or- 
ders, always struck me as unrealistic” (pp. 371-72). 
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(3) In general, Mr. Nelson was too reluctant to use either his original powers 
or those which he did retain, with the result that mobilization of industry was 
attended by unnecessary delays and hindered by lack of firm leadership. Mo- 
bilization had to be achieved, says Mr. Nelson, within the framework of the 
American way of life. “As I understood my job, it wasn’t up to me or to 
WPB to tell industry how to do its job; it was our function to show industry 
what had to be done, and then to do everything in our power to enable in- 
dustry to do it, placing our chief reliance on the limitless energy and skill of 
American manufacturers” (p. 208). 

(4) The wide use of dollar-a-year men resulted, if not in actual discrimina- 
tion and dishonesty, then in excessive indusiry-mindedness on the pari of those 
on whom the nation relied to control industry in the public interest. Of this, Mr. 
Nelson says flatly, “In my opinion, it would not have been possible to or- 
ganize the Board with satisfactory efficiency if the use of the dollar-a-year 
men had been denied to us” (p. 331). He goes into some detail in the matter 
of the controversies and legislative investigations arising out of this prob- 
lem, and concludes characteristically that the net result was good. Again, 
if the tempo of the war had allowed time, a better arrangement might have 
been worked out; but under the circumstances the elimination of the dollar- 
a-year men might well have jeopardized the success of the entire program. 
“I have never known a dollar-a-year man who I thought was dishonest or 
who would have consciously put the interests of his own company ahead of 
those of the nation” (p. 340). 

(5) The Board was unduly influenced by a “business-as-usual” attitude 
which slowed conversion and delayed needed measures distasteful to business 
until the necessity for them was overwhelming. The “business-as-usual” 
charge was most vigorously levelled in connection with early difficulties 
in industrial conversion to war production. Mr. Nelson defends the record 
as a whole on the ground that the ‘‘seeming reluctance” to convert was due 
largely to the fact that the military services themselves were not proceeding 
as rapidly as the civilian “‘all-outers” urged, and did not have munitions 
contracts ready to replace the production which would have been elimi- 
nated by drastic curtailment orders. In the case of assembly-line industries, 
“partial conversion” was a false concept. In any event, once the need was 
fully recognized and was accompanied by actual or prospective military 
orders, conversion moved ahead satisfactorily. 

(6) The Board was repeatedly torn by internal dissensions which hampered 
the effective formulation and carrying out of mobilization policies. On these 
dissensions, Mr. Nelson takes a benevolent attitude which is almost fatherly. 
There were not, he says, as many as were reported; some of the rumors 
were inflated by the press and others may have been planted or inspired 
by those who wished to injure the Board. As to those which did exist, he 
emphasizes that they were due primarily to the differences in personalities, 
backgrounds, and views with which he purposely surrounded himself. 
Out of such disagreements came the necessity of examining every side of an 
issue. “I doubt if time was lost or the Board’s efficiency much impaired, 
except in rare instances, by these ructions. They may have saved time by 
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preventing the prolongation of mistakes that would have wasted time later” 
(p. xiv). And no matter how sharp the discussion of these differences, he 
never once thought that any of his associates acted except from the best of 
motives or “carried with him from former business, professional, or personal 
affiliations the impulse to place the welfare of previous interests above the 
welfare of his country” (p. xv). 

(7) The over-all results of the war production ond procurement programs 
were to favor larger concerns and to damage small business in the American 
economy. The necessity for speed, says Mr. Nelson, dictated first reliance on 
large manufacturing concerns. He concedes that smaller plants were not 
brought into the war program to the extent desirable. His ultimate answer 
is what the lawyers would call a demurrer—that “‘our concern was not the 
preservation of small or large business as such, rather it was the doing of 
everything in our power to preserve this country of ours where both kinds of 
business had been permitted to exist side by side . . . ” (p. 277). 

(8) In iis most important decisions among conflicting claims for productive 
resources, the Board was dominated by the military services. Here Mr. Nelson 
makes his most forthright criticisms of the mobilization effort. The whole 
question of who should control the economy in time of war was repeatedly 
raised; of this he says, “The military men will exercise that control if they 
possibly can, and it is a job which falls outside of their competence. I have 
no hesitation in saying that from 1942 onward the Army people, in order to 
- gain control of our national economy, did their best to make an errand boy 
of WPB” (p. 363). The effectiveness of WPB’s actual control over the mili- 
tary procurement programs is illuminated by Mr. Nelson’s comment that 
“I can truthfully say that the Armed Services never acquainted me with 
any of their inside plans as to their requirements—not even after I became 
Chairman of the War Production Board” (p. 131). Here he makes one of 
the relatively few recommendations offered in the book: in the event of an- 
other war “at least one or two civilians who are charged with industrial pro- 
duction should be vouchsafed all of the details of the Army’s requirements, 
not after they have been formulated, but during the process of formula- 
tion.” This he calls an “indisputable imperative” (p. 131). Civilian control 
over the economy and undivided power over priorities he describes as the 
two factors without which a war economy cannot be successfully conducted 
(p. 367). Such civilian control as was exercised by WPB over the Army was 
achieved largely by negotiation, consultation, and persuasion. Mr. Nelson 
at one point reveals his belief in the necessity of this approach by saying, 
“even if I asked the President to use his authority to compel the Army to do 
what I felt was necessary in order to meet the war production program, that 
would not necessarily provide a solution. To speak frankly, the Army could 
at any time sabotage any program I set up” (p. 385). The battle over recon- 
version policies which culminated the long controversy with the military 
was in his opinion largely lost by the WPB, with the result that the military 
toa aa ees extent took over control of the economy and forced through de- 

which greatly contributed to the difficulties of the reconversion peri- 
od od (p. 391). 
Except for these references to the difficulties with the Army, however, 


1947} BOOK REVIEWS 237 


the general tone of Mr. Nelson’s book is one of sweetness and light, of toler- 
ance and geniality, of patient amusement over the antics of well-intentioned 
and high-minded men who may have differed over minor points but who 
never really disagreed on any important issues. As a result, the reader is 
likely to get the impression that, so far as the internal struggles of WPB and 
its sister civilian agencies (as well as their relations with the business world) 
are concerned, Mr. Nelson is either consciously pulling his punches or was 
actually unaware of the existence or significance of many basic differences 
of opinion which tortured the so-called “working levels” of the mobiliza- 
tion agencies. Everything appears to have happened for the best in a public- 
spirited partnership between government and business in which there were 
only minor irritations and inconsequential internal “ructions” that did not 
measurably affect the victorious battle of production. Perhaps this is be- 
cause the book is aimed at the general public and is therefore primarily 
narrative rather than analysis, reminiscence rather than assessment, en- 
comium rather than critique. Or perhaps Mr. Nelson has achieved a better 
perspective than some of his associates in the mobilization effort. But to 
many who were involved in the process, this seems a somewhat idyllic pic- 
ture of what were to them serious differences of opinion over vital issues 
which were not always resolved so as to maximize the war effort and facili- 
tate the post-war transition. 

Mr. Nelson’s ultimate rebuttal is, however, unanswerable. We did win 
the war, and we did supply our armed forces with all the necessary imple- 
ments of destruction without seriously damaging the civilian economy. Per- 
haps it is true, as Mr. Nelson says, that “The big job got done, and that is all 
that matters now to anyone” (p. 390). One is nevertheless permitted to wish 
that, from his unique vantage point, Mr. Nelson had chosen to tell us more 
about what we did not do effectively and to suggest the ways in which our 
efforts might be improved in the unhappy. event that we need to draw upon 
these experiences in the future. The reader may find it difficult not to share 
the feeling revealed by the comment of one who was with the Board in its 
most trying days: “This is a very interesting volume; but I would like to 
see the book Mr. Nelson didn’t write.” 

Although the work has limited significance for the professional economist 
in a technical sense, he will find it of much more than passing interest as a 
broad description of the attitudes and achievements of the man who filled 
the difficult post of chairman of the War Production Board throughout most 
of the war. 

VINCENT M. BARNETT, JR. 

Wiliams College 
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Small and Big Business, Economic Problems of the Size of Firms. By Joseru 
STEINDL. (Oxford: Basil Blackwell. 1945. Pp. 66. 7s. 6d.; paper, 5s.) 


This is the first of a new and promising series of monographs to be issued 
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from time to time by the Oxford University Institute of Statistics. The pur- 
pose of the series is to serve “as an outlet for research results too long for 
journals but too short to form a complete book.” 

The general economic problem with which this monograph is concerned 
is well summarized by Mr. Steindl as follows: “The protagonists of small 
business say: Big enterprises have a monopoly position, and they use it, and 
get their advantage from it; they care little about efficiency. Whereas the 
defenders of large business say: Small business is technically backward, 
and unable to use modern methods of large-scale production; only large 
concerns can produce efficiently” (p. 65). 

Although Mr. Steind] recognizes that the two statements “‘are not neces- 
sarily contradictory,” he is inclined toward the latter point of view, with 
the important added qualification that in his opinion large enterprises will 
tend to follow monopolistic and oligopolistic price policies and that, “The 
only effective attack on monopolies is that which through the control of 
prices and profit margins leads to nationalization” (p. 66). 

Mr. Steindl begins his work with a refutation of Marshall’s theory as it 
relates to size and efficiency. Marshall had held that large-scale economies 
would not lead to monopoly principally because of (1) the so-called “decay 
of entrepreneurial facilities” and (2) the difficulty which big firms expe- 
rience in enlarging their market. Mr. Steindl summarizes his refutation by 
stating that Marshall “greatly over-estimated the importance of personal 
ability of the entrepreneur; and he gave a completely unrealistic picture 
of the ease and readiness with which big entrepreneurs, possessed of large 
capital, appear fresh on the scene, having grown up out of the realm of minor 
capitalists” (p. 4). 

In support of his contention that “the advantages which big firms enjoy 
are in the last resort based on technical considerations,” (4.¢., a greater 
efficiency) he advances a number of arguments, the most important of 
which are summarized below. 

First, he calls attention to the fact that big firms can take advantage of 
any economies open to small plants, whereas small firms cannot introduce 
those open‘only to big plants. Second, he presents the principles originally 
set forth by Professor Sargent Florence! as responsible for the existence of 
large scale economies: “The principles of bulk transactions, of massed re- 
serves, and of multiples.” Third, he points out that scientific industrial 
research is essential for success in a modern competitive economy and that 
only the large firms can afford to support such research. And fourth, he 
cites the difficulties which small business experiences in obtaining finances 
and their relatively high cost as compared with funds obtained. by large 
business. 

In addition to presenting these logical arguments, he cites from American 
sources two different types of data—unit labor cost figures by size of plant 
and profit ratios by size of corporation. The unit cost data tend to decline 
-with an increase in plant size, while the profit ratios, taken from Crum, 
tend to rise with an increase in corporate size. 

All of this would appear to add up to a very conclusive case in favor of 


1P. Sargent Florence, The Logic of Industrial Organization (London, 1933). 
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large enterprises, especially since there is a great deal more to the work than 
can be summarized in the space of a short review. 

Actually, however, the case is by no means conclusive. In fact, a fairly 
good case for the opposite point of view can be made which would run some- 
what as follows: 

(1) The available evidence on unit costs by size of plant i is confined to 
only a few industries and is, at best, fragmentary. 


(2) But even if large plants do have the lowest costs, it does not follow 
that they are necessarily owned by the large concerns, to say nothing of the 
giant parent corporations. Steindl, in common with most writers on this 
subject, passes over the hiatus between plants on the one hand and concerns 
and corporations on the other with the greatest of ease. Actually, there is 
reason to believe that in many industries the most efficient plants are owned 
by relatively small or medium-sized concerns which are well below the size 
of the giant corporations in their industry. 

(3) In regard to profit data, J. L. McConnell? has shown, as Mr. Steindl 
properly notes, that when compensation of officers is included in profits, the 
profit rate declines rather than rises with increasing size of corporation. 
Since only a part of officers’ compensation should be regarded as profit, 
McConnell attempted to make a proper allocation of officers’ compensation 
between profit and the “market value” of the officers’ services. This analysis 
indicated that in normal times the profit rate is not higher in the larger 
corporations. Steindl recognizes this new and interesting contribution but 
objects to McConnell’s methodology. Although McConnell’s procedure is 
indeed subject to a number of technical criticisms—only one of which is 
mentioned by Steindl— it must be recognized that some part of officers’ 
compensation in small corporations represents profit and that its inclusion 
in profits reduces, if not entirely eliminates the higher profit rate shown for 
the larger corporations. Moreover, the mere fact that in many concentrated 
industries small firms are often reasonably profitable—though perhaps less 
so than large ones—constitutes a striking testament of the efficiency of small 
concerns when it is considered that they must often compete with large 
corporations enjoying important monopolistic advantages. 

(4) The problems of bureaucracy, red tape, inertia, and inflexibility are 
certainly greater in the large than in the small firm. However, despite the 
recognized importance of these factors, Steindl casually dismisses them with 
the completely unsupported observation that they “seem to have only 
minor importance in practice” (p. 11). 

(5) The two institutional gaps in the economy which Steindl correctly 
cites as serious handicaps to small firms—their difficulties in obtaining fi- 
nancial aid and in conducting industrial research—are readily susceptible of 
correction by appropriate government action. 

Enough has been said to indicate that a strong case can certainly be de- 
veloped in opposition to the position which Steindl has chosen to maintain. 
But the plain fact of the matter is that any case on either side of this issue 
will necessarily be a weak case because of the paucity of published relevant 


2 Survey of Current Business, May, 1945. 
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statistical data. Like the elasticity of demand, the question of size and 
efficiency is one of those “great unknowns” in the field of economics. 

But it need no longer remain an “unknown.” In the files of the OPA are 
sufficient unit cost data to answer once and for all the question of the rela- 
tionship between size and efficiency. These data need only to be organized 
and analyzed, a task which can be accomplished at very small cost. It would 
be a tragedy, indeed, if the government failed to salvage these invaluable 
records and organize them in such a way as to shed light on this and other , 
basic economic problems. 

Regardless, however, of what future analyses may reveal, Mr. Steindl’s 
work is to be regarded as a well-organized and generally excellent presenta- 
tion of the case that efficiency is on the side of bigness, But this reviewer, for 
one, is of the opinion that the OPA data, if and when analyzed, will reveal, 
at the least, numerous and significant exceptions to this general conclusion. 

Jons M. Bram 

Washington D. C. . 


Marketing; Domestic Trade 


Principles of Marketing. By Harotp H. MAYNARD and THEODORE N. 
BECKMAN. 4th ed. (New York: Ronald. 1946. Pp. xiv, 736.) 


This is the fourth edition of a fine textbook by the marketing experts of 
the Ohio State University. The original text included Professor Walter C. 
‘Weidler, now Dean of the School of Commerce and Administration of the 
Obio State University, as a member of the marketing trio, and was pub- 
~ lished in 1927.1 The book was revised in 1932? and in 1939.3 The need for 
another revision—if indeed there be a need, other than the obvious and wel- 
come pressure of a publisher, who never fails to hold a moistened finger to 
the trade wind—according to the authors, is not unlike the former one: 
marketing marches on; important changes have taken place; ‘‘significant” 
legislation has been enacted; “factual information” has increased, through 
the second decennial Census of Business and through market research. The 
authors have added another reason: “All economic activity, including mar- 
keting, has been subjected to severe strains and stresses,” in part the result 
of World War L, with its accompanying controls and experimentation. “To 
reflect all of these in a significant measure is the main purpose of this revi- 
sion” (p. v). 

In all fairness, it must be admitted, the authors have not diappointed 
the reviewer’s expectations. They have placed greater empbasis on funda- 
mental principles without neglecting the factual material that is essential 
toa knowledge of the subject. Considerable new information has been added 
and made available by the four Censuses of Business for the years 1929, 
1933, 1935, and 1939—the fourth being the second regular decennial Census 
of Distribution that was taken in 1940 for the year 1939. The subject matter 


~ 1 Review in Am. Econ. Rev., June, 1928, pp. 303-305. 
1 Review in Amer. Econ. Rev., Sept., 1932, p. 506. 
3 Review in Am. Econ. Rev., Sept., 1939, pp. 601-602. 
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has been reorganized into seven parts and thirty-nine chapters. The addi- 
tion of questions and problems at the end of each chapter as a pedagogical 
help is a welcome feature of the text and will no doubt be of great assistance 
to teachers who use the book. And the functional method of approach in 
large measure has been retained. È 

Certain new material readily catches the eye. Deserving of special atten- 
tion are the new or completely rewritten chapters dealing with the con- 
sumer in our marketing system, the wholesale structure, market efficiency, 
and also the new treatment accorded price policies. Other chapters have 
been improved by reworking them. Following in the footsteps of such writ- 
ers as Copeland, Hoyt,‘ Phillips,’ Gordon and others, the authors have given 
greater emphasis to the place of the consumer in the marketing process, 
“since every student is a consumer and thus finds it logical. . . to proceed 
from the known to the unknown.” This is an acceptable point of view. 

The method of approach that is employed by the authors would appear to 
determine, to some extent at least, the reorganization of the subject matter 
of the book. “In this book,” they write on pages 16-17, “emphasis is placed 
on the functions of marketing. .. . But in order to understand the function- 
ing of the marketing mechanism, one must of necessity first familiarize him- 
self with the structural elements of the field, hence consideration is given to 
the marketing institutions before any elaborate discussion of functions is 
attempted. To lend even more concreteness than is presented in the illus- 
trative material, the marketing of a selected number of commodities is also 
presented. All of this is supplemented by historical material and cost data. 
In a word, while the functional treatment is given major consideration, the 
other methods of approach cannot be overlooked; all of them must be woven 
into a pattern that reflects realistically our marketing system, with its 
functioning or life standing out in bold relief.” This is a high aim and is 
deserving of high praise even to attempt such an effort. 

The arrangement of the book follows this methodology. Part I treats 
of some marketing fundamentals (two chapters). Part I deals with the ulti- 
mate consumer (three chapters). Part III explains the retailing system 
(seven chapters), and Part IV the wholesale system (nine chapters). Part V 
describes the various marketing functions (nine chapters) and Part VI price 
policies (five chapters). Part VII concludes with a discussion of marketing 
costs, marketing efficiency, and the relation of the government to marketing 
(four chapters). This order of treatment of the subject would seem to be 
well suited to the purpose that the authors have in mind. 

Perhaps one final comment might be warranted with regard to the point 
of view. After discussing the conflicting interests of producers, consumers, 
and middlemen, the-authors add: “‘It is obvious, then, that to be scientific 
and consequently impartial, the student of marketing must, in a considera- 
tion of every marketing problem, treat fairly all interests involved, with his 
major interest, of course, on the social rather than the individual point of 
view, with a strong leaning toward the consumer’s interests” (p. 19). This 


© 4 Review in Am. Econ. Rev., Sept., 1929, pp. 513-15. 
5 Review in Am. Econ. Rev., Mar., 1939, pp. 152-53. 
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may seem to some a counsel of perfection. Simpler far to adopt admittedly 
either the social or the individual point of view—and may Clio be gracious! 

Truly the book has merit. The revision is a decided improvement over 
previous editions; it is not cluttered up with unnecessary technical débris 
but has sufficient graphs and tables to satisfy the devotee of blackboard 
and chalk; and it is teachable and informative. Like most marketing text- 
books, it is short on cost data and long on prophecy that marketing efficiency 
will be enhanced when we have more adequate cost material and when it has 
been subjected to more thorough analysis (p. 669). And to this desideratum 
we all say in unison: so mote it be! 

Jesse 5. ROBINSON 
Carleton College 


, 


Economic Geography; Regional Planning; 
Urban Land; Housing 


AU These People: The Nations Human Resources in the South. By RUPERT 
B. Vance. (Chapel Hill: Univ. of North Carolina Press. 1945. Pp. 
xxxiii, 503. $5.00.) 


This treatise is a versatile and encyclopedic analysis of the people of the 

South, Revealing as to its basic thesis and underlying premise is the reason- 
ing of the author in selecting the title and subtitle. The title All These 
People was suggested by the fundamental importance in this work of the 
fact that Southerners are reproducing themselves faster than any other 
regional segment of the national population. The subtitle resulted from 
another important and minutely-explored fact considered in conjunction 
with the attitude taken toward it. This point, “that Southerners have less - 
- on which to live,” was viewed with tranquillity rather than alarm by the 
author because he believes that these people are needed by the region and 
the nation. Consequently, the subtitle, The Nations Human Resources in 
the South. Along this line of thought is the oft-repeated message of the 
author expressed in factual material, in value judgment and in suggested 
policy that the contribution of these people to the nation’s welfare may be 
immeasurably enhanced by the further eevee men of their capacities and 
potentialities. 

Five broad sections comprise All These People, Although the entire work 
may be broadly characterized as a population study, the first section or 
Part I, entitled ““The Dynamics of Population,” is devoted exclusively to 
the.analysis of population within the more or less conventional demographic 
framework. Starting with a brief first-chapter discussion of assumptions 
and social values involved, Vance proceeds with the systematic considera- 
tion of factual population data as the following chapter headings indicate 
(in an instance or two, not too clearly): “How the People Grew,” “The 

‘Record of the Decade,” “Male and Female,” “The Young, the Old and the 
Mature,” “The Trend of Fertility,” “Family Size and Replacements,” “The 
Pattern of High PED ” “Moving Across the Map,” “The Trend of 
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Southern Migration,” and “The Changing Occupational Distribution.” In 
the treatment of these topics and throughout.the study, trends and re- 
lationships pertaining to the Southeast are placed in thé proper perspective 
by the presentation of corresponding information for other regions and for 
the nation as a whole. 

The economy of the South is dominated by agriculture. Its many-faceted 
configuration is inextricably bound up with and basic to the so-called popu- 
lation problem of the region. This connection led to the thorough investiga- 
tion of “Population and the Agrarian Economy” in Part III. Attention is 
successively focused upon the rôle in the total population picture of land 
use, farm income, power resources, tenancy and the Negro in agriculture. 

Part III treats the influence exerted by industry on the people of 'the 
South. Income, industry and unemployment are examined with the aim of 
discovering ways and means for the fuller utilization of material and human 
resources. Also included are appropriate case studies of the industrialization 
of rural areas in the Southern Piedmont and its consequences. Although not 
an all-out irrepressible exponent of complete industrialization now as a cure- 
all for the region’s ills, Vance does conclude that “With the country’s agri- 
cultural needs already well supplied, the South’s insistent cry for a higher 
standard of living can be answered only by an expanding industrial pro- 
duction in which the workers take part” (p. 317). 

In Part IV, termed “The Cultural Adequacy of the People,” the author 
rounds out his factual analysis by delving into other factors vital to the 
cultural and economic development of the South. In this connection health 
is the center of attention in three chapters, education in five and leadership 
in one. 

The first four parts are crowded with empirical data. After giving this 
imposing and well-balanced factual background, the writer moves on in the 
concluding section, Part V, to the philosophical question of social policy. 
Basic issues are raised with respect to the formulation of public policy in 
two fields for which no policy has been charted: (1) regional-national popu- 
lation and (2) regional-national development. Vance’s guiding principle in 
this elusive and intangible area is indicated by the following quotation, 
“Certainly there can be no better touchstone for our national policy than 
this question: Is it conducive to the conservation and development of our 
total human resources?” 

This work is both a down-to-earth fact-finding study and a theoretical 
treatment of ultimate values and societal goals. Fact and theory are con- 
veniently arranged in such a manner that one may be gleaned without inter- 
ference from the other if such be the desire of the reader. The philosophical 
considerations are limited to the first and the two concluding chapters while 
the factual material is dealt with in the intervening twenty-nine chapters. 
In the presentation of the detailed data, extensive use is made of the graphic 
and tabular methods. Included in the entire book are 281 figures and 146 
tables which combined represent a vast storehouse of readily available social 
and economic data on the human resources of the South. Sources of all 
material utilized are specified by meticulous documentation. 
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- In the general pattern of previous scholarly and worthwhile studies in 
regionalism from the University of North Carolina, All These People is un- 
doubtedly the most notable of the lot. Its extreme breadth of scope pre- 
cluded the depth of analysis that may be desired by some subject matter 
specialists in their particular academic preserves. But because of this exten- 
sive coverage, buttressed by the tremendous accumulation of factual data, 
this volume will establish itself rapidly as a source book on the people of 
the South. Of primary interest to the demographer and other sociologists, 
it will hardly be less in demand by economists, political scientists, educators, 
health specialists, and students of agriculture. 

Homer L. Hirt 
Louisiana State University 


Labor and Industrial Relations 


A Labor Policy for America: A National Labor Code. By Lupwic TELLER, 
Foreword by Senator Wayne Morse. (New York: Baker, Voorhis. 1945. 
Pp. xx, 334. $3.75.) 


Mr. Teller’s book should call for a commission, to canvass proposals and 
to make recommendations. What its highly competent author thinks it calls 
for, however, is a statute, a new law which he has painstakingly worked out 
to improve and codify the crazy-quilt of federal laws about labor relations. 
Doubts concerning particular proposals leave one admiring still the grasp 
and power to analyze chaos which Mr. Teller’s work exhibits. This should 
not be surprising from the author of Labor Disputes and Collective Bargain- 
ing. 

Mr. Teller’s attack is unique, so far as this reviewer is aware. Professor 
Gregory’s Labor and the Law (Norton, 1946) has some similarity, but does 
not propose such a detailed or sweeping scheme of reform. Mr. Metz’s Labor 
Policy of the Federal Government (Brookings Institute, 1945) bears a super- 
ficial resemblance; but differs in that it isa study of what exists whereas Mr. 
Teller’s book is mainly a proposal of what ought to exist. 

It is not with an intent to belittle Mr. Teller’s effort that the suggestion 
is made that it calls for a commission but not for a statute. It is barely 
possible that Mr. Teller has all the right answers. He makes a cogent case 
for each, within the limited space he allows himself for so gigantic a subject. 
Certainly his “Code” would bring some advantages to labor, and to man- 
agement, and to the public. But such proposals should never be adopted out 
of hand. They might well be studied with other recent proposals, by a 
Presidential commission. Such commissions have made significant contribu- 
tions to legislative decisions in the past. Legislative decisions of vast im- 
portance spurred by the recent elections, may soon be in the making. 

The book is divided into two parts, the first introductory and the second 
propounding the “Code.” In the first, the principal trends in the develop- 
ment of our labor law are traced, and the reasons surveyed for the sorry 
figure generally cut by the courts in this particular field. Administrative 
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procedures under the Railway Labor act, the National Industrial Recovery 
act, the Wagner act and such wage-hour statutes as the Davis-Bacon, 
Walsh-Healey and Fair Labor Standards acts, are briefly reviewed. So also 
are recent proposals for administrative reform, such as the vetoed Logan- 
Walter bill, the Attorney General’s Committee report and the New York 
Benjamin report. These last supply many of the proposals later embodied in 
the Code. On the substantive side, there are discussed the reports of the 
President’s commission upon British and Swedish experience with labor 
and collective bargaining; the report on internal affairs of labor unions made 
by the American Civil Liberties Union; and the “Smith Amendments” and 
other labor legislation, enacted and proposed. Surprisingly no mention is 
made of the Ball-Burton-Hatch or the Case bill. Other items—the act aimed 
at “feather-bedding” abuses in broadcasting, the President’s proposed legis- 
lation to end the railway strike by conscripting workers, and the anti- 
racketeering fragment of the vetoed Case bill which did become law—are 
too recent for discussion in this book; as is also the new federal act relating 
to administrative procedure. 

In Part 2, the Labor Code is sketched, not in exact statutory language 

, but in the form of general statements from which its text would be con- 
structed. After a repudiation of fashionable methods of solving labor prob- 
lems by deduction from such concepts as private property and contract 
rights on the one hand or inequality in bargaining power on the other, Mr. 
Teller sets up three “propositions” and ten “policies” as preferable guides; 
then makes the many concrete proposals which seem to him to follow from 
his almost unexceptionable generalities: 

First, a series of unfair labor practices by employees would be enunciated 
to counterbalance practices forbidden to companies by the Wagner act. 
Disorderly conduct, mass picketing, sit-down or malicious slow-down 
strikes, fraudulent conduct, and the picketing of homes would all come 
under the ban. A “Labor Court,” enlarged successor to the present Na- 
tional Labor Relations Board, would be established and, like the present 
Board, it would be empowered to make cease-and-desist orders and to di- 
rect affirmative action, to stop unfair labor practices. Court decrees would 
enforce such orders, and violations would constitute contempts of court 
(except where the order calls for a money payment). 

Inasmuch as any individual would be granted a (quite new) power to 
institute and prosecute his own case, Mr. Teller would bring back, in the 
guise of cease-and-desist orders, some of the substance of the labor injunc- 
tion. This has been almost banned by the Norris-LaGuardia act and numer- 
ous State statutes. In each type of employees’ offense, the end result of a 

_ successful company’s litigation would be an injunction, enforceable by con- 
tempt. The evils of “government by injunction” would doubtless be miti- 
gated, in that an expert Labor Court or its hearing officer would make the 

_ initial decisions. For the particular unfair practices we are now talking 

about, this might be a sufficient answer (provided it seems wise to grant 
jurisdiction over disorderly strikers to a federal agency). But on the more 
general question, those who believe that the evils of the labor injunction. 
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outweigh its advantages will need more than. is in this book to be con- 
vinced. The fundamental diffculty is, not the lack of serious abuses which 
cry to be prevented, but a doubt that injunctions are an effective method of 
winning human coöperation. They have undoubtedly broken some strikes 
which ought to have been broken. But particular instances can hardly be 
conclusive on broad questions of social policy. Remedies which revolt and 
embitter large segments of the population may create more strife than they 
prevent. 

Creation of unfair labor practices by employees reopens aoe contro- 
versial issue, and here again, in the reviewer’s opinion, Mr. Teller fails to 
meet the burden of proof. The suggestion that the Wagner act ought not be 
a one-sided law, favoring labor alone, was urged before that act was ever 
passed. The answer that prevailed was, again, not that abuses and injustices 
were not present, but that the act was aimed against one great wrong: the 
abuse by business of its economic strength in fighting unions and persecuting 
union leaders. The act was not intended as a panacea. Mr. Teller answers 
that we are ready for the panacea now. His argument that the federal gov- 
ernment should thus expand its administrative controls can hardly be ac- 
cepted before one has digested the opinions of many spokesmen for manage- 
ment, labor and government. Members of the National Labor Relations 

- Board, for example, and of the National War Labor Board, who-have lived 
day and night with these problems, should undoubtedly be heard, 

Doubt grows into skepticism on the next proposal, making it an enjoina- 
ble practice for workers to interfere, by contract, strike or other concerted 
activity, with the introduction or use of mechanical devices. The only ex- 
ceptions permissible would be demands for severance pay for workers who 
might be discharged, and for better incentive wages for workers who remain. 
This seems a cavalier disposal of the intricate problem of man against ma- 
chine. Granting the general social interest in the “highest degree of produc- 
tion” and “technological advancement,” are we to assume that every pro- 
posal of a more efficient process presents so clear a social gain that a worker 
should be forbidden by law to strike in defense of his job? The generalities 
of the Green-Murray-Johnston Labor-Management Charter of March 28, 
1945 (which Mr. Teller prints as an appendix, and relies upon here), are 
hardly sufficient to require this result under all of the complexities of cir- 
cumstance in which technological unemployment can arise. 

The jurisdictional dispute, after one union has become a statutory repre- 
sentative, is another labor activity which Mr. Teller would ban by law and 
subject to the labor injunction. (To lessen union-perpetuities, however, any - 
collective contract of more than two years would be made itself an unfair 
labor practice.) The obvious injustices to management, which result from 
disputes that management is powerless to settle, are made a road to the 
conclusion that if labor does not settle these disputes government must. 

. Our immature labor organization has made the jurisdictional dispute one 
of our most bitter and disastrous types of labor pain. But the experience of 
the National War Labor Board with jurisdictional strikes did not encourage 
belief in the efficacy of'settling them by compulsion, even during war when 
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motives of patriotism were felt, and urgent pressures of public opinion. Mr. 
Teller would now, in peacetime, enjoin all activity in support of such a 
jurisdictional fight. 

He would also prohibit a company from bargaining with any union not 
certified by the Labor Court, whether a rival union is in the field or not. 
Certification would come only after a searching inquiry into the democratic 
character of the union and its willingness and ability to represent all the 
workers in the unit. If Mr. Teller were not slightly intoxicated by the beauty 
of the systematic plan he has designed, one so experienced as he in practical 
labor relations might himself be skeptical of this effort to produce utopia by 
fiat. 

A certification once made would be revocable at any time, on proof of 
facts which would have defeated certification in the first instance. Every 
certification would be coupled automatically with an order that the com- 
pany bargain at once with the union certified; and this order could be ap- 
pealed at once by any interested party. This would eliminate much delay 
and injustice in the present system which permits no appeal until, and un- 
less, the company refuses to bargain. It would not allow the dilatory appeals ` 
from certification which it was the intent of the Wagner act to avoid. 

On another ‘‘hot’’ issue, that of union security, which broke the National 
Defense Mediation Board, Mr. Teller would draw the line of legality be- 
tween the closed shop, which requires hiring through a labor union and thus 
smacks of monopoly, and the union shop which merely requires that workers 
join the union after the employer has hired them. The proposed distinction 
is an interesting one, but one questions whether it gives enough weight to 
the fact that there are good closed shops as well as bad. 

All concerted labor activity would be prohibited if it brings pressure 
against any third person not having a “beneficial economic relationship” 
with the company; or against one having such a relationship if he has bought 
goods from the company or made a contract with it without knowledge of 
the controversy; or if it brings pressure to compel the doing of any act 
which is illegal; or tf i seeks any other result which the Labor Court may find 
to be an unlawful labor objective. Let us note what this would mean. Pro- 
hibition of an act by any local law, however arbitrary, would require the 
federal government to help enforce that law by preventing union efforts to 
induce that act. And a federal agency, quite independent of the Congress, 
would have an almost plenary power to declare a labor objective illegal. (Court 
review could not be expected to reverse such a decision unless it were ar- 
bitrary.) For this tremendous grant of power the excuse advanced is that 
the Board acts now against any company practice which it finds to be an 
illegal interference with freedom to organize and bargain collectively. But 
Mr. Teller’s proposal is of an utterly different order. It would create no 
such standard. If a particular motive should not seem socially desirable to 
a majority of the Labor Court, no union engaging in interstate commerce 
might work for it legally. The union’s members might not legally stop work, 
in concert, to obtain it. 

Discrimination by a union against members or persons desiting member- 
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ship, on account of their race, color or opinions, would be made an unfair 
labor practice, and fair hearings and appeals in such cases would be re- 
quired. This follows substantially the ‘‘bill of rights”? proposed in 1943 by 
the American Civil Liberties Union after an extensive investigation of un- 
democratic practices in trade unions. Some government regulation does 
seem desirable here, and fully justifiable in view of the quasi-legislative 
powers delegated by the Wagner act. (The act makes a designated union the 
statutory representative, not of the union’s members only, but of each and 
every worker in the unit, whether he wishes to have the union represent 
him or not.) But the methods of any such regulation need careful considera- 
tion so as not to give chances for dilatory litigation to anti-union employers. 

Present provisions on unfair labor practices by management would be 
retained, though with some modifications of Section 8 of the Wagner act, 
mainly to fit it to other provisions of the Code. An employer is also to be 
forbidden, with two minor exceptions, from discriminating among workers 
because of their race, color or opinions, thus constituting the Labor Court 
a permanent Fair Employment Practices Commission. It would be an un- 
fair labor practice, further, for a company to discharge a worker at the 
demand of a union, pursuant to a contract provision for union security, 
unless the union certifies that the worker has finally exhausted his remedies 
within the union. 

Either company or union would be guilty of an unfair labor practice for 
violating any collective-bargaining agreement or arbitrator’s award. 
Industry-wide collective bargaining would be encouraged, but this would 
become an unfair labor practice if used as a cloak for such monopolistic 
practices as fixing prices, allocating markets, or limiting the amount of pro- 
duction or the number of producers. 

The Fair Labor Standards act and all other federal wage and hour and 
child-labor, etc., statutes are to be incorporated in the Code, with improve- 
ments and integration to make coverage more uniform, and to place ad- 
ministration and enforcement in the hands of the expert Labor Court, sub- 
ject to review by the courts. 

The Labor Court would be the administrative agency charged with en- 
forcing all rights under the Code, but any individual or company would have 
power to prosecute its own cause. The Labor Court would also be em- 
powered to bring proceedings where important public interests are in- 
volved. A two-year statute of limitations, for the private litigant at least, 
would limit the time within which action might be commenced. 

Decisions by the Labor Court’s trial examiners would become orders at 
once, unless stayed on appeal'to the Labor Court or to a Circuit Court of 
Appeals. As recommended by the Attorney General’s Committee on Ad- 
ministrative Procedure in 1941, the trial examiners—who now make mere 
recommendations, on each of which the Board must act—would become 
hearing commissioners with fixed tenure of office. Other segregated divisions 
within the Labor Court would also be established, to perform its duties of 
investigation, adjustment, review, enforcement, etc. This segregation is also 
in harmony with recommendations of the Attorney General’s Committee, 
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as are many other detailed proposals for administrative reform. In one re- 
spect Mr. Teller goes beyond the Committee’s proposals: by constituting 
trial examiners’ decisions immediate orders of a Circuit Court of Appeals, 
unless of course in the case of a stay. This radical innovation is designed to 
make such decisions enforceable at once, as even a Board order is not, and 
thus to avoid delay. It may seem startling, but it has a good deal to com- 
mend it and should create no danger of prejudice if sufficiently liberal pro- 
visions for appeal and stay shall safeguard all possible parties in interest. 

The Labor Court would be wholly independent of the Department of 
Labor, which would continue its vital tasks of conciliation and the encour- 
agement of voluntary arbitration, as. well as the invaluable intelligence 
work of its Bureau of Labor Statistics. 

Under the Code, the Labor Court would enforce arbitrators’ awards; and 
it would likewise enforce awards of the National Railroad Adjustment 
Board. It would also protect the railroad unions from employer interference. 
The other functions of the National Mediation Board, consisting of the 
conciliation of rail disputes, would be incorporated into the Department of 
Labor. l i 

Special legislation should, Mr. Teller thinks, be considered for govern- 
ment workers, possibly making any concerted activities by them, except 
organizing and presentation of grievances, into unfair labor practices subject 
to orders to cease and desist. Other special problems may also arise where 
public health and safety demand drastic limitation of the right to strike. 
But this Mr. Teller believes still to be a matter for future experience to de- 

‘termine. In the absence of such experience and convincing proof of such 

necessity in the particular case, he opposes any form of compulsory arbitra- 
tion of disputes over wages, hours and conditions of employment. It has 
worked well nowhere. He even condemns such expedients as “cooling off” 
periods and fact-finding bodies, especially those which are instructed to 
assess blame. He doubts the wisdom of creating a new national board for 
mediating disputes. Free collective bargaining, without too much govern- 
ment coddling, he sees as the most hopeful road toward the end of our 
troubles. 

The final estimate of Mr. Teller’s book must depend on the reader’s 
fundamental attitude toward our turbulent workers. Leaving extremists 
aside, we may note two rather clearly marked bands in the spectrum of 
opinion which will yield different results. 

Some see progress largely in the terms of bringing more and more of hu- 
manity’s quarrels from the jungle of violence into the realm of law. The 
anarchy of labor relations, like the anarchy of foreign relations, is a reproach 
and a threat to the claims of civilization. The public welfare cannot tolerate 
continued war between employee and employer which menaces the entire 
economy. Such views must be strong in Mr. Teller—as indeed they are in 
all of us. They motivate many of his proposals. To those of us who think 
this way——or when we think this way—Mr. Teller’s book is a constructive 
analysis and often an extremely brilliant one. 

But logically such views point to compulsory arbitration and denial of 
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the right to strike. Mr. Teller repudiates both conclusions. His work thus 
suffers from an unresolved conflict between his recognition of the right to 
strike, picket and boycott in the abstract, and his denial of those rights 
whenever their objectives fail to meet his tests of the socially desirable. His 
answer of course is that no'right, however sacred, is an absolute; and that 
where he proposes to curb the right, the objective is one which all fair- 
minded men would agree to be antisocial. 

Others look upon the law—yes, as a balancing of social interests—but as 
a balance not to be struck until a majority of those affected can more or less 
agree on what the law ought to be. These see our society, born of a Revolu- 
tion proclaiming opportunity for all, as an economy wherein the ordinary 
worker has never come to have much chance of a decent living. They are 
impressed by the figures on increasing concentration of corporate wealth, 
and by the relation of the annual wage of most workers to the minimum 
subsistence family budget. But they see the rise of unionism in the past 
century as some slight evidence that the ideals of 1776 are still working in , 
this new, industrialized society. They do not blink the evils, the monopolies, 
racketeering, “feather-bedding” and other injustices, the human and eco- 
nomic wastage of strikes. But they believe that in this most rapidly chang- 
ing period of human history, the desperate chance of avoiding more war and 
revolution may depend on the degree to which organized labor can use its 
economic power to counterweigh the ever-growing economic power of busi- 
ness. The fact that the many are gaining a measure of economic strength is 
of more importance, for the purposes of democracy, than the fact that the 
many may make mistakes. Management makes its antisocial mistakes, too; 
and its objectives are subject to no effective control in the social interest. 
To such observers, many of Mr. Teller’s proposals will,seem doubtful wis- 
dom, as an effort to write the law in terms of social interests before one can 
be certain what the social interests actually are. 
' BERTRAM WILLCOX 
Cornell University 


Collective Wage Determination: Problems and Principles in Bargaining, Ar- 
bitration, and Legislation. By Z. CLARK DICKINSON. (New York: Ronald - 
Press. 1941. Pp. xviii, 640. $5.00.) 


It is instructive in these days of controversy over wage rates to turn to 
Professor Dickinson’s comprehensive survey of the issues and problems of 
collective wage determination. After a brief examination of the labor market, 
Part IL of the book starts with a survey of the economic theory of wages 
(Chap. 4). The central portion of the book then treats the “several families 
of arguments commonly evoked in wage deliberations”: the cost of living 
(Chap. 5), the relation to total production costs (Chap. 7), production and 
productivity (Chap. 8), wage-paying capacity (Chap. 9), comparison with 
other wages (Chap. 10), and the influence of unemployment on wage de- 
termination (Part ITI, Chaps. 11-13). The author examines in Part IV 
(Chaps. 14~16) the wage policies and practices in private collective bargain- 
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ing and turns finally in Part V (Chaps. 12-21) to the influence of public 
policy on wages. 

The author of Compensating Industrial Effort wisely warns that it is easily 
possible ‘‘. . . to exaggerate the role played by wages in labor problems” 
(p. 3). The emphasis upon the substitution in bargaining between any con- 
dition of employment (union security, lay-off policy, etc.) and wages is es- 
sential to the understanding of any collective wage determination (p. 25). 
Yet the reading of this book constitutes an antidote to the extreme generali- 
zation of a writer like Peter F. Drucker who has recently insisted that 
“ ... wage rates are rarely an important cause of labor trouble in American 
industry, except in a few areas of substandard wages... .”1 The extension 
of the experience with individual workers in the small work community to 
the conflict over wage rates between large labor organizations and corpora- 
tions is unwarranted. 

A survey of economic thinking on wage determination must face up to the 
question whether there exists a “theory of wages” under collective bargain- 
ing in the sense of explaining the level of wage rates. Marginal productivity 
constitutes the demand for labor services; it indicates the amount of services 
which will be hired at varying prices (wage rates). However, the customary 
supply curve of labor can have little meaning under conditions of mass 
unionization. The amount of labor services which the union allows to be 
sold is not a unique function of the wage rate. Consequently, wage rates 
cannot be said to be determined in any precise sense by supply and demand. 
There is really no “marginal productivity theory of wages”; marginal pro- 
ductivity can only indicate the demand schedule. Here is a fundamental 
problem which Professor Dickinson has not faced in his chapter on the 
economic theory of wages (Chap. 4). 

One of the most useful features of the book is the discussion in Chapters 
5-10 of the arguments and points of view frequently presented in wage ne- 
gotiations, in arbitration proceedings, and in government wage fixing. Pro- 
fessor Dickinson has surveyed many of the problems of measurement 
involved in an appeal to these wage standards. The rich use of illustrative 
material will prove useful to students without being tedious. In the course 
of these chapters Professor Dickinson has wisely aided pedagogy by raising 
as Many questions as he answers. 

The discussion in Part V of the influence of public policy on wage rates is 
instructive, although the date of publication precludes the greater part of 
the recent wartime experience. Public policy may affect wage rates by 
minimum wage laws, by determining the wages of government employees, 
through specifying wage levels in contracts let by government agencies, 
through a family allowance system, and by any governmental disputes set- 
tling machinery. The treatment of the sapenne in foreign countries is 
a useful summary. 

`The chapter on the labor market i iie wage-hour structure at the out- 
set of the volume reveals how little work has been done to summarize char- 


1 “Why Men Strike,” Harpers, November, 1946, p. 386. The frst part of the quotation is in 
italics in the original. 
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acteristics of the wage structure and its movement over time. Have differ- 
entials among industries, among regions, and among job classifications 
increased or decreased? How have wages moved in expanding as compared 
to contracting industries? (The treatment of the problem of these secular 
changes in employment on wages in Chapter 12 is one of the best in the 
book.) How have hourly earnings varied in comparison to wage rate struc- 
tures? 

There must be reservations concerning the treatment of the problem of 
the relation of wage rates to employment in Chapter 13. The Keynesian 
position has not been well stated. Neither is there a discussion of cyclical 
rigidities which is aware of the type of analysis presented by Professor Hicks 
in Value and Capital. One might have wished for a sharper separation of 
problems of wage movements for the total system from particular equilib- 
rium changes. But the book is thoroughly useful as textbook or reference. 
It is especially commendable to the ordinary student for bridging the gap 
between abstract analysis and wage-setting practices and arguments. 

Joun T. DuNLOP 

Harvard University 


Population; Migration; Vital Statistics 


Population and Peace in the Pacific. By WARREN S. THompson. (Chicago: 
Univ. of Chicago Press. 1946. Pp. 397. $3.75.) 


In 1929 Warren S. Thompson published a book, Danger Spots in World 
Population, in which he drew attention to the dangers to peace resulting 
from unequal population growth and pressure on resources in various parts 
of the world. The present study by the director of the Scripps Foundation 
is a vigorous restatement and elaboration of this thesis with particular ref- 
erence to the Pacific. 

As is well known, the cycle of population growth, familiar in the West, is 
now operative in the Far East in its early, expansionist phase. In Japan, 
India and Southeast Asia and potentially in China, the introduction of in- 
ternal order, modern transport, sanitation, and agricultural and industrial 
expansion have brought about a fall in the death rate. Meanwhile birth 
rates remain high, responding slowly if at all (except in Japan) to moderni- 
zation.’ 
_In a country by country analysis, Professor Thompson examines: the 
prospects throughout the area. He concludes that the widening gap between 
birth and death rates, appearing in Far Eastern countries already possessing 
immense populations, threatens to produce a prodigious increase in num- 
bers absorbing most of the expected gains in national income in the calcula- 
ble future. With new land strictly limited, with intractable obstacles to 
rapid agricultural improvement and industrial growth, the chances are that 
population pressure will be maintained or even increased for some decades, 
with little improvement in human well-being. 

In this situation, the author believes, are to be found the seeds of future 
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wars between the East and West. For Asiatic peoples, with rising felt needs, 
are likely to develop a growing sense of injustice over the unequal distribu- 
tion of world resources. Particularly will they cast covetous eyes at certain 
rich, undeveloped areas in the Western Pacific and Africa now controlled 
by “stationary”? European peoples and barred to Asiatic migration and ex- 
ploitation. China and India at least, and perhaps Japan again, will acquire 
the military strength in time to make their demands effective. In this loom- 
ing struggle, prophesies the author, the Western European peoples are going 
to be “on the losing side of power arguments” —‘“‘the high birth rate peoples 
will win.” It is therefore only prudent to make concessions. while there is 
yet time, and to work for an international authority and program to harmo- ` 
nize conflicting national needs. 

Most urgent is the issue of colonial control in the Southwest Pacific, in 
Professor Thompson’s opinion. In a highly critical review of the, whole 
colonial system, he attacks with special vigor discriminatory restrictions on 
Asiatic migration and settlement. Admittedly, immigration by Indians and 
Chinese to Indonesia and Oceania would not relieve population pressure at 
home. The right, however, to do so on nondiscriminatory terms would at 
least appease a growing resentment over exclusion. Objections to “opening 
up” unused portions of the tropics, says the author, reflect mainly the selfish 
interests of the colonial powers, cloaked under pleas of native welfare. (The 
attitude of native peoples is not discussed.) This policy is morally inde- 
fensible and will become less and less tenable militarily as differential popu- 
lation increase shifts the balance of power to Asia. 

Few people will question the magnitude of the problems presented by the 
unrestrained increase of the vast, poverty-ridden populations of the Far 
East. One doubts, however, that politico-economic relationships in this field 
are as simple as Professor Thompson supposes. The future may belong to 
the “swarming” peoples, but if so it will only be when and as population 
growth comes under control. A high birth rate in the already densely popu- 
lated countries of Asia is not a factor of national strength but of weakness, 
for it perpetuates poverty, technical backwardness, illiteracy and civil dis- 
order. Moreover, the impulse to aggression is not correlated necessarily with 
population increase or pressure—witness Germany and Japan. Japan’s 
militarism predates her modernization. It became a world menace only as 
she began to bring her population under control, to raise per capita income 
by industrialization and foreign trade, and thereby to increase her military 
ascendancy over her Asiatic neighbors. 

Professor Thompson’s projections of expanding populations at the sub- 
sistence line suggest that the danger lies less in some formidable onslaught 
against the West by a resentful ‘‘have-not” East than in the continuation 
here among half the world’s population of grinding poverty, disease, and 
unrest, which is likely to impose a continual drag on all efforts to foster 
world security and economic development. 

As for the proposal to open the islands of the Southwest Pacific to Asiatic 
migration, one wishes the author had examined more in detail the possibili- 
ties and attendant problems in specific areas. In a secure world there would 
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be no justification for discrimination by the colonial powers against Asiatics 
and in favor of Europeans, in areas capable of supporting closer settlement. 
It is fair to point out, however, that turning over New Guinea to Japanese 
development, as Professor Thompson proposed some years ago in Danger 
‘Spots in World Population, would only have afforded Japan additional bases 
for penetration and conquest. It could hardly have persuaded her from the 
path of aggression. 

So far as Chinese or Indian immigration in the TAR is concerned, it 
would appear that the trusteeship principle in colonial areas implies close 
(though not discriminatory) restriction of land settlement by immigrant 
peoples. Except in New Guinea and perhaps parts of Borneo, local resources 
are required for the future use of native peoples. Moreover, the introduction 
of diverse racial groups in itself brings difficult problems of race relations for 
immigrant peoples, as in Burma and Malaya today. Chinese and Indian 
leaders themselves are in fact more concerned with the broader issue as to 
how the developed resources of the West are to be employed to assist in 
coping with their staggering problem of population and poverty at home, 
for which emigration offers no solution. 

This economic problem is of varying degrees of urgency in different areas 
of East Asia. The bulk of Professor Thompson’s book is devoted to a useful 
summary of available data for each country on population, resources, agri- 
cultural and industrial development. He shows that Japan alone in pre-war 
years made substantial progress towards the control of population and re- 
lief of poverty (though he exaggerates the rôle of her colonies in this regard). 
Her continued increase in numbers can only be cared for by a revival of her 
foreign trade, for which the author makes a strong but not very optimistic 
plea. 

: The most serious prospect is presented in India, where population in- 
creased 83 million from 1921 to 1941, and in China, where a large increase 
above the present 375-425 million may be expected once political security, 
efficient transport and the rudiments of sanitation and health control be- 
come general. In neither country, nor in the countries of Southeast Asia, is 
there evidence of any downward trend in fertility. The author doubts that 
either agricultural improvement or industrialization can be brought about 
rapidly enough to out-run latent population growth. A perpetuation of pres- 
ent poverty levels for increasing millions of people is therefore the likeli- 
hood throughout most of the Far East. Only in Southeast Asia can the 
urgency of the problem be relieved for a time by recourse to large amounts 
of new, unsettled land. 

These are sweeping conclusions, to which anyone must accord a con- 
siderable degree of probability. One can only hope that on several grounds 
they may prove unduly pessimistic. It should be noted that Professor 
Thompson discusses the prospects for economic development largely in 
terms of domestic food supply and mineral resources. Comparatively little 
attention is paid to other types of industrial resources, or to the possibilities 
of international trade in relieving national deficiencies. Also, it may no longer 
be valid to project future rates of economic development on the basis of past 
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patterns of economic and political organization. Asiatic peoples may be 
prepared, for example, to accept sweeping state intervention and control as 
the price of rapid accumulation of industrial capital, agrarian reform, and 
technical advance. The “Bombay Plan” and other ambitious proposals 
put forward by responsible Indian and Chinese leaders are suggestive in this 
regard. 

To raise living standards by this or any other method, however, requires 
that these Far Eastern countries somehow find the means to achieve in- 
ternal political unity and effect the transition to national independence on 
terms which enable them to place economic welfare in the forefront of na- 
tional objectives. And, as the author rightly emphasizes, even this will avail 
little unless birth rates are brought under control. One wonders if in fact 
deliberate encouragement of the small family pattern is as hopeless a task 
as it is usually assumed to be. Just what social and cultural values are in- 
volved, and how they might be altered, is a matter on which sociologists 
and demographers both in Far Eastern and Western countries might use- 
fully codperate. There are few issues of more critical import for the world’s 
long-term future. ; 

WurumĮm W. Lockwoop 

Princeton University 
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Fisuer, A. G. B. International implications of full employment in Great Britain. (London: 
Royal Inst. of Internat. Affairs. 1946. $3.50.) 


Furrer, C. D. Eliminating economic warfare. Journeys behind the news, vol. 9, no. 4. (Denver: 
Univ. of Denver, Soc. Sci. Found. 1946. Pp. 32. Mimeo., 5c.) 


Kao, P-S. Foreign loans to China. Sino-internat. econ. pamph., no. 2. (New York: Sino-In- 
ternat. Econ. Research Center. 1946. Pp. 62. 40c.) 


Panacos, C. L’économie Grecque et le commerce d’importation. Pub. de Chambre de Commerce 
Internat. (Athens: Comite National Hellenique. 1946. Pp. 32.) 


Stocxrine, G. W. and Warxms, M, W. Cartels in action. Case stud. in internat. bus. diplomacy. 
(New York: Twentieth Century Fund. 1946. Pp. xii, 533. $4.) 


American Trade Proposals. Dept. of State comm. pol. ser. 88, pub. 2551. (Washington: Supt. 
Docs. 1946. Pp. 23, Gratis.) 
A series of articles looking toward a world conference on trade. 


Economic and soctal council of the United Nations. Dept. of State, U. S. and U. N. rept. ser. 3. 
(Washington: Supt. Docs. 1946. Pp. 74. 20c.) 

Economic controls and commercial policy in: Ecuador, Panama. Tariff Commission. (Washing- 
ton: Supt. Docs. 1946, Pp. 25, 23. 10c each.) 

8th report to Congress on operations of UN RRA, as of June 30, 1946. Dept. of State pub. 2617. 
(Washington: Supt. Docs. 1946. Pp. 68.) 

International trade: cooperative or competitive? Reference shelf, vol. 19, no. 1. (New York: H. W. 
Wilson. 1946. Pp. 306. $1.25.) 


Proposals for expansion of world trade and employment. Dept. of State comm. pol. ser. 79, pub. 
2411. (Washington: Supt. Docs. 1946. Pp. 28. Gratis.) 


Propuestas del gobierno de los Estados Unidos para ta expansión del comercio y del empleo. 
Mesa redonda, Feb. 18-22, 1946. Vol. I, Propuestas, programa, reglamento. Vol. II, Acuer- 
dos y resoluciones. (Havana: Junta de Economía de Guerra. 1946. Pp. 52; 252.) 


United States economic policy toward Germany. Dept. of State pub. 2630, European ser. 15. 
(Washington: Supt. Docs. 1946. Pp. 149, 40c.} 
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United States import duties, June 1946. Pt. 1, Titles I and IT of the Tarif Act of 1930. Pt. 2, 
Changes in import duties since 1930. Dept. of State pub. 2540. Commercial pol. ser. 87. (Wasb- 
ington: Supt. Docs. 1946. Pp. 437. 70c.) 


Business Finance; Insurance; Investments; 
Securities Markets . 
Drs, F. C. and Hopxms, E. J. Private capital requirements. Postwar econ. stud., no. 5. 
(Washington: Board of Gov. of Fed. Res. System. 1946. Pp. 81. 25c.) 
‘Fourxe, R. A. Expansion from retained earnings, 1940-1944. (New York: Dun and Brad- 
street. 1946, Pp. 79. Apply.) 


HAROLD, G. An outline of corporation finance, Rev. ed. College outline ser. (New York: Barnes 
and Noble. 1946. Pp. 281. $1.) 

James, M. The Metropolttan Life: a study in business growth. (New York: Viking Press. 1947. 
Pp. viii, 480. $5.) 


Morris, G. How Wall Street picks your pockets. (New York: New Century Publishers. 1946. 
Pp. 15. 3c.) 


Mowsray, A. H. Insurance—its theory and practice in the United States. 3d ed. (New York: 
McGraw-Hill. 1946. Pp. xxiii, 694. $4.50.) ` 

WHEELER, W. W. Common stocks preferred, for profit and investment; with stories of wealth won 
and lost, and of capital wisely invested. (New York: Odyssey Press. 1946. Pp. 256. $2.75.) 

Securities and Exchange Commission: Vol. 13. Decisions and reports, Apr. I-Aug. 15, 1943. 
(Washington: Supt. Docs. 1946. Pp. 961. $2.50.) 


United States life tables and actuarial tables, 1939-1941. Census Bureau. (Washington: Supt. 
Docs. 1946, Pp. 153. $1.25.) 


Public Control of Business; Public Administration 


Barrar, W. R. There is no mystery about patents. (New York: J. M. Barrett Corp. 1946. Pp. 
120. $2.) 

Danis, J. Frontier on the Potomac. (New York: Macmillan. 1946. Pp. 262. $2.75.) 

McGrapy, A. R. Patent office practice; the adjective law relating to the prosecution of applica- 
tions before the United States Patent Office. 2nd ed. (Madison: Pacot Pubs. 1946. Pp. 466. 
$18.) 

MARX, F. M., editor. Elements of public oäminisirotion. (New York: Prentice-Hall. 1946. Pp. 
xxiv, 637. $6. 65.) 

A systematic, unified treatment of the subject by fourteen men who have engaged i in the 

practical business of public administration. 

Mosst, R. Economie ef legislation industrielles. (Paris: Aubier. 1940. Pp. 402.) 


Owens, R, N. Business organisation and combination. 3d ed. (New York: Prentice-Hall. 1946. 
Pp. 580. $6.) 


PENNEY, F. F. Governmental use of the corporate device. 2nd ed. (New York: Universal Books 
Co. of ‘New York. 1946. Pp. 60. Apply.) 


Basis and development of fair trade; a compendium of the economics and the law of fair trade, in 
operation in forty-five of the forty-eight States. (New York: Nat. Wholesale Druggists’ Assoc. 
1946. Pp. 160. $5.) 


Counctl of Economic Advisers: first annual report to the President, December, 1946. (Washington: 
Supt. Docs. Pp. v, 26. 10c.) 


Economic report of the President of the Congress, January 8, 1947. Transmitted to the Congress 
as required under the Employment Act of 1946. (Washington: Supt. Docs, 1947. Pp. viii, 54 
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Federal Trade Commission, rules policy and acts, July 1, 1946. Fed. Trade Commission (Wash- 
ington: Supt. Docs. 1946, Pp. 118. 25c.) 


Interstate Commerce Commission motor carrier cases: Vol. 44. Decisions and reports, Oct. 1944- 
Dec. 1945. (Washington: Supt. Docs. 1945. Pp. 1012. $2.75.) 


Price control laws and executive orders, as amended, August, 1946. Office of Price Administration. 
(Washington: Supt. Docs. 1946. Pp. 65. 15c.) 


Price trends and price control in foreign countries since VE-Day. Bur. of Lab. Stat. bull. 873. 
(Washington: Supt. Docs. 1946. Pp. 14. 5c.) 


What if prices were free? A symposium. Stud. in bus. econ., no. 4. (New York: Nat. Ind. Conf. 
Board. 1946. Pp. 43. 50c.) 


Industrial Organization; Price and Production 
Policies; Business Methods 
Crane, E. H. and Sarscrver, P. L. General business, with applied arithmetic. Sth ed. (Cincin- 
nati: Southwestern Pub. Co. 1946. Pp. 670. $1.76.) 


Hype, G. G. Fundamentals of successful manufacturing. Indus. org. and management ser. (New 
York: McGraw-Hill. 1946, Pp. 213. $2.50.) 


Mutter, C. F. Light metals monopoly. Stud. in hist., econ. and pub. law, no. 519. (New York: 
Columbia Univ. Press. 1946. Pp. 279. $3.) 


Owens, R. N. Business organisation and combination. 3d ed. (New York: Prentice-Hall, 1946. 
Pp. xiii, 567. $6.) 


NAM looks at cartels. Positions formulated by the Committee on Internat. Econ. Relations 
with an analysis of the economic aspects of cartels, prepared by the research department. 
(New York: Nat. Assoc. of Manufacturers. 1946. Pp. 62.) 


Marketing and Domestic Trade 


Brown, M. P., Operating results of department and specialty stores in 1945. Bur. of Bus. Re- 
search, bull. no. 124. (Boston: Harvard Univ. Grad. School of Bus. Admin. 1946. Pp. 53. 
$2.50.) 

Burnaam, E. A. Expenses and profits of limited price variety stores in 1945—chains and inde- 
pendents. Bur. of Bus. Research bull. no. 125. (Boston: Harvard Univ. Grad. Schoo]. of Bus. 
Admin. 1946. Pp. 42. $1.50.) 


Jounson, R. H. Retai policies; their selection and application. Bur. of Foreign and Domestic 
Commerce, econ. (small bus.) ser. no. 57. (Washington: Supt. Docs. 1946. 15c.) 


Problems of distribution in Australia. No. 1, A survey of distribution: the case for a census. 
(Melbourne: Melbourne Univ. Press. Sept., 1946. Pp. 40. 2s.) 


Rand McNally commercial atlas and marketing guide. 77th ed. (Chicago: Rand McNally. 1946. 
Pp. 668, maps. $34.50.) 


Retai polictes, their selection and application., Bur. of Foreign and Domestic Commerce, econ, 
small bus, ser. 57. (Washington: Supt. Docs. 1946. Pp. 65. 15c.) 


Mining; Manufacturing; Construction 
Witson, C. M. Oi across the world: the American saga of pipelines. (New York: Longmans, 
Green, 1946. Pp. ix, 318. $3.50.) 
Oil for victory: the story of petroleum in war and peace. By the editors of Look. (New York: 
McGraw-Hill. 1947. Pp. 287. $3.50.) 


Petroleum almanac. (New York: Nat. Indus. Conf. Bd. 1946. Pp. 427. $5.; paper, $4.) 
A statistical record of the petroleum industry in the United States and foreign countries. 
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Transportation; Communication; Public Utilities 
BERNHEIM, F. The interaction of drugs and cell catalysts. 2nd ed. (Minneapolis: Burgess Pub. 
Co. 1946. Pp. 107. $2.25.) 

FREDERICK, J. H. Commercial atr transportation. Rev. ed. (Chicago: Richard Irwin. 1946. Pp. 
xviii, 791. $5.) 

MIDDLETON, P, H. Transport coordination in the United States. (Chicago: Railway Bus. Assoc. 
1946. Pp. 81. Apply.) 

Ocpurn, W. F. and others. The social effects of aviation. (Boston: Houghton Mifflin. 1946. Pp. 
vi, 755. $5.) 


STEL, A. Communication through the ages; from sign ioúguige to television. (New York: Murray 
Hill Books, 1946. Pp. 201. $2. 75.) 


Wencewoop, R. International rail transport. (London: Royal Inst. of Internat. Affairs. 1946. 
$3.) 

Freight commodity statistics, class 1 steam railways in the United States, year ended December 
31, 1945. Interstate Commerce Commission. (Washington: Supt. Docs. 1946. Pp. 158, $1.) 


Interstate Commerce Commission Reports. Vol. 263. Decisions, May-December 1945, Interstate 
Commerce Commission. (Washington: Supt. Docs. 1946. Pp. 855. $2.35.) 


Statistics of the communications industry in the United States, year ended Dec. 31, 1944, Fed, 
Communications Commission. (Washington: Supt. Docs. 1946. Pp. 266. 40c.) 


; Agriculture; Forestry; Fisheries 

Forster, G. W. Farm organization and management. Rev. ed. (New York: Prentice-Hall. 1946, 
Pp. 509. $5.35.) 

Fowge, V. C. Canadian agricultural policy—the historical pattern. (Toronto: Univ. df Toronto 
Press. 1946. Pp. xii, 304. $3.50.) 

SHEPHERD, G. S. Marketing farm products. (Ames: Iowa State College Press. 1946. Pp. 455. 
$4.25.) 

Agricultural statistics, 1945. Dept. of Agriculture. (Washington: Supt. Docs. 1945, Pp. 604, 
$1.) 


Cotton production and disiribution, season of 1944-45, Census Bur. bull. no. 182. (Washington: 
Supt. Docs, 1946. Pp. 66. 15c.) 


Farm credit, farm insurance, farm taxation. Agric. Finance Rev., vol. 9, Nov., 1946. (Washing- 
ton: U. S. Dept. Agric. 1946. Pp. 118.) 


Postwar agricultural policies Tenth report of the House special committee on postwar eco- 
nomic policy and planning. Pursuant to H. Res. 70. 79th Cong. 2nd Sess. (Washington: 
Supt. Docs. 1946, Pp. 41.) 


Economic Geography; Regional Planning; 
Urban Land; Housing 
Asraus, C. The future of housing. (New York: Harper. 1946. Pp. xix, 428. $5.) 


Brock, A. Estimating housing needs, Foreword by Sir Patrick Abercrombie. (London: Archi- 
tectural Press. 1946. Pp. xiv, 128. 10s. 6d.) 

Corran, M. L. Your building code. (New York: Nat. Committee on Housing, Inc. 1946. Pp. 
29. 35c.) 


Gray, G. H. Housing and citizenship; a study of low-cost Tiai: (New York: Reinhold. 1946, 
Pp. 270. $7.50.) 
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McBurney, J. H. and others. Do we need a Mississippi Valley authority? A radio discussion, 
Reviewing stand, vol. 7, no. 15. (Evanston: Northwestern Univ. Radio Na 1946. Pp. 12. 
10c.) 


MacFanpen, C. H., KENDALL, H. M. and Deasy, G. F. Atlas of world afars. (New York: 
Crowell. 1946. Pp. 179. $2. 75.) 


Manoney, J. R. Economic changes in Utah ae World War II. Bur. of Econ. and Bus. 
Research, vol. 5, no. 1. (Salt Lake City: School of Bus., Univ. of Utah, June, 1946. Pp. 24.) 


Norwoop, A. M., compiler. Congressional hearings, reports and documents relating to TVA, 
1933-1946. Bibliography. (Knoxville: Tenn. Valley Authority, Technical Lib. 1946. Pp. 53. 
Apply.) 

Columbia Basin reclamation project, east irrigation district, appraisals. Bur. of Reclamation. 
(Washington: Supt. Docs. 1946. Pp. 272. 45c.) 


Housing in Canada. A factual summary. (Ottawa: Central Mortgage and Housing Corp. 1946, 
Pp. 58. 25c.) 


Housing practices, war and prewar, review of design and construction. Nat. Housing Agency, 
bull. 5. (Washington: Supt. Docs. 1946. Pp. 58. 15c.) 


Organization and management of cooperative and mutual housing associations. Bur. of Lab. Stat. 
bull. 858. (Washington: Supt. Docs, 1946. Pp. 65. 20c.) 


Labor and Industrial Relations 
GUALTIERI, H. The labor movement in Italy. (New York: S. F. Vanni. 1946. Pp. 320. $5.) 
Hosterr, S. D. Human factors in management. (Parkville, Mo.: Park College Press. 1946. Pp. 
322. $4.) 
KERACHER, J. Wages and the working day. (Chicago: Charles H. Kerr and Co. 1946. Pp. 26, 
15c.) 


Laws, R. and others. Should wage rates be increased? Transcript no. 452. (Chicago: Univ. of 
Chicago Round Table. Pp. 20. 10c.) 


MACFARLANE, R. Wage rate differentials: comparative data for Los Angeles and other urban areas. 
Research memo. no. 1. (Los Angeles: Haynes Found. 1946. Pp. 166. Mimeo.) 


Mars, S. and others. Company and union responsibilities and liabilities under the labor agree- 
meni. Amer. econ. pol. ser. (New Wilmington, Pa.; Econ. and Bus. Found. 1946. Pp. 33. 


Apply.) 
Mayo, E. The human problems of an industrial civilisation. 2nd ed. (Boston: Harvard Univ., 
Grad. School of Bus, Admin. 1946. Pp. 194. $2.) 


Quice, M. T. The law of labor; a brief history of tts evolution tn our time. BES: affairs pamph. 
(New York: Nat. Indus. Conf. Bd. 1946. Pp. 35. 25c.) 


Rayne, C. S. Labor unions and municipal employee law. (Washington: Nat. Inst. Municipal 
Law Officers. 1946. Pp. 583. $10.) 


ScoviLLE, J. W. Labor monopolies or freedom. (New York: Comm. for Constitutional Govt., 
Inc. 1946. Pp. xvi, 167. $1.) 

Adjustments of wages to changes in cost of living (escalator clauses). Bur. of Lab. Stat. Indus. 
Relations Branch. (Washington: Dept. of Labor. 1946. Pp. 20. Mimeo.) 


Decisions and orders of the National Labor Relations Board. Vol. 64, Oct. 10, 1945-Dec. 27, 
1945. Vol. 65, Dec. 28, 1945—Feb. 27, 1946. (Washington: Supt. Docs. 1946. Pp. 1574, 1486. 
$3.; $2133 
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Digest of decisions of National Labor Relations Board. Vols. 1-45. (Washington: Supt. Docs. 
1946. Pp. 1136. $2.25.) ~ 


Fair employment legislation in New York State—its history, development and suggested use ekse- 
where, (New York: Association Press. 1946. Pp. 48. 50c.) 


Labor relations and the public. Annals, Vol. 248: (Philadelphia: Am. Acad. Pol. and Soc. Sci. 
1946. Pp. 316. $2.) 


Manpower and material requirements for a housing program in Canada. Dept. of Reconstruction 
and Supply. (Ottawa: Cloutier. 1946. Pp. 137. 50c.) 


Reports on the application of conventions (article 22 of the constitution). Internat. Lab. Conf., 
29th sess., 1946. Rept. V, suppL, and appendix. (Montreal: Internat. Lab. Office, 1946. Pp. 
121; 42, 10.) 


Report of the forty-fifth annual conference of the Labour Party, Bournemouth, June 10-14, 1946. 
(London: Transport House. 1946. Pp. 255. 2s, 6d.) 


Report of the New York State Joint Legislative Committee on industrial and labor conditions. 
Legis. doc., no. 51. (Albany: Williams Press. 1946. Pp. 210.) 


Unton-management cooperation in production (bibliography). Selected references, no. 12. (Prince- 
ton: Indus, Relations Sec., Princeton Univ. 1946. 10c.) 


Union security. Preliminary draft of first chapter in revision of Bur. of Lab. Stat. bull. 686, 
Union agreement provisions (1942). (Washington: Supt. Docs. 1946. Pp. 70. Mimeo.) 


Union wages and hours in the building trades, July 1, 1945. Bur. of Lab. Stat. bull. 862. (Wash- 
ington: Supt. Docs. 1946. Pp. 70. 15c.) 


Veteran’s rights under union agreements. Bur. of Lab. Stat., Indus. Relations Branch. (Wash- 
ington: Supt. Docs. 1946. Pp. 12. Mimeo.) 


Wage structure in bituminous-coal mining, fol of 1945. Bur. of Lab. Stat., bull. no. 867, (Wash- 
ington: Supt. Docs, 1946. Pp. 10. 5c.) 


Wartime labour conditions and reconstruction planning in India. Studies and reports, new ser. nos 
2. (Montreal: Internat. Lab. Office. 1946. Pp. 113. 50c.) 


When employees orgamze; what employers should know and how they can utilise Nationa] Labor 
Relations Board procedures. P River, Conn.; Nat. Foreman’s Inst. 1946. Pp. 33. Ap- 
ply.) 

Who's who in labor; the authorized biographies of the men and women who lead labor in the 
Untied States and Canada and of those who deal with labor. (New York: Dryden Press. 1946. 
Pp, 493. $12.) 


Will the guaranteed annual wage work? A symposium. Stud. in bus. econ., no. 5. (New York: 
Nat. Indus. Conf. Board. 1946. Pp. 44. 50c.) 


Social Insurance; Relief; Pensions; Public Welfare 


DE Geucuy, C. Creative old age. (San Francisco: Old Age Counselling Center. 1946. Pp. 143. 
$2.75.) 


Himcurerp, G. Social security taxes—an analysts of the size of social security taxes and their 
ultimate effect on the nation’s economy. Pub. no. 21. (Chicago: Research Council for Econ. 
Security. Pp. 5.) 

MANNING, L. R. Why child labor laws? Children’s Bur. Pub., no. 313. (Washington: Supt. Docs. 
1946. Pp. 13. 5c.) 


Wycrorr, V. The public works wage rate and some of sts economic effects. Stud. in hist., econ. and 
public law, no. 521. (New York; Columbia Univ. Press. 1946. Pp. 313. $3.50.) 
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Medical care insurance—a social insurance program for personal health services. Rept. prepared 
by Bur, of Research and Lab., of Soc. Sec. Board, in response to request of Senate Commit- 
tee on Educ. and Lab., July 8, 1946. (Washington: Supt. Docs, 1946. Pp. xv, 185.) 


Consumption; Cooperation 


GranaM, J. and Jones, L. L. The consumer's economic life. (New York: Gregg Pub. Co. 1946. 
Pp. 565. $1.92.) 
A high school textbook. 


MOUREERJEE, R. Races, lands, and food; a program for world subsistence. Introduction by Har- 
old L. Ickes. (New York: Dryden Press. 1946. Pp. 112. $2.25.) 


Development in ingens cooperative movement in 1945. Bur. of Lab. Stat. bull. 859. (Washing- 
ton: Supt. Docs Pp. 25. 10c.) 


Population; Migration; Vital Statistics 


Konvrrz, M. R. The alien and the Asiatic in American law. (Ithaca: Cornell Univ. Press. 1946. 
Pp. 317. $3.) 


Vital statistics of the United States, 1944, Pt. 1, Natalsty and mortality data for the United States, 
tabulated by place of occurrence, with supplemental tables for Hawaii, Puerto Rico, and the 
Virgin Islands. Census Bureau. (Washington: Supt. Docs. 1946. Pp. 251. $1.50.) 


Unclassified Items 


APTHEKER, H. The Negro people in America; a critique of Gunnar Myrdal’s “An American 
Dilemma.” Introduction by Doxey A. Wilkerson, (New York: Internat. Pub. 1946. Pp. 80. 
$1.25.) 

A Marxist criticism of Myrdal’s study. 


Dusum, L. I. and Lorka, A. J. The money value of a man. Rev. ed. (New York: Ronald Press. 
1946. Pp. xvii, 214. $6.) 


GERTE, H. H. and Mitts, C. W., editors. From Max Weber: essays in nee. (New York: 
Oxford. 1946. Pp. 523. $6.) 


MORGENTHAU, H. J. Scientific man vs. power politics. (Chicago: Univ. of Chicago Press. Pp. ix, 
245. $3.) 


Trorrer, A. H, editor. Doctoral dissertations accepted by American universities, 1945-1946 (no. 
13). Compiled for the Assoc. of Research Libraries. (New York: H. W. Wilson. 1946. Pp. 84. 
$1.50.) 


Waye, W. F., editor. Industry and society. (New York and London: McGraw-Hill. 1946. Pp. 
vi, 211. $2.50.) 


Census publications subject guide, January-June, 1946. (Washington: Supt. Docs. 1946. Pp. 
176.) 


Department of State publications—a semi-annual list cumulative from October 1, 1929, Pub. 2609. 
(Washington: Supt. Docs. July 1, 1946. Pp. 37.) 

Economic almanac for 1946-47, (New York: Nat. Industrial Conf. Board. 1946. Pp. 424. Cloth, 
$4.; paper, $3.) 

Industrial progress and economic research. (Philadelphia: Industrial Research Dept. Wharton 
School, Univ. of Pa. Sept. 1946. Pp. 40.) 


Thirty years of achkievement—a program of development. (Washington: Brookings Institution. 
1946, Pp. 44) | 
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RECENT DUTCH PUBLICATIONS 


Editor's Note—The following list of important economic works published in the Nether- 
lands or by Dutch authors during the war years is drawn from a fuller list for which the 
Review ìs indebted to Dr. P. J. Verdoorn of the Centraal Planbureau, The Hague. 


Economic Theory 


HENNIPMAN, P. Economisch motief en economisch principe. Economic motive and economic 
principle; the subject matter of economics. (Amsterdam: N.V. Noord-Hollandsche Uitgevers 
Mij. 1945. Pp. xii, 479.) l 

Kresine, F. À. G. Hei evenwicktsbrgrip in de economische literatuur. The equilibrium concept in 
economic literature. (Purmerend: J. Muuses. 1939. Pp. 199.) 


Economische opstellen, aangeboden aan Prof. Mr. F. de Vries op 14 Juni 1943. Economic es- 
says in honour of F. de Vries. (Haarlem: Erven F. Bohn N.V. 1944. Pp. 609.) 


Economic History 


BEL, J. G. van. De linnenkandel van Amsterdam in de XVIII” eeuw, The Amsterdam linen 
trade in the 18th century. (Amsterdam: H. J. Paris. 1940. Pp. viii, 143.) 

Posrnumus, N. W. Nederlandsche prijsgeschiedenis. Deel E. History of prices in Holland, Part 
I: Commodity prices on the Exchange of Amsterdam 1585-1914; Exchange rates 1609-1914, 
(Leiden: E. J. Brill. 1943. Pp. cxxi, 32, 660.) 

. De geschiedenis van de Leidsche lakenindustrie. Deel IL. The history of the Dutch cloth 

industry, Part If: The new time. Cloth and connected industries, (The Hague: Mart. Nij- 

hoff. 1939. Pp. 500, 727.) 


SNELLER, Z. W., editor. Geschiedenis van den Nederlandschen landbouw 1795-1940, A history 
of Dutch agriculture 1795-1940. (Groningen: J. B. Wolters. 1943, Pp. 544.) 

. Rotterdams bedrijfsleven in het verleden. The economic life of Rotterdam in past cen- 
turies. (Amsterdam: H. J. Paris, 1940. Pp. vii, 271.) 

‘TINBERGEN, J. De les van dertig j joor. These thirty years’ lesson. (Amsterdam: Elsevier. 1944, 
Pp. xii, 257.) 








Economic Planning 


Brink, J. R. M. VAN DEN. Maatschappijstructuur en werkgelegenheid. Social structure and em- 
ployment: an investigation with special regard to late capitalism and the relative efficiency 
of free and planned systems. (Nijmegen: Dekker & van de Vegt. 1942. Pp. xii, 167.) 

CLEEFF, Ep. VAN. Soctaal-economische ordening. Social economic planning: an ideological 
sociological study from a religious point of view. (Arnhem: von Loghum Slaterus. 1939. Pp. 
483.) 

STALLAERT, A. L. S. P. De ondernemer in de gebonden volkshuishouding. The entrepreneur in a 
planned economy. (Tilburg: Henri Bergmans. 1941. Pp. vi, 210.) 


Econometrics 


KLEEREKOOPER, S. Over ket gebruik der wiskunde in de economie. The use of mathematics in 
economics. (Groningen: P. Noordhoff. 1939. Pp. vii, 201.) 

TINBERGEN, J. Statistical testing of business cycle theories. (Text in English.) Vol.I, A method 
and tis application to tnvestment activity. Vol. TL, Business cycles in the United States of Amer- 
ica 1919-1932, (Geneva: League of Nations. 1939. Pp. 164, 244.) 


. Econometrie. On econometrics. (Gorinchem: Noorduyn’s wetenschappelijke reeks 
No. 1. 1941. Pp. 155.) 
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VERDOORN, P. J. De verstarring der producttekosten. The growing rigidity of costs. Netherlands 
Economic Institute No. 33. (Haarlem: Erven F. Bohn N.V. 1943. Pp. 164.) 


National Income 


DERKSEN, J. B. D. Enkels berekeningen over het nationale inkomen van Nederland. Estimates 
of the national income of the Netherlands. De Nederlandsche Conjunctuur, speciale onder- 
soekingen No. 1. Central Statistical Office. (The Hague: Albani N.V. October, 1939. Pp. 68.) 


. Berekeningen over het nationale inkomen van Nederland voor de periode 1900-1920. Esti- 
mates of the national income of the Netherlands for the period 1900-1920, Special onder- 
sockingen No. 4. De Nederlandsche Conjunctuur. Central Statistical Office. (The Hague: Al- 
bani N.V. June, 1941. Pp. 22.) 
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sota Law Rev., Apr., 1946. Pp. 39. 

NEUNER, E., Jr. Wages ond employment in the public utility industries. Jour. Land and Pub. 
Util. Econ., Nov., 1946. Pp. 18. , 

Parmer, E. N. Discrimination in urban employment. Am. Jour. Soc., Jan., 1947. Pp. 5. 

Scurry, E. Employment during the transition period, in prospect and retrospect. Rev. Econ. Stat. 
Nov., 1946. Pp. 6. 7 

Stusrer, J. The locus of union control in collective bargaining. Quart. Jour. Econ., Aug., 1946. 
Pp. 33. 

Woman, L. Labor unions and labor policy. Yale Rev., Winter, 1947. Pp. 11. 

Adjustments of wages to change in the cost of living. Mo. Lab. Rev., Nov., 1946. Pp. 10. 

Kravet om industrielt demokrati. Økonomi og Politik, Apr.-June, 1946. Pp. 15. 

Labor in the South. Mo. Lab. Rev., Oct., 1946. Pp. 102. 

The labor force in the first year of peace. Mo. Lab. Rev., Nov., 1946. Pp. 12. 

Labor participation in industrial management in European countries. Mo. Lab. Rev., Nov., 
1946. Pp. 14. 

Labor participation in industrial management in European countries. Mo. Lab. Rev., Nov., 
1946. Pp. 14. 

Postwar increases in basic wage rates. Mo. Lab. Rev., Sept., 1946. Pp. 4. 

Trends in urban wage rates A pril 1946. Mo. Lab. Rev., Nov., 1946. Pp. 12. 

Wartime development in trade-union organization in India. Internat. Lab. Rev., May-June, 
1946. Pp. 15. 
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Social Insurance; Relief; Pensions; Public Welfare 


Compulsory accident insurance in Switzerland from 1938 to 1942. Internat. Lab. Rev., Sept.— 
Oct., 1946. Pp. 18. 


Population; Migration; Vital Statistics 

CLARK, C. and Dynez, R. E. Applications and extensions of the Karmel formula for reproductivo- 
üy. Econ. Record, June, 1946. Pp. 17. 

Gut, C. La teoria Europea y la teorta Americana de las migraciones internacionales. Rev. Mexi- 
cana de Soc., May—Aug., 1946. Pp. 28. 

THOMPSON, W. S. Population growth and control in relation to world peace. Yale Law Jour., Aug., 

` 1946. Pp. 16. 

$ Unclassified Items 


CALKINS. R. D. Objectives of business education. Harvard Bus, Rev., Autumn, 1946, Pp. 12. 


NOTES 


The American Economic Association nominating committee for the current year consists of 
Professor I. L. Sharfman of the University of Michigan, Chairman, Professor Warren B. 
Catlin of Bowdoin College, Dr, Robert D. Calkins of the General Education Board, Miss 
Faith M. Williams of the United States Department of Labor, Dean Robert P. Brooks of the 
University of Georgia, and Professor R. S. Howey of the University of Kansas. It is requested 
that suggestions for nomination to the various offices of the Association be communicated to 
the chairman of this committee as speedily as possible. 

The annual meetings of the American Economic Association will be held on December 27, 
28, 29, and 30, 1947,in Chicago, at the Hotel Continental. The meetings will be centered on 
two main themes, namely, (1) the economic and monetary theories of J. M. Keynes and 
(2) competition, imperfect competition and monopoly. There will be incidental discussion of 
the production function. The meetings on the first day will be devoted to a theoretical consider- 
ation of these problems while the second day will concentrate on factual and statistical ma- 
teria] bearing on mooted issues in these fields. On the final day, problems of public policy in 
each of these fields will be considered. Representatives of the main schools of thought will 
take part in the discussions and every effort will be made to effect a considerable degree of 
integration with the programs of the American Statistica] Association and the Econometric 
Society. There will be two dinner meetings when a more general discussion of some of the 
issues will be staged. Facilities will be provided for the display of statistical material and 
models. 

It-is requested that those who wish to offer suggestions as to specific topics to be discussed 
communicate with the President of the Association, Paul H. Douglas, care of the Department 
of Economics, University of Chicago, Chicago 37, Illinois. 


‘The following persons have recently become members of the AMERICAN Economic Asso- 
CIATION: 


Adams, I. G., Faculty Exchange Box 263, College Station, Texas 
Alford, J. S,, 301 Waugh St., Columbia, Mo. 

Alvarez, J., Santa Emilia No. 357, altos, Vibora, Havana, Cuba 
Auzier, C. C., Box 5112, Duke Station, Durham, N.C. 

Baker, Miss EL, 120 Prospect St., Princeton, N.J. 

Baker, H. P., 518 S. Williams St., Columbia, Mo. 

Ballantine, R. W., Graduate College, Princeton, N.J. 

Barnett, R. A., 419 N. State St., Apt. 5, Ann Arbor, Mich. 

Beach, E. F., Arts Bldg., McGill University, Montreal, Canada 
Beckerle, V. J., 3674 Lindell St., St. Louis, Mo. 

Beimel, E., 393 Central Park W., New York 25, N. Y. 

Bennett, A. S., 90 Broad St., Room 1519, New York 4, N.Y. 
Berrettoni, J. N., School of Business, University of Minnesota, Minneapolis 14, Minn. 
Bradley, C., University Club, 1206 Illinois St., Urbana, Il. 
Bradshaw, F. H., 403 N. Grove Ave., Oak Park, Ill. 

Brault, F., St, Henry’s Seminary, 5901 W. Main St., Belleville, II. 
Briggs, H. 5., 871-7th Ave., New York 19, N.Y. 

Brill, J. E., 500 Builders Exchange, Minneapolis 2, Minn. 
Brunner, E., Jr., 1724-17th St., N.W., Washington 9, D.C. 

Bund, H., Research Institute of America, 292 Madison Ave., New York 17, N.Y. 
Cabe, J. C., 211 Kinley Hall, University of Ilinois, Urbana, Tl. 
Callander, C. L., 904 Erie Ave., Takoma Park, Md. 

Capron, W. M., 25 Avon St., Cambridge, Mass. 
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Cheley, W. F., Dept. of Economics, Lafayette College, Easton, Pa 

Cheng, W., 1414 E. 59th St., Chicago, Ill. 

Colburn, L. D., 4219 Locust St., Kansas City 4, Mo. 

Courtney, W. H., Los Angeles Chamber of Commerce, 1151 S. Broadway, Los Angeles 15, 
Calif 


Croteau, J. T., Xavier University, Dana Ave. and Victory Pkwy., Cincinnati, Ohio 
Cunningham, H. M., 5223 Connecticut Ave., N.W., Washington, D.C. 

Cushing, M. B., Bowdoin College, Brunswick, Me. 

Davidson, S., Dept. of Economics, University of Michigan, Ann Arbor, Mich. 
Davis, J., Trinity University, San Antonio 1, Texas 

Deckinger, E. L., 405 W. 57th St., New York 19, N.Y. 

Dessel, M. D., 4223 N. 2nd Road, Arlington, Va. 

Deutch, J., 563 Powell St., Brooklyn 12, N.Y. 

Dieckman, W. R., 1772 S. State St., Ann Arbor, Mich. 

Dinwiddie, G. S., 1240 Canal Bldg., New Orleans, La. 

Dishaw, I. H., 40 Divinity Hall, Harvard University, Cambridge 38, Mass. . 
Dodge, N. T., 217 West Ave., Ithaca, N.Y. 

Dorfman, R., 2324 Virginia St., Berkeley 9, Calif. 

Durand, J. D., Bureau of the Census, Washington, D.C. 

Dutka, Mrs. A. B., 40 West 45th St., New York 19, N. Y. 

Dymond, W.R. RD. 2, Forest Home, Ithaca, N. Y. 

Eastwood, R. T. ' Extension Divison, University of Alabama, University, Ala 
Eldridge, D, H; "10417 S. Morgan St., Chicago 43, Dl. 

Ewing, A., 38 Southway, London, N.W., 11, England 

Farwell, L. C., 738 Happ Road, Northfield, P.O. Northbrook, IL 

Feigon, G. J., 4341 N. Troy St., Chicago 18, Il. 

Fuchs, R. F., School of Law, Indiana University, Bloomington, Ind. 
Fullbrook, E. S., University of Nebraska, Lincoln, Neb. 

Gaines, D. L; 521 West 111th St., New York 25, NY. 

Garrod, R. M., 308 Italia St., Covina, Calif. 

Gill, J., P. O. Box 243, Arlington, N.J. 

Gillinghan, J. B., Department of Economics, Wayne University, Detroit 1, Mich. 
Glantz, H. H., 4321 Halley Terrace, S.E., Washington 20, D.C. 

Goldberg, S. P., 18 Clinton St., Brooklyn 2, N.Y. 

Graner, F. M., 2237 Commonwealth, Madison, Wis. 

Green, Miss E. H., Denison University, Granville, Ohio 

Gruner, R. W., 239 Crest Road, Glen Ellyn, Il. 

Guthrie, P. N., Dept. of Economics and Commerce, Chapel Hill, N.C. 
Hancock, T., College of Business Administration, University of Arkansas, Fayetteville, Ark. 
Hartwell, J. M., Mutual Life Ins. Co, of New York, 34 Nasasu St., New York 5, N.Y. 
Heilbrun, J., 70 Sumner St., Newton Centre 59, Mass. 

de Hermida, F. A., 7535 Boulevard East, North Bergen, N.J. 

Heron, J. R., Royal Bank of Canada, Head Office, Montreal, Quebec, Canada 
Hirschman, A. O., 4650 Fifth St., S., Arlington, Va. 

Hirschleifer, J., 789 St. Marks Ave., Brooklyn, N.Y. 

Hobbs, R. P., Rinehart and Co., 232 Madison Ave., New York 16, N.Y. 
Hodges, J. E., Department of Economics, Rice Institute, Houston, Texas 
Hoffman, C., 231-10 131 Ave., Rosedale 10, L.L, N.Y. 

Jaworski, S. 112-50 78th Ave., ' Forest Hills, N.Y. 

Johnson, R. H., School of Business Administration, University of Arkansas, Fayetteville, Ark. 
Jones, D. L., Je., 801 E. Broad, Room 2, Richmond 19, Va. 

Kaufman, M., 243 W. Gorgas Lane, Philadelphia 19, Pa. 

Kende, G., 1300 Ashland Ave., Evanston, IL 

Kimball, Miss E., 408 E. State St., Jacksonville, Il. 

Klang, G. L., 2601 Farragut Rd. , Brooklyn 10, N.Y. 

Kleven, B. ie Division of the Social Sciences, Wheaton College, Wheaton, Il. 
Kraines, O., 1949-84th St., Brooklyn 14, N.Y. 
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Law, R. O., 678 Truman Boyd Manor, Long Beach 6, Calif. 

Leslie, G., 2480-16th St., N.W., Washington, D.C. 

Levy, C. H., 3010 Valentine Ave., New York 58, N.Y. 

Lewis, E. H., Apt. K-33, Montgomery Court, Narbeth, Pa. 

Lim, C. S., 2008 Sherman Ave., Evanston, Il. 

Loft, G., 304 Stratford St., Syracuse, N.Y. 

Lounsbury, R. H., Dep tment of Economics, Dartmouth College, Hanover, N.H. 

Lubell, H., 58 Hammo nd St, Cambridge 38, Mass. 

Lumpkin, R. P., 1215 E. Brookland Park Blvd., Richmond 22, Va. 

Mace, A., Jr., 5539 S. Kenwood Ave., Chicago 37, IL 

March, M. S., 4202 N. Henderson Road, Apt. 3, Arlington, Va. 

Matchett, G. J., Department of Economics, Ilinois Institute of Technology, Chicago 16, IIL 

Mayer, P. F., William Penn College, Oskaloosa, Iowa 

McGowan, Miss D. L., American Bankers Assn., 12 East 36th St., New York 16, N.Y. 

Mengelberg, Mrs. K., 119 Livingston Ave., New Brunswick, N.J. 

Merwin, C. L., International Monetary Fund, 1818 H St., N.W., Washington 6, D.C. 

Middendorf, EL S., 24 Federal St., Boston, Mass. 

Miernyk, W. HL, 1515-7th St., Boulder, Colo. 

Milam, F. M., Department of Agriculture, Hq. USAMGIK, APO 235, San Francisco, Calif. 

Mladek, J. V., 1818 H St., N.W., Washington 6, D.C. 

Monik, J. V., Velvarska St. 77, Prague XTX, Czechoslovakia 

Morgan, C. A., Lorrain Apts., Indianola, Iowa 

Netzer, Miss D. M., 7846 Avalon Ave., Chicago 19, DL 

O'Brien, M. E., 1304 Forest Ave., Evanston, W. 

O’Connor, J. J, 254 Seaman Ave., New York 34, N.Y. 

Okun, J. L, 245 Gallatin St., N.W. , Washington 11, D.C. 

Osborn, R. c. , College of Business Administration, University of Oklahoma, Norman, Okla. 

Pace, L., St. Meggie, Simpson St., Marsa, Malta 

Paglin, M. , 2851 Buena Vista Way, Berkeley 8, Calif. 

Paradise, F. M., 1105 Massachusetts Ave., Cambridge 38, Mass. 

Pazos, F., 1818 H St., N.W., Washington 6, D.C. 

Pendell, E., 210 E. Center St., Berea, Ohio 

Petras, G. S., 24-35 28th St., Long Island City 2, N.Y. 

Phillips, J. D., Wesleyan University, Middletown, Conn. 

Pinches, H. E., Harry Ferguson, Inc., 15020 Woodward Ave., Detroit 3, Mich. 

Polak, J. J., 1754 Kenyon St., N.W., Washington 10, D.C. 

Politte, R. FL, 470 N St., S.W., Washington 4, D.C. 

Pungtragul, C., 606 N. Frances St., Madison 6, Wis. 

Ransmeier, J. Sy, Department of Economics, Dartmouth College, Hanover, N.H. 

Reid, E., 230 Park Ave., New York, N.Y. 

Reisman, G. F., Room 403, Sheffield Hall, Department of Economics, Yale University, New 
Haven, Conn. 

Ring, A. A., 538 First Ave., Pelham 65, N.Y. 

Roadcap, R. R., 208 S. La Salle St., Room 680, Chicago 4, Ill. 

Ruchlis, H., 2295 E, 22nd St., Brooklyn 29, N.Y. 

Schneider, R. W., 1615 H St., N.W., Washington 6, D.C. 

Schneider, W. M., Box 1063, College Place, Wash. 

Seay, E. W., Knox College, Galesburg, Il 

Seltzer, O., 1615 Franklin St., N.E., Apt. 202, Washington 18, D.C. 

Shapiro, H. A., 3115 W. Ashby Place, Trinity University, San Antonio 1, Texas 

Shields, M. W., 147 Florida St., Gainesville, Fle. 

Simpson, J. W., 915 N. Salisbury St., West Lafayette, Ind. 

Simpson, W. B., 1149 E. 56th St., Chicago 37, Il. 

Sisley, C. D., 201 W. Fourth St., Cincinnati, Ohio 

Skinner, A. L., Office of Small Business, Department of Commerce, Washington, D.C. 

Stark, H. W., P.O. Box 6481, Cleveland 1, Ohio 

Stern, E. H., 95 Gresham St., London E.C. 2, England 
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Stonesifer, G. R., 172 Clinton St., Brooklyn 2, N.Y. 

Strahl, R. M., 2502 N. 63rd St., Lincoln, Neb. 

Sweezy, A. R., 4 Chapin Ct., Williamstown, Mass. 

Taylor, O. H., B-22 Adams House, Cambridge, Mass. 

Theobald, A. D., 111 N. Jefferson Ave., Peoria 2, Ill. 

Thornton, R. E, Ginn and Co., Statler Bldg., Boston, Mass. 

Titus, W. S. | Taylor Instrument Co., P.O. Box 110, Rochester 1, N.Y. 
Tuchman, is M., The Clark House, 52 Clark St., Brooklyn 2, N. Yy, 

Tyler, E. J., Jr., "Harper and Bros., 49 E. 33rd St, New York 16, N.Y. 
Tzetzo, Miss F., 34 Bidwell Pkwy., Buffalo 13, N.Y. 

Vandenhaag, E., 58 Morton St., New York 14, N.Y. 

Van Metre, R. M., College of Business and Public Administration, College Park, Md. 
Wallis, H. B., 23135 Sheridan, Dearborn, Mich. 

Warning, D. S., 2115 Lincolnwood Drive, Evanston, Hl. 

Watkins, C. D., 18 French St., Berea, Ohio 

Wattel, H. L., 189-14 Mangin Ave., St. Albans 12, N.Y. 

Wattenberg, W. W., College of Education, Wayne University, Detroit 1, Mich. 
Weiskopf, W. J., 3467 Eastchester Road, New York 67, N.Y. 

Wexler, Miss H. J., 4817 N. Capitol St., Washington 11, D.C. 

Williams, C. R., Pinehurst Lane, Moorestown, N.J. 

Young, J. P., 7213 Flower Ave., Apt. 4, Takoma Park, Md. 

Zorn, E. C., Jr., American Bankers Assn., 12 E. 36th St., New York 16, N.Y. 


The Sixth International Conference of Labour Statisticians will meet in Montreal on 
August 4, 1947. The agenda of the conference includes Employment and Payroll Statistics, 
Unemployment Statistics, Cost of Living Statistics and Statistics of Industrial Accidents. 
The task of the conference like that of its predecessors will be to formulate international 
standards to serve as a basis for improving the quality and international comparability of the 
statistics compiled in different countries. Invitations to be represented at the conference will 
be sent to the governments of all States Members of the International Labour Organisation 
and to the United Nations and other inter-governmental agencies concerned with the inter- 
national standardisation of statistics. 

Professor Seymour E. Harris, Harvard University, is compiling a complete bibliography of 
Lord Keynes’s writings. He would appreciate very much any suggestions as to contributions 
by Lord Keynes to periodicals (other than his well-known contributions to the Economic 
Journal, the Nation, and the New Republic), to newspapers, weeklies, Festschriften, etc., in 
Great Britain and elsewhere. 

Irvin Bendiner died November 4, 1946. : 

Edwin F. Dummeier, professor of economics at the State College of Washington, died on 
June 17, 1946, in Salt Lake City. Dr. Dummeier was the author of numerous monographs in 
the fields of agricultural economics and agricultural marketing and co-author with. Richard B. 
Heflebower of Economics with Applications to Agriculture. f 

William H. Glasson, formerly chairman of the department of economics and dean of the 
Graduate School at Duke University, died November 11, 1946. 

T. Bertrand Graham, of the Metropolitan Life Insurance i in New York, died in 
July, 1946, 

James E. Hagerty, founder and former dean of the College of Commerc and Administration 
of Ohio State University, died on November 10, 1946. 

Gustav A. Kleene, professor of economics, emeritus,at Trinity College, passed away at his 
summer home in Maine in August, 1946. 

James Gerald Smith, a senior member of the department of economics at Princeton Univer- 
sity, died November 28, 1946. 
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Appointments and Resignations 


Byron R. Abernethy has been appointed associate professor of economics at Western Re- 
serve University. 

Don F. Adams has been appointed instructor in accounting, College of Business Administra- 
tion, University of Georgia. 

D. C. Anderson is serving as part-time assistant in the department of economics, University 
of Tllinois. 

Robert S. Aries is acting as consultant to Baugh and Sons Co., manufacturers of fertilizers 
and chemicals, 

Elizabeth F. Baker is on leave of absence from Barnard College during the spring semester. 

Willis N. Baer is now head of the department of economics and business administration, 
Moravian College for Men, Bethlehem, Pennsylvania. 

Wilmer Baer has been appointed instructor in accounting at the State College of Washing- 
ton, 

Harold A. Baker has been appointed professor of marketing at the School of Business, Eco- 
nomics, and Government of John Carroll University. 

Paul A. Baran, who served with the Office of Strategic Services and with the United States 
Strategic Bombing Survey in Europe and the Pacific, has joined the staff of the Foreign Re- 
search Division of the Federal Reserve Bank of New York. 

Marvin J. Barloon has been appointed professor of economics at Western Reserve Univer- 
sity. 

G. A. Barrett has been appointed acting associate professor of business law at the University 
of North Carolina. 

Eugene R. Beem has been appointed instructor in economics at the University of Pennsyl- 
vania. 

Henry P. Bennet has ‘ass promoted to assistant professor of economics at Washington and 
Jefferson College. 

Oscard D. Beverly, formerly with Arizona State Teachers College, has been appointed as- 
sistant professor of accounting, College of Business Administration, University of Georgia. 

Mary Evelyn Blagg has accepted a position at the University of Mississippi Bureau of Public 
Administration. 

‘J. Russell Boner, formerly with the Office of Price Administration, is now serving as price 
specialist with the Economic and Scientific Section of SCAP in Tokyo. 

Raymond T. Bowman has returned to his position as associate professor of economics at 
the University of Pennsylvania after serving as assistant administrator in the Surplus Property 
Administration. ‘ 

Stanley H. Brewer has been appointed instructor in transportation for the current academic 
year at the University of Washington. 

Howard A. Bridgman is now assistant professor of economics at Tufts College. 

Henry T. Buechel has resumed his position as assistant professor of economics at the Uni- 
versity of Washington. 

Robert D. Calkins has resigned his position as dean of the School of Business of Columbia 
University to become vice-president and director of the General Education Board. 

Allan M. Cartter, Jr. has been appointed instructor in economics at Colgate University 
after service overseas with the U. S. Army. 

Ralph Chances has been appointed instructor in economics at Trinity College. 

Henry C. Chen, research associate at the Econometric Institute, is concurrently teaching at 
the College of the City of New York as instructor in economics. 

C. F. Chizek, associate professor of accounting, School of Business, University of Chicago, 
is now secretary-treasurer of the American Accounting Association. 
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Walter A. Chudson has been appointed to the staff of the Department of Economic Affairs 
of the United Nations. , 

C. L. Cochran has been appointed instructor in economics at the University of North Caro- ` 
lina. 

Thomas C. Cochran, of New York University, has been awarded a grant by the Committee 
on Research in Economic History to aid him in a study of entrepreneurial thoughtin the period 
1840-1890 with special reference to leaders in the railroad industry. 

J. L. Codding is an assistant in accounting in the School of Business Administration at 
Emory University. 

Raymond W. Coleman has resigned from the department of management engineering at 
the Carnegie Institute of Technology to take a position with the Department of Commerce. 

Gerhard Colm has transferred from the Fiscal Division of the Bureau of the Budget to the 
staff of the Council of Economic Advisers. 

Wilfrid H. Crook, formerly with the National Wage Stabilization Board, has been appointed 
professor of economics at Colgate University. 

Randle E. Dahl is now labor economist, Industrial Relations Division, Ford Motor Com- 
pany, Dearborn. 

Ernest Dale has been appointed lecturer in labor relations at the School of Business, Colum- 
bia University, and associate fellow of Jonathan Edwards College, Yale University. 

Paul T. David has resigned as assistant chief, Fiscal Division, Bureau of the Budget, to 
enter the Department of State as representative on the Air Transport Committee of the 
Provisional International Civil Aviation Organization at Montreal. 

James H. Davis will assume duties as instructor in business organization at Ohio State 
University on April 1, 1947. 

John E. Dean, recently separated from the Coast Guard, has been appointed assistant pro- 
fessor of accounting, College of Business Administration, University of Georgia. 

O. K. Dizmang, formerly price economist in the Spokane district of the Office of Price Ad- 
ministration, is now regional economist, War Assets Administration, Spokane. 

Herbert E. Dougall has been appointed professor of finance in the Graduate School of Bugi- 
ness, Stanford University. 

O. E. Draper, on leave in 1945—46 to teach in the American University in Shrivenham and 
Biarritz and to lecture in Frankfort, has resumed his teaching of accounting, College of Eco- 
nomics and Business, University of Washington. 

Lawrence S. Dreiman is serving as chief of the budget section and acting’ chief of the public 
finance branch of the Finance Division, U.S Element, Allied Commission for Austria, in Vienna. 

E. O. Edwards is an assistant in economics at Washington and Jefferson College. 

Otto H. Ehrlich has been appointed assistant professor of economics at the School of Busi- 
ness and Civic Administration of the College of the City of New York. 

Walter L. Eisenberg has been serving as lecturer in economics at Brooklyn College since 
September, 1945. 

Oscar L. Endler has transferred from the War Assets Administration to the Bureau of 
` Reclamation, where he is chief of the national and regional economics section. 

N. H. Engle, of the University of Washington, is serving on the Small Business Committee 
of the Department of Commerce. 

Wilson L. Farman, assistant professor of economics at Colgate University, is now on leave 
of absence to complete his graduate work at the University of Michigan. 

Frank A. Farnsworth, Jr., has been promoted to assistant professor c of economics at Colgate 
University. 

Raymond F. Farwell, Captain in the United States Navy and professor of transportation 
at the University of Washington, has been granted an extension of leave to serve as an Ameri- 
can representative to the conference on revision of the international rules of the nautical road. 

Leon S. Felde, formerly of the Belgian government offices in New York, has accepted a 
position with the United Nations, Economic Department, Transport and Communications 
Division, as senior executive in charge of the research and documentation services. 
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Charles D. Forrest has been appointed assistant professor of marketing in charge of courses 
in advertising in the College of Economics and Business at the University of Washington. 

Delbert R. French is now economist in the Economics and Resources Division of the Bureau 
of Reclamation in Washington. 

John B. Flynn is instructor in economics at the University of Pennsylvania. 

John D. Gaffey has been appointed regional economist in the Los Angeles regional office of 
the Department of Commerce. 

Howard G. Gamser has joined the staff of the National Labor Relations Board, First Regional 
Office, in Boston, 

John M. Gersting has been appointed professor of economics at the School of Business, 
Economics and Government of John Carroll University. 

Frank Goodwin, formerly of Washington College, has been appointed associate professor of 
economics at the University of Florida. 

Roman S. Gorski is assistant professor of finance and business administration at the Asso- 
ciated Colleges of Upper New York, Sampson, New York. 

Amor Gosfield is instructor in economics at the University of Pennsylvania. 

Frank H. Hamack has returned from teaching in the American University in Shrivenham 
and Biarritz and lecturing in Frankfort to take up duties as teacher of secretarial courses at 
the University of Washington. 

Russell A. Headley is an instructor in the department of economics of the University of 
Pennsylvania. 

Arleigh P. Hess, Jr., is instructor in economics at the University of Pennsylvania. 

William T. Hicks, formerly with the United States Department of Agriculture, has been ap- 
pointed professor of marketing and director of the Bureau of Business Research, College of 
Business Administration, University of Georgia. 

Dan A. Hill has been appointed lecturer in business administration at the School of Business, 
Economics, and Government of John Carroll University. 

A. M. Hillhouse has resumed his position as associate professor of public finance at the 
University of Cincinnati after serving as budget director of the National Housing Agency and 
as public finance specialist with Military Government in England, France and Austria. 

J. Weldon Hoot, associate professor of economics, University of Pennsylvania, has been ap- 
pointed director of the graduate division of the Wharton School of Finance and Commerce, 
University of Pennsylvania. 

William S. Hopkins, formerly of Stanford University, has been appointed professor of labor 
economics and director of the Institute of Industrial Relations, University of Washington. 

John Ise, of the University of Kansas, will teach in the 1947 summer session of the Univer- 
sity of New Mexico. 

Neil H. Jacoby, professor of finance, School of Business, University of Chicago, has been 
elected secretary-treasurer of the American Finance Association. 

W. E. Jennings has been eppointed associate professor and head of the department of 
secretarial studies, College of Business Administration, University of Georgia. 

Vernon H. Jensen has joined the staff of the New York State School of Industrial and Labor 
Relations, Cornell University. 

Robert E. Johnson has resigned as director of the Civilian Production Administration’s 
Office of Economic Review and Analysis and has returned to his position as economist with 
the American Telephone and Telegraph Company. 

R. C. Journey, formerly with the Office of Price Administration, has been appointed assist- 
ant professor of economics at Washington and Jefferson College. 

Everett M. Kassalow has resigned his position as research associate in the Research and 
Education Department of the Congress of Industrial Organizations, to take a position as 
director of research for the United Rubber Workers, in Akron, Ohio. 

William F. Kennedy has been appointed assistant professor of economics at the University of 
California, Santa Barbara College. 
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Marshall D. Ketchum, associate professor of finance, School of Business, University of 
Chicago, has been appointed editor of the Journal of Finance. 

William C. Kessler has been promoted to associate professor of economics at Colgate Uni- - 
versity. 

Paul L: Kleinsorge, formerly chairman of the Tenth Regional Wage Stabilization Board, 
has been appointed acting associate professor of economics at Stanford University. 

Maurice W. Lee, formerly executive assistant to the administrator of the Office of Price 
Administration, has been appointed dean of the Schoo] of Business Administration and head 
of the department of economics at the State College of Washington. 

William S. Lennon is instructor in economics at Washington and Jefferson College. 

Sar Levitan has left the research staff of the Veterans Administration to accept a position 
as resident head of the economics department at Sampson College. 

W. Bruce Lockling has been granted an extension of leave by the University of Washington 
to continue his work as staff assistant in the European Theater on the overall problems of 
refugees and displaced persons. : 

David Lusher, who was earlier reported as having accepted an appointment at Stanford 
University, has resigned this appointment to remain with the Federal Housing Administration. 

James W. Martin, director of the University of Kentucky Bureau of Business, is part-time 
research director for the Virginia Interim Public Service Tax Study Committee. 

Edward S. Mason, of the Graduate School of Arts and Sciences of Harvard University, has 
been awarded the Medal of Freedom by the War Department for his services during the war. 

Leonard G. Mathy has been promoted from instructor to assisant professor in the College 
of Economics and Business, University of Washington. 

Lawrence P. McGrath, formerly of Catholic University, has been appointed associate pro- 
fessor of finance, College of Business Administration, University of Georgia. 

John A. McGuire, formerly with the Office of Price Administration, has been appointed 
acting assistant professor of economics and business administration at the College of Wiliam 
and Mary. 

Glenn E. McLaughlin is chief of the Economics and Resources Division of the Bureau of 
Reclamation in Washington. 

Wiliam H. McPherson, formerly of Oberlin College, has accepted a professorship in the’ 
Institute of Labor and Industrial Relations at the University of Ilinois. 

Jorge Mendez is teaching at the National University of Columbia in Bogotá. 

Jaroslav V. Monik, who is lecturer in economics at the University of Prague during the 
current year, is to organize a new office of international economics while there. 

H. W. Moorhouse, formerly with the Department of Agriculture, has been appointed visiting 
professor of economics and assistant director of the Bureau of Business Research, College of 
Business Administration, University of Georgia. 

Robert M. Musselman is serving as lecturer in accounting at the University of Virginia, 

Dorothy M. Netzer has been appointed instructor in economics in the commerce department 
of Loyola University, Chicago. 

John H. Nixon has resigned as chief economist of the lumber branch of the Office of Price 
Administration to enter the Graduate School of Harvard University. 

Michael O’Connor, recently separated from the Navy with the rank of Lieutenant Com- 
mander, has been appointed associate professor of economics in the College of Business Ad- 
ministration, University of Georgia. 

John Pagani, of Santa Clara University, is serving as lecturer in economics at Stanford 
University during the current year. 

Beulah L. Pardue has accepted a position with the Virginia Public Service Tax Study Com- 
mittee, an interim agency of the state General Assembly. 
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R. F. Patterson, professor of government at the University of South Dakota, has succeeded 
E. 5. Sparks as dean of the School of Business at that institution. 

Elmer Pendell has joined the faculty of the School of Commerce of Baldwin-Wallace College. 

Clyde W. Phelps, of the University of Southern California, has been elected editor-in-chief 
of the Journal of Marketing. . 

Howard S. Piquet, formerly with the U. S, Tariff Commission and the Office of War Mobili- 
zation and Reconversion, is now with the Legislative Reference Service of the Library of 
Congress as special adviser on international economic relations, a post provided for by the 
recently enacted LaFollette-Monroney Congressional Reorganization Act. 

A. Neal Potter is instructor in economics at Carnegie Institute of Technology. 

Porter Raley has accepted a position on the research staff of the University of Kentucky 
Bureau of Business Research. 

Henry Reining has returned to the faculty of the School of Public Administration of the 
University of Southern California. 

Roy S. Roberts, who has been with the Bureau of Agricultural Economics of the Department 
of Agriculture several years, has taken a position with the Social Security Administration. 

Frank J. Robinson, formerly statistics supervisor of the Sperry Corporation, has been ap- 
pointed assistant professor of management in the College of Economics and Business, Univer- 
sity of Washington. 

John S. Rosebery has been appointed instructor in economics at the University of Pennsyl- 
vania. 

Armand P. Ruderman, formerly research associate with the Harvard Committee on Re- 
search in the Social Sciences, has been appointed instructor in economics at Colgate University. 

Frederick 'N. Sass is jnstructor in economics at the University of Pennsylvania. 

Anthony L. Saucetta has been appointed instructor of economics at Western Reserve Uni- 
versity. . 

Raymond J. Saulnier will be on leave of absence from Barnard College during the academic 
year 1947-48. ` 

Robert E. Schoenberg, formerly Lieutenant, Army Air Forces, has been appointed instructor 
in economics at Colgate University. 

Gregor Sebba has been appointed associate professor of economics in the College of Business 
Administration, University of Georgia. 

Joel Seidman has resigned as assistant director of the Field Division, National Labor Rela- 
tions Board, to join the staff of the University of Chicago as assistant professor of the social 
sciences. 

Samuel A. Silver has been appointed assistant professor of economics, College of Business 
Administration, University of Georgia, 

Floyd R. Simpson has been promoted from assistant professor to associate professor of 
ecnomics at the University of Washington. 

Howard R. Smith, formerly with the Office of Defense Transportation and the Bureau of 
the Budget, has been appointed associate professor of economics, College of Business Ad- 
ministration, University of Georgia. 

Joseph J. Spengler, professor of economics and director of graduate studies at Duke Uni- 
versity, has been elected president of the Southern Economic Association for the current year. 
Ge F. Stettler has been appointed instructor in the department of economics, University of 

nois. 

Norman R. Stocker has been appointed instructor in economics at Marygrove College. 

James H. Street is instructor in economics at the University of Pennsylvania. 

Edward D. W. Spingarn has resigned as assistant professor of economics at Trinity College 
to accept a position with the International Monetary Fund. 
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Richard K. Stuart has been appointed instructor in economics at the University of Pennsyl- 
vania. 

George J. Stigler, professor of economics at Brown University, taught a graduate course in 
economics at Columbia University during the first semester of the current academic year. 
en L. Stokes has been appointed associate professor of economics at Pennsylvania State 

llege. 

Theodore A. Sumberg has resigned as an economist of the Federal Reserve Bank of New 
York to continue his studies at the New School of Social Research. He has been awarded a 
fellowship by the Social Science Research Council. 

Leland E. Traywick has been appointed assistant professor of economics at Western Reserve 
University. 

Kenneth L. Trefftzs, associate professor of finance in the College of Commerce of the Uni- 
versity of Southern California, has been appointed head of the department of finance. 

Ralph D. Turlington has been appointed instructor in marketing and statistics at the 
University of Florida. 

John G. Turnbull is a member of the staff of the department of economics at Massachusetts 
Institute of Technology instead of Tufts College, as was reported previously. 

Rutledge Vining has been appointed to a professorship in the department of economics at 
the University of Virginia. 

John Weed is an instructor in the department of accounting, of Ohio State University. 

Laurence H. Walker has been appointed assistant professor of economics, College of Business 
Administration, University of Georgia. 

Geneva R. Watkins has been appointed instructor i in secretarial studies, College of Business 
Administration, University of Georgia. 

Sidney Wertimer is instructor in economics at the University of Pennsylvania. , 

Wiliam O. Weyforth, who was granted leave of absence to serve with the War Manpower 
Commission in Maryland as assistant director, has resumed his duties at the Johns Hopkins 
University. 

Lawrence Witt, formerly agricultural economist with the Orfice of Foreign Agricultural 
Relations of the Department of Agriculture, has been appointed associate professor of agricul- 
tural economics at Michigan State College. 

Donald H. Wollett, formerly at the University of Indiana, is now assistant professor of 
business law at the University of Washington. 

Ralph A. Young has resigned a professorship of economics at the University of Pennsylvania 
to become assistant director of research, Federal Reserve System, Washington, D.C. 

C. Ralph Youngblood has been appointed assistant professor of economics, College of 
Business Administration, University of Georgia. . 

Dean A. Worcester, formerly of the University of Georgia, is now assistant professor of 
economics at the University of Wahington. 
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IRVING FISHER” 


entieth President of the American Economic Association, 1918 





-Irving Fisher, son of a Congregational minister, was born at Saugerties, 
_ New York, February 27, 1867. He died April 29, 1947, in New York City, 
-shortly after a testimonial dinner was given in honor of his eightieth 

birthday. He was graduated from Yale in 1888 and in 1891 he received 
his Ph.D, Thereafter he studied at Berlin and Paris, and upon his return — 
to Yale served as tutor of mathematics and later associate professor in that 


-subject before becoming professor of political economy in 1898. He was 


~ emeritus professor from 1935 until his death. He was active as director, | 
- chairman, or president of numerous academic, welfare, and business 


` organizations and public commissions. He served as President of the. 


_ American Association for Labor Legislation, 1915-17, of the American | 
me sociation, 1918, the Econometric Society, 1931-33, and the 
in Statistical Association, 1932, His presidential address, presented 
- Richmond meeting of the American Economic Association, was 
entitled, “Economists in Public Service.” Professor Fisher won fame in - 
many li 













s of endeavor. He was perhaps most widely known for his advo- 








ion, prohibition, world peace, free trade, mathematics, and statistics. 
s author of numerous books on mathematics and economics, among . 
_ the most significant of which are: Theory of Value and Prices, 1892; In- 
_ finitesimal Calculus, 1898; Nature of Capital and Income, 1906; Principles 

of Economics, 1910; Purchasing Power of Money, 1911; Making of Index 
. Numbers, 1922; Theory of Interest, 1930; Stable Money, 1934. 


-servat 








A memorial for Irving Fisher will be published in the September, 1947, American 
Economic Review. 






Number 20 of a series of photographs of past presidents of the Association. 


: he stabilized dollar and managed currency theories, but other 
contributions were made in the fields of eugenics, ethnology, health, con- 
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THE DISEQUILIBRIUM SYSTEM* 
. ` By J. Ky GALBRAÙTH 


“During the second World War the, United States, partly by im- 
' provisation, partly by plan; developed a system for mobilizing economic 
resources that, by commonly accepted standards of perférmance, proved 
~” highly satisfactory. The American.system was not unique; in its major 
_ contours it resembled that of the other belligerents which were forced 
to make an abrupt conversion from a largely unplanned to a largely’ 
planned utilization of resources.’ This paper, somewhat in the tradition 
of market theory, idealizes. the system that was so devised.and examines 
its central features. It also uses this model to’ explore, the special function 
.of price control.! - 
. ‘The form ‘of wartime organization dport by the United States, 
and with variations by the other major belligerents with the exception 
of Russia and China, I have termed the Disequilibrium System. Under 
this system the incentives and compulsions of an unplanned economy 
were supplemented or supplanted by three new forces for determining 
economic behavior. These were: (1) a more or less comprehensive system 
of direct- control over the employment of economic resources; (2) a 
nearly universal control over prices, and (3) an aggregate of money 
demand substantially in excess of the available supply of goods and serv- 
ices. Because it was a distinctive and pervasive feature of the system 
(not an unfortunate or evil by-product), I have used this disequilibrium 
* The author, formerly deputy administrator of the Office of Price Administration, is & 
member of the board of editors of Fortune magazine. A preliminary version of this paper was 
read before the Fifty-Ninth Annual Meeting of the American Economic Association in Atlantic 
City, January, 1947. 
1In æ companion article “Reflections on Price Control,” Quart. Jour. Econ., Vol. LX, 
No. 4 (Aug. 1946),. pp. 475-89, I have advanced certain arguments, especially as to the 
effectiveness of price control in imperfect markets, which this paper assumes. I should like 
to be clear that I do not justify this exercise on what are commonly called “practical grounds.” 
Very possibly we have seen the last mobilization in what may one day be called the clas- 
sical or World War II manner. Atomic energy applied to war must surely be labor-saving 
by any applicable calculus of Jabor-productivity and, in the largest degree, capital-sav- 
ing as well. If a small input of resources will accomplish massive cum total destruction, full 
mobilization is superfluous. However, I have no stomach for such morbid speculation. I do 


argue that wartime mobilization, because it presents an essentially simple problem of means 
and ends, offers a rewarding opportunity for theoretical discussion. 
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of demand and supply to name the system as a whole. To these three 
determinants might be added a fourth which, although supplementary, ` 
represented the area of the greatest wartime failure. That is an effective 

system of rationing to reinforce ptice control'in those markets that ap- 
proximate conditions of pure competition. 

The next few pages relate each of the above-listed determinants to the 
_system as a whole. The latter half of the paper returns to the special. 
function of price control. I assume throughout that the objective is to © 
attain maximum resource employment at maximum efficiency, to get the 
psychologically optimal allocation of resources between military and 
civilian use and to distribute the former between different kinds of pro- 
‘duction, present and future, in accordance with a given but not static 
plan. These ends should, if possible, be so served that the way is open 
for eventual restoration of prewar property rights and status and the 
- normal functional mechanics of the economy. This conservative objec- 
tive is presumably secondary for, during the last war, allof the major - 
belligerents avowed the doctrine of total war although none, again with . 
the possible exception of Russia, followed it in practice. E 


: - . II 

‘The role of direct controls in the system can be readily established. ` 
For regulating the use.of resources, the available choice is between the- 
income incentives and compulsions of the market, and authority. Mar- 
ket incentives are incapable of producing the comprehensive transfers 
in resource employment that any considerable mobilization requires. - 
An effort by the government to monopolize steel supply must neces- - 
sarily be defeated by the inelasticity of demand for steel by some 
` private buyers. So with other resources. Needless to add, the response 
` to market incentives is uncertain and sellers in imperfect markets who 
‘take a comprehensive view of their position do not seek to maximize 
profits at any given point of time. For this reason they will not willingly 
accept a government order, even though it is immediately more profit- 
able than any alternative, if it promises to impair their long-run position - 
in the market. The automobile industry, in late 1941 and early 1942, 
was displaying normal market behavior in preferring manufacture of ” 
automobiles to tanks o or aircrafteven assuming the latter netted higher 
returns. 

All this holds whether or not there is price control. Although for 
purely practical reasons the introduction of a comprehensive’ system of 
price control probably precludes the use of market incentives on a large 
scale, it actually makes possible their use within limits. With price con- 
- trol it becomes possible to create and mainiatn a differential return for 

favored industries. l 

With this very- brief. comment I take leave of direct controls. This 
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summary dismissal does not mean that I consider them either unimpor- 
tant or easy to employ. They are neither. But my concern is with other as- 
pects of the system. 


Til 


The indispensability of direct controls, though conceded with reluc- 
tance in some quarters, seems not to have been questioned by economists. 
This was not so with the other two instruments. As always, one must be 
cautious in reporting the views of his professional colleagues, but I am 
fairly certain that before the war most economists would have rejected 
general price control as an instrument of wartime organization. Having 
done so they (quite correctly) would have looked upon an excess of de- 
mand over supply as an evil that would eliminate itself in the further 
evil of progressive inflation. 

Price control, i.e., general price control, was rejected because it was 
believed to be unworkable—it was felt that it would quickly succumb to 
the underlying disequilibrium that suggested its use. Standard peda- 
gogy bad emphasized this conclusion, quite literally, for generations. 
Therefore if prices were to be kept reasonably stable, aggregate demand 
had to be kept equal or approximately equal to supply. None of this 
ruled out partial equilibrium solutions, via price control and rationing, 
for commodities and perhaps services that were in especially short 
supply or particularly exaggerated demand. However, the only generally 
recognized alternative to a rigorous control of demand (through curbing 
increases in income and its reduction by taxation, forced saving and like 
means) was successive positions of equilibrium corresponding to the in- 
creases in demand or curtailment of supply—in a word, inflation. It was 
assumed, and I have no doubt correctly, that inflation would have dis- 

organized and frustrated the direct controls, made orderly scheduling 
and procurement difficult or impossible, and resulted in the euthanasia 
of a whole group of property rights. Since this was unacceptable, all 
cards were placed on the control of demand and the maintenance of an 
initial position of equilibrium.? 


IV 


The Disequilibrium System in the United States was the fortuitous 
progeny of two miscalculations. The first miscalculation was a great 
overestimate of the technical efficiency of controls over income and of 


2 Certainly the most widely read and quite possibly the most influential prescription for war- 
time stabilization was that of Keynes. He summarized what is, in all essentials, the foregoing 
view as follows: “It has been argued here that the only way to escape inflation is to withdraw 
from the market, either by taxation or by deferment, an adequate proportion of consumer’s 
purchasing power, so there is no longer an irresistible force impelling prices upward.” He added 
that “some measure of rationing and price control should play a part in our general scheme and 
might be a valuable adjunct to our main proposal” (Italics added). How to Pay for the War 
(London, 1940), p. 51. 
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their political feasibility. The second and offsetting error was an equally 
great underestimate of the efficiency of price control. In the spring of 
1942 prices were rising steadily and neither the Treasury nor Congress 
were contemplating taxation or other fiscal controls on a scale that 
seemed sufficient to check the advance. Partly to gain time, partly as a 
tactical move to force action by the Treasury and Congress, and partly 
because it was the only available answer to an insistent demand for ac- 
tion, the General Maximum Price Regulation was issued. While there 
was some thin ground for hope in the prior experience of Germany and 
Canada, those responsible were far from comfortable about a step that, 
in so many respects, seemed so contrary to precept.® The regulation did, 
however, demonstrate the efficacy of price control gua price control 
over a wide range of markets.‘ This meant stable or comparatively 
stable prices could coexist with a substantial surplus of demand. 
The surplus of demand, in turn, both promoted and facilitated the 
. mobilization of resources. The aims of wartime industrial mobilization 
I have defined as bringing all possible resources into efficient use and 
their planned allotment to military and civilian use and between pres- 
ent and future production. The allocation and reallocation of resources 
by authority presents no problem in principle and the practical problem, 
as the wartime experience showed, though difficult is not insuperable. 
It is not clear, however, that direct controls are similarly effective for 
ordering normally unused resources, especially labor, into the market. 
Yet the mobilization of unused labor power is the most important 
single requirement for an increase in national output. Such a mobiliza- 
tion was accomplished in the United States with apparent success and 
with but limited resort to authority. While one needs to be wary of such 
comparisons, the experience of the United States seems to have com- 
pared not too unfavorably with that of England, which used a combina- 
tion of authority and incentives, and very favorably with Germany, — 
which relied heavily on authority.® 


3 This was especially true of the early stages of work on the regulation. As the weeks passed 
and more and more problems were clarified and more and more details worked out, there was 
some tendency to become more optimistic. The Statement of Considerations, nevertheless, 
carried a heart-felt warning that it would not work unless strong steps were taken to restore 
and maintain equilibrium at the then ruling prices. 2 

4 Cf. “Reflections on Price Control,” op. cH., pp. 476-78. 

5 The increase in male (native) German workers between 1939 and 1943 did not exceed the 
natural rate of increase. The number of women. gainfully employed actually declined in the 
early years of the war and although it was higher by a few hundred thousand at the end of the 
war, the proportion of all women in gainful employment did not increase. In the early part of 
the war there was still some doctrinal objection to use of women in factory work but this had 
been subordinated to expediency by 1943 or 1944 and the government was actively trying to 
get women into industry. Cf. Effects of Strategic Bombing on the German War Economy (Wash- 
ington, U. S. Strategic Bombing Survey, 1945), pp. 29 et seg. 
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The first contribution of excess demand was ‘to provide a taker for 
anyone who offered’ his services. Frictional unemployment was elimi- 
nated by providing a market adjacent to every worker.’ But what may 
be called the. passive contribution of excess demand in combination 
with price control, in particular the kind of wage policy they allowed, 
was more important. This can best be seen by contrasting what was 
possible under the Disequilibrium System with what could have been 
done had it been necessary to maintain a given position of equilibrium. 

To maintain equilibrium would require, as noted, energetic measures 
to restrain the expansion of incomes. Since ex hypothesi prices would be 
stable, hourly rates would not be under undue pressure. But other con- 
tributions to income would have to be watched with care. Overtime and 
doubletime would be dangerous. So would payments (usually at inflated 
productivity rates) to new arrivals in the labor market. So would pay- 
ments under incentive schemes. Yet these inducements to labor power 
at the margin were of the utmost importance for the expansion of out- 
put that occurred; a recent estimate attributes approximately half of 


the real increase in Gross National Product between 1940 and 1944 to `’ 


individuals not normally in the labor market and to the increase in the 
average work week.’ It seems entirely reasonable to argue that much of 
this increase occurred because the Disequilibrium System made it .pos- 
sible to advance the price of marginal labor power with almost complete 
disregard for fiscal consequences. 

-It was likewise possible to reward the marginal entrepreneur—the 
inefficient old one or the inexperienced newcomer—with a similar neg- 
lect of fiscal effects. The relation of taxes to incentives could also be 
largely elided. Had taxes during the war approached the rates necessary 
for equilibrium at prewar prices, their relation to incentives would cer- 
tainly have become a major problem. 

To refocus the discussion slightly, excess demand during the war was 
the counterpart of a buffer of unemployed resources, especially unem- 
ployed workers—the buffer tbat is necessary for price stability in the 
absence of price control. If markets are uncontrolled, any near approach | 
to full employment of normally employed workers must lead to advances 
of prices (readily increased under conditions of imperfect competition . 


* A consideration which led the CED economists to urge the maintenance of an excess of 
demand (and price control), in the early reconversion period. Cf. Jobs and Markets, Research 
Study for the Committee for Econ. Development (New York, McGraw-Hill, 1946). 

1 America’s Needs and Resources (New York, Twentieth Century Fund, 1947), p. 13. The 
estimates, admittedly crude, attribute 48 per cent of the real increase from 1940 to 1944 to in- 
creased hours and “emergency” workers, 26 per cent to absorption of unemployed, 13 per cent 
to normal increase in the working force, and the rest to increased productivity. Some of the 
latter can be attributed to the shift from low- to high-efficiency employment encouraged by 
high take-home pay. 
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in a strong iak followed by increases in wages and so forth in a con- 
tinuing cycle. (Wages can as well be considered the initiating factor in 


_ . this cycle as prices.) This process, which the last few months have made 
_unpleasantly familiar, can occur even when there is no excess demand 


and quite possibly while substantial numbers—perhaps.some millions— 
are unemployed.* A mirage now being chased through the early peace 


3 . isthat a stable equilibrium is possible with full employment when there 


is bilateral monopoly in the factor markets and parallel monopoly 
power in the product markets. The Disequilibrium System represented a 
simple adaptation of present-day capitalism to the wartime require- 
ment that all resources must be employed and under conditions of.ap- 
proximately stable prices and costs. i 


V 


-The indulgent Providence that (so far) has protected the United 
States, was especially kind in bringing it into the Disequilibrium System 
with a prior faith in the idea of'maintaining equilibrium of aggregate 
demand and supply at a ruling price. For, to the extent that there was a 


`- sense of guilt in allowing demand to exceed supply, there. was a motive 


for keeping the excess of demand as small as possible.® That was fortu- 


- nate for clearly an excess of demand is only advantageous or even toler- 


able within limits. It is of utmost importance for- understanding the 
Disequilibrium System to know what determines this margin of toler- 


` ance. 


XN 


. The counterpart of the current excess of aggregate demand is, of ' 


. . course, an equivalent volume of current saving. The explanation of the 


high actual volume of current savings during the war is complex and in’ ~ 
considerable measure conjectural. Without doubt, patriotic compulsions . 
reinforced by Treasury propaganda and. community pressure affected 


-the average propensity to save by individuals whose-income was not 
changed. For those whose income was increasing, a low (marginal) 


propensity to consume may be assumed. But -it would seem clear 
that the proximate cause of much, if not most, of the increased saving 
was price control. At a minimum, this associated a variety of inconven-. 


- -iences with spending money. At a maximum, through shortages, it re- 
moved a large number of the accustomed objects of consumption. The , 


normal choice between specific objects of consumption and saving could - 
not be exercised. Individuals who had no intention of saving became 
involuntary holders of cash or its equivalent. The a aaa inheres 


- 3 Cf. Paul A. Samuelson, Econometrica (July, 1946), p. 191. 


* It is interesting and perhaps significant of the increasing appreciation of the nature of the 
system that this sense of guilt diminished as the war years passed. Observe how interest in 
the “Inflationary Gap” had diminished by the end of the war. : ; 
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in the circumstance that, in the absence of price control and attendant’ 
shortages, they would have spent their income for the given supply of 
goods and in so doing would have established equilibrium at a higher 
price level. 

For individuals who are exercising a normal choice between saving 
and consumption—who are equating the marginal utility of money to 
spend with that of money to save—there is no new problem of incen- 
tives. For those who may loosely be termed involuntary savers, incen- 
tives are of first-rate importance. It may be assumed that the marginal 
utility of money for this group will show a tendency to fall as the pro- 
portion of savings to total income increases or, secularly, if a given 
(high) proportion of saving is continued over a long period. When for 
either or a combination of these reasons it falls to the point where there 
is a general withdrawal of marginal labor effort it may be said that the 
margin of tolerance in the Disequilibrium System has been exhausted. 

It seems unlikely that in the United States during the war any such 
point was reached or even approached. There is the happy circumstance 
that within the memory of present generations the dollar has not gone 
through hyperinflation. There was no general expectation of a col- 
lapse of values as a result of military defeat. Moreover, throughout the 
war there was a strong conviction that current high employment and 
income was merely an interlude between depressions. This elasticity of 
expectations, to use Professor Lange’s term,” was reinforced by manu- 
facturers who promised a flood of inexpensive and elegantly streamlined . 
goods after the war and by the Treasury with its rediscovery of the 
sovereign virtues of thrift. Perhaps most important of all, consumption 
after savings was high—for most workers higher than before the war.. 
Had there been a sharp reduction in current consumption, workers might 
well have revised their attitude toward acquiring and holding dollars, 
the redundancy of which would be a matter of day-to-day observation. 

Nevertheless at some point had the ratio of savings to income be- 
come too high or had at a given ratio continued too long, incentives 
would have been weakened. An admirable arrangement for, in effect, 
getting current work in return for a promise of future consumption 
would have disintegrated. Workers, equating the marginal disutility of - 
labor effort with diminishing marginal utility of income for saving, 
would, in the absence of strong patriotic compulsions, have abandoned 
overtime and Sunday work and marginal workers would have with- 

1 Tt has been suggested to me that since this group did hold cash balances, the term “forced 
equilibrium” would be preferable to “disequilibrium.” This, I judge to be a matter of taste; I 
have opted for the shorter term and the implied notion that equilibrium is more meaningful, 


in this context, as a description of the market relationships that would have obtained in the 
absence of price control. 


1 Price Flexibility and Employment (Bloomington, Principia Press, 1944). 
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drawn from the market rather than add to their stock of savings. A good 
-thing would have been overdone. 
Its large margin of tolerance must be counted one of the major 
sinews of American wartime strength in interesting contrast with Ger- 
‘many where the margin would appear to have been decidedly thin. 


. Because of the inflation of the mark in the ’twenties the accumulation 


_ of cash.balances was clearly a less attractive alternative to spending for 
Germans than for Americans. It may be doubted if many Germans 


supposed, even if they won the war, that Hitler would permit them to. 


` enjoy a lush, secure peace; from 1943 on, there was a strong under- 
current of feeling that Germany would lose the war. In the United 
States the principal (although it will be apparent that I now believe 
quite mistaken) reason for restraining the expansion of demand was to 
protect the price controls. In Germany price and rationing controls were 
perfectly secure—they even survived combat and the fantastic dis- 
organization that followed—and there was no serious black market. 


Partly for this reason and partly, no doubt, because they were calloused — 
practitioners of financial heterodoxy, the German leaders seem not to 


have been greatly worried over the expansion of demand. 

As a result money was not a highly effective incentive in Germany 
during the war and its value diminished as the years passed. Women, as 
have noted, were not attracted by employment opportunities in indus- 

‘try; indeed a good many seem to have withdrawn from gainful employ- 


`> ment when they got substitute income in the form of servicemen’s 


allowances. There was also a fairly clear tendency for entrepreneurs, 
especially from 1943 on, to use available opportunities to divert mate- 
rials into unneeded plant or inventories instead of converting them into 
end-products which, when sold, would only increase their cash balances. 
Contemporary Germany presents an interesting picture of a-country 
- that has completely exhausted its margin of tolerance and where the 
Disequilibrium System is in the final stages of disintegration. Price con- 
trol is still effective and is supplemented by an efficient rationing system 
and the black market is still fairly small. A large part of the middle class 
and many workers either have all of the marks they need or can acquire 
them with a few days’ work each week—sometimes without working at 
all. Money, #.¢., money to save, is no longer an incentive; it requires no 
hedonistic calculus to establish the unwisdom of exchanging scarce 


energy for redundant marks. It has all been reduced to a simple di a 


in n physiology that most Germans have solved. 


VI 
. If my interpretation of the Disequilibrium System is admitted, then 
` price control in this system must be administered with two ends in view. 


x` 
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Its first, and rather obvious aim, is to forestall the movement of prices 
to equilibrium at higher (and successively higher) price levels in accord- 
ance with the current (excess) demand. It must also be administered: © 
with a view to restraining the expansion of demand. which, I have . 
argued, would at some point undermine incentives and destroy the sys-: 
tem. This is the more subtle task of the price-fixer—to use his instrument 
to protect the margin of tolerance in the Disequilibrium System. 

One formula that would serve both ends would be to allow no price ~ 
increases whatever. When the General Maximum Price Regulation was 
issued in the spring of 1942—I again identify the beginning of the Dis- 
equilibrium System with the issuance of this order—a flat prohibition . 
on price increases was proclaimed and reiterated in the subsequent 
“hold-the-line” orders of October, 1942, and May, 1943. In fact, no 
such formula was possible. Apart from the important circumstance that 
many costs were left uncontrolled by the first two orders, it meant that 
all kinds of accidental and often bizarre cost-price relationships would 
be perpetuated indefinitely. Some of these would be positively damag- 
ing to production; almost none could be defended at the bar of public or 
Congressional opinion. 

Nor was any such formula necessary. It is clear, in retrospect at least, 
that-there.can be ‘considerable flexibility in the administration of price 
contro] in the Disequilibrium System, the amount depending in each 
case on the derived effects of the price increase. This latter will be differ- 
ent in each of three broad (although not mutually exclusive) categories 
of goods and services. The three categories may be labelled Labor and 
Wage Goods, Non-Wage Civilian Goods, and War Goods. 

The allowable flexibility is least in the case of wages and wage goods— 
although individual adjustments are not precluded, the system requires 
that these be firmly anchored. A general advance in wage rates, even 
though absorbed out of profits, will use up part of the margin of toler- 
ance if, as may reasonably be assumed, the marginal propensity to con- 
sume from wage income substantially exceeds that from profit income. 
Or such an advance will force a general readjustment of prices which, 
if repeated at intervals, will have a similar effect to movement to a new 
equilibrium. Stability in the price of wage goods—commodities and 
services that absorb a large proportion of wage income—is equally 
necessary to forestall resulting demands for wage rate advances. The ` 


2 I am reasonably certain that few, if any, of the economists associated with price control 
believed such a formula to be workable. Prior to the isstiance of the General Maximum Price 
Regulation there was, however, deep concern lest the requests for price adjustments swamp 
the still limited administrative capacities of the agency. Hence, it seemed desirable to announce 
a policy that would keep requests for relief to a minimum. In a series of speeches in the summer 
of 1942, I proclaimed the immutability of the ceilings established by GMPR with more vigor 
than I find it pleasant to recall. 


fy 
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. relationships here, including the tendency toward interacting wage and 


price increases, are familiar and since I have no novelties to add, I will 
not dwell on them further. 

Control of wages and prices of wage goods is the central strategy’ of 
price control in the Disequilibrium System. By contrast, control of non- 
wage civilian goods, though necessary, is partly a matter of tactics.” 
Higher prices in this area do not, as with increases in the prices of wage 
goods, lead inevitably to demands for general wage increases. The in- 
creased income of sellers does not necessarily trench on the margin of 
tolerance; depending on the shape of the consumption functions of the 
affected groups, their. increased income may be partially, wholly, or 
more than offset by the reduction of the spendable funds of others. 

In practice, however, the direct controls are not likely to be suff- 
ciently comprehensive or enforceable to keep these higher incomes from 
being used successfully as an inducement to labor or other resources to 
enter the non-wage civilian goods industries. Price control is therefore 
necessary to buttress the direct controls. Moreover, serious questions of 
equity and precedent are involved. As a consequence of high profits, 
wage levels in these industries would be under pressure; to the extent 
that wage controls in this area were relaxed or circumvented as a result, 
this would be a precedent for increases elsewhere. The higher profits of 
producers of non-wage civilian goods would also be a point. of reference 
for producers of wage goods in their demands for price increases. At 


‘ most, the subsidiary or defensive character of price control for non-wage 


civilian goods suggests only that it need not be as meticulous or as rigor- 
ous as for wage goods.“ 


For war goods, #.e., end products, capital goods, components or mate- ` 


rials monopolized or largely monopolized by military employment, 
price control is, in principle, unnecessary. The monoposony of the pro- 
curement authority,” especially when supplemented by actual or moral 


“power to requisition, is an adequate substitute for price control. Nor 


need the pricing standards of the procurement authority conform to 


uI have established this awkwardly titled category to avoid using the term “luxuries” 
which in common usage denotes beer, gasoline for pleasure-driving, and other commodities 
that enter generally i into the worker’s budget. Wartime experience showed that price increases 
for such items in face of fixed incomes can have the same effect on wage demands as, in- 
creases in the price of “essentials,” 

This category of goods exists, in considerable measure, because of incomplete mobilization. 


\ It was a distinctive feature of price control in Great Britain that regulation of non-wage 


` . civilian goods was either loose or non-existent. This I believe accorded more closely with prin- 


ciple than practice in the United States or Canada. But it was possible in part because the 
British controls over resources were a good deal tighter, in part because more thorough-going 
mobilization of resources had reduced the importance of this class of goods and in part, it may 
be assumed, because a sharper stratification of consumption provided more opportunity for 
discriminating between different classes of goods. 


15 I assume, of course, unified, #.¢., non-competitive procurement. 
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those of the price control authority. Differentially. higher prices for . 
military goods has no obvious repercussion on the price of wage goods; 
higher profits and a tendency to upgrade wage rates in this area (unlike 
similar action for non-war non-wage goods) may even be beneficial. 
This expansion of income does, to be sure, cut into the margin of toler- 
ance. But the margin can properly be used for incentives in this area. 
There are limits, however. Unnecessarily high profits for war goods 
producers—profits above incentive levels—would unstabilize wage 
controls and unnecessarily high wages or profits would become a point 
of referencé for entrepreneurs and workers in other fields who are seek- 
ing higher prices. 

In practice, some price control for war goods is also necessary. The 
three categories of goods and services which I have established are not 
exclusive and price control is necessary for those war goods which also 
enter civilian consumption. The wartime experience also showed that 
it was convenient to fix prices of commodities like copper and steel 
which, although largely monopolized for war purposes, lie several stages 
removed from finished products. However, this is a procedural detail. 
Had the Office of Price Administration not controlled the prices of 
(say) non-ferrous metals, the government would have speedily been 
forced to undertake some sort of bulk procurement as it did, for exam- 
ple, for rubber. The results—certainly for such a commodity as lumber 
——might have been neater. 

VE 

During the course of the war, price control came increasingly to con- . 
form with the principles which, with the aid of hindsight, one can now 
identify as fundamental in the Disequilibrium System. The develop- 
ment was evolutionary in the sense that the final structure was in- 
fluenced less by an effort to build to an overall design than by a series of 
individual decisions each influenced by at least some of the same con- 
siderations that would bear on any effort to design a total system.® 

The special importance of wage goods was recognized from the ear- 
liest days of price control although in 1941 and 1942 they shared priority 


16 The tendency for the two processes to achieve the same result is an interesting aspect of 
government policy-making—perhaps it is what makes government possible. As an example of 
how individual or microscopic decisions, when fully resolved on their merits, conform to a mi- 
croscopic pattern, I think of the problem of price controls on certain kinds of non-wage civilian 
goods. Nearly all of OPA’s critics, at one time or another, attacked these controls—for some 
reason ceilings on fur coats inspired them to special anger. On several occasions I found my- 
self contending with new colleagues (and once with a new administrator) who were enthusiastic 
about dropping price control on fur coats, When they saw that this action would put a premium 
on high-priced coat manufacture, would draw materials (“trim”) away from cheaper lines, 
they soon reversed themselves. In doing so they adopted a position entirely consistent with a 
broad theoretical pattern for allocating resources and equalizing incentives. Of the existence 
of any such theoretical pattern they were totally unaware. 
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” with steel, copper, and other materials in strong wartime demand. Dur- 
ing the first year of the Disequilibrium System a set of unruly circum- 
stances made controls over food and clothing the least effective of the 
regulations, The already half-forgotten Section 3. of the Emergency 
Price Control Act made it necessary to exempt wholesale prices of a 
considerable range of farm products from regulation because they had 
not reached the statutory minimum of 110 per cent of parity. In the 
autumn of 1942, Congress removed the extra 10 per cent handicap but 
prices still had to be adjusted to the upward drift of the parity index. 
Moreover, regulations had to be approved by the Department of Agri- 
culture—a process that almost invariably involved concessions to the 
inflationary bias of some members of that department. Finally, the OPA 
though comparatively well organized for control of prices of industrial 
-raw materials was still ill equipped in 1942 for the immensely more com- 
plex task of regulating food and clothing prices. Just as the task was 
undertaken, the staff that had been built up for controlling food prices 
was decimated by the demands of the new rationing organization. 
- By June of 1943, however, control over wage goods had come to con- 
form closely with principle. The great battles of the spring of 1943 were 
perhaps the Stalingrad of OPA; when the battle smoke blew away, the 
principle of using subsidies as an alternative to necessary or politically 
inevitable price increases had been established. So had the classification 
of retail outlets and the establishment of firm dollars and cents prices 
for the consumer to watch. Although the effort to associate price with 
quality standards was a disastrous abortion, in the next two years the 
Bureau of Labor Statistics index of cost of food at retail did not rise at 
all; it had risen thirty-six points in the two years before. 
, _ Acase could perhaps be made that non-war and non-wage goods were 
_ too rigorously controlled by OPA. In the earliest stages of planning the 
General Maximum Price Regulation it was proposed that these items 
be exempt from control—the first draft proposal limited the general 


ceiling to wage goods, or “bread and butter” items as they were dubbed 


at the time. In the beginning such a selective regulation had the sup- 
port of a substantial majority of the policy-making officials of the 
agency. After a series of meetings, held daily for nearly a month in the 
winter of 1942, opinion gradually shifted to favor an inclusive regulation. 
It probably remained the sense of those meetings that non-wage civil- 
ian goods would be kept under somewhat milder restraint than wage 
goods. However, in the early-months of the GMPR the proclaimed for- 
‘mula of allowing no price increases had the effect of making all items 
subject to an equally scrupulous control. There was also some fear that 
-an easy-going policy for non-wage civilian goods would create a legal or 
. moral precedent for similar standards for wage goods. Finally, there 
had always been a strong conviction (or at least a strong theology) 


` 
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hes 


among members of the OPA staff that price stability and inflation were 
indivisible. According to this doctrine a price increase for almost any 

item could start an “inflationary spiral.” While it is doubtful if many of ` 
the economists in the agency held this view, it had a powerful influence © 
on price policy. l 

In retrospect a more liberal price sites for non-wage civilian goods 
might have been desirable. Quite possibly some sort of margin control 
would have been sufficient; certainly a provision for automatic adjust- 
ment of hardship would have been tolerable. By reducing the strain on- 
OPA’s always over-taxed administrative resources, it might have made 

the price-fixer’s life a little happier and therefore a little longer than it 
was. 

For war goods it is evident that the wartime experience conformed 
closely to my standards.: The Emergency Price Control Act itself made 
no distinction between munitions and civilian goods—when the War ` 
and Navy Departments sought, at one stage in deliberations on the bill . 
to limit the administrator’s authority to price finished armament, they 
were ordered by President Roosevelt to desist. In the winter.and spring 
of 1942, maximum prices were established by formula for a considerable 
range of components and sub-assemblies used in finished armaments. 
While, by supplementary regulation, finished armaments, components 
and sub-assemblies were excluded from the General Maximum Price 
Regulation, plans were made in the summer of 1942 to place formula ` 
ceilings on prices of air frames and tanks. The principal objective of 
these measures, however, was wage control, At the time no effective 
steps had been taken toward wage stabilization and it was hoped that 
these regulations would limit wage increases by making the granting of ; 
wage concessions by arms manufacturers less painless than it was. 

During the course of that summer the Undersecretaries of War and 
Navy sought to have all war goods “without a civilian counterpart” 
excluded from price control. Partly because of this pressure and partly 
because wage stabilization came into being, the OPA abandoned the 
field. By present standards this was a happy withdrawal; it saved the 
agency from a complex and unrewarding task and one that, in principle, 
was unnecessary! 17 


11 The withdrawal was s not entirely voluntary but it was undoubtedly related to a growing 
appreciation of the system of war mobilization of which price control was a part. For some 
months prior to the agreement with the War and Navy: Department I had been growing in- 
cteasingly uneasy about efforts to control the prices of war goods. I was influenced partly by 
the fear of the blood-spattered criticism we would experience did it ever appear that price con- 
trols were delaying the production of arms but I also had begun to doubt that control in this 
field had any close bearing on the problem of inflation. Mr. Henderson, although formally com- 
mitted to the use of price controls in this area, had, I believe, more than passing sympathy for. 
this view. In any case the agency did not press its jurisdiction over these goods with anything 
like normal vigor. ` 
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VII 


I have sided that in the United States the main reason iat being 
concerned over the excess of demand was fear that it would break down 
the price controls. These fears were misplaced. The main concern should 
have been over the effect on incentives for there is no determinate point 
at which a properly conceived system of price control will be destroyed 
by an excess of. demand. 

By a properly conceived system of price control, I mean one that is- 
adapted to the markets which it seeks to control. For imperfect markets, 
in particular for oligopoly, this means only price regulations that are 
carefully tailored to the market structure. In such markets, as I have 
elsewhere argued in some detail,’ price-fixing as such presents no prob- 
lem of principle and the war experience came close to showing that such 
markets are not the exception but very nearly the rule. The designing 
of price regulations to fit the structure of such markets, and their en- 
forcement, was OPA’s ablest piece of craftmanship.!® 

Price control under conditions of excess demand in markets that ap- 
proximate pure competition must be supplemented by rationing. In spite i 
of brilliant initial successes, this was the area of most dismal failure in 
the operation of the Disequilibrium System. 

From the earliest days of OPA, indispensability of rationing as @ sup- 
plement to price control was fully recognized by the economists asso- 
` ciated with the enterprise—a fact that is hardly surprising in view of the 

generally unsanguine attitude toward price control. In the accidental 
` pattern of such events, I was associated with and in a measure sponsored 
the efforts to have administration of price control and rationing asso- 
ciated, and these efforts were justified and pressed on grounds of the 
economic necessities of the case. As a result, a clause was inserted in the 
- original charter of the Office of Price Administration and Civilian Sup- 
ply (OPACS) giving it authority to make “consumer allocations.”™ 
When this authority was later lost to the Supply Priorities and Alloca- 
tions Board (SPAB), responsibility for rationing rubber tires was ob- 
tained from the dying Office of Production Management because it 
seemed certain that whatever agency rationed tires would eventually 
have responsibility for rationing other commodities. 

The early rationing programs were ably conceived and executed—a 
good case could be made that the rationing of meats, canned goods, and 
fuel were among the outstanding administrative achievements of the 
war. Meat rationing, in particular, showed ‘the idisponsapiiiy of 


18 “Reflections on Price Control,” op. cit., p. 479 of seg. 

13 An achievement, in very large measure, of the very talented legal staff of the agency. 

#0 A euphemism invented at the time because it was feared that the word rationing had an 
unacceptable connotation of scarcity and distress. 

2 These are the views of a well-situated onlooker. Credit for this achievement belongs to 


r m 
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rationing for price control for it quickly brought Guise to ates that 
price control, ex-rationing, had reduced to near-chaos. The lesson: was’ 
fully observed in the OPA. ; 

Yet, -as the result of a remarkable combination of baa politics and © 


malignant stupidity, this fine beginning was abandoned in favor of hel: - : 


ter-skelter distribution at fixed prices. The result was a breakdown of 
price controls in these markets—the classic breakdown that under- 
graduates are expected to foretell. The Office of Price Administration 
was not entirely blameless in this debacle. For a brief period there was 
a disposition by some policy-makers to look upon rationing not as essen- 
tial for'price control but as an unhappy by-product of price regulation. 
However, the honors for this piece of destruction rest with the com- : 
modity czars who shared responsibility with OPA for the rationing 
programs and with the Department of Agriculture. The breakdown 
‘began with the development of the novel doctrine that increased rations 
would be popular with the American people even though supplies were 
not available to meet them. The “honoring of ration tickets” had been 
regarded, by those who designed the system, as the sine qua non of suc- 
cessful administration. When this principle was breached the popular 
basis for rationing disappeared. The consumer was no longer assured of 
her aliquot share in what was available and the admittedly cumbersome 
machinery required for effective rationing became not only burdensome 
but superfluous. The integrity and even the usefulness of the rationing 
system having been destroyed, the easy next step was to urge or order 
the abandonment of all rationing controls. This sealed the fate of price- 
control in the competitive markets.and in large measure the fate of price 
control as a whole. The final attack on OPA last summer was enor- 
mously facilitated by the manifest breakdown of price regulation in com- ` 
petitive markets, especially in the markets for livestock and- meat.” 


IX 


Although I have no doubt that price-fixers will always cite the com- 
paratively modest advances in prices during the war years in their own 
defense, it will be clear by now that my analysis substitutes a different 
yardstick. That standard is the performance of the system of war mo- 
bilization as a whole—the system of which price control was merely one 


Professor Paul M. O'Leary a among others, to his lieutenants, Harold Rowe, Joel Dean, 
Richard G. Gettell, Thomas Harris, and Charles Phillips. 

% In December of 1942, I suggested to the “Price School” of OPA that we had come to the 
point where, in some measure, price contro] “passes out of the hands-of the price department, 
and into the hands of the rationing department,” Iam sure this view was fairly generally held 
at the time, 

2 For a penetrating and important history of the attack on rationing from within the Execu- 
tive see Paul M. O'Leary, Am. Pol, Sci. Rev., Vol. XX XTX, No. 6 (Dec., 1945), pp. 1089-1106. 
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` part. The directly relevant indexes are those of production rather than ` 
of price. By these standards the wartime record of price control—or 
rather of the system of which it was a part—must be counted a good 
one. By some combination of accident and design—the blend will never 
be known—the United States equipped itself with a wartime economic 
organization which, for that war at least, proved wonderfully good. 
Although the system, by all outward evidence, fulfilled its wartime 
objectives, itis interesting that it failed badly in the subsidiary conserv- 
ative aim of effecting a smooth return of the economy to the status 
quo ante. I cannot think, however, that this failure was necessary. It 
was taken for granted during the war years that the disestablishment 
of the Disequilibrium System would have to be gradual. Although it is 
worth noticing that price controls did survive for nearly a year after 
V-J day—a very important twelve months—the system had been weak- 
ened and unbalanced by the premature liquidation of the controls over 
resources. The rational course would surely have been to keep both 
price control and the supporting controls over distribution until equilib- 
rium had been more nearly restored and to avoid the disorganization 
in the labor market and the inflation of;the last year. It is hard to sup- 
pose that anyone who sensed the mood of the country could have be- 
lieved there was danger that these controls would become permanent. It 
is difficult also to suppose that anyone could take seriously the idle talk 
that price and production controls were inhibiting production when a 
freshman would have observed (first) that more stringent: controls had 
but recently coincided with the largest expansion in national product in 
history and (second) that the economy was currently in a state of full 
or more than full employment. One finds it strange that this disorgani- 
zation was invited by conservatives. The gods must muse at the reck- 
lessness with which American capitalism is abused ‘by its most vocal 
defenders. j 
One final point. In this paper I have illustrated points of theory, in 
the main, from. the early years of the war. This is proper for it was then 
that the basic pattern of control was being formed. I do not want to 
imply for a moment that I consider these early achievements more dis- 
tinguished or more difficult than later ones. In the case of OPA, specifi- 
cally, Iam sure it was a happy decision of President Roosevelt’s to launch 
the agency under the leadership of such an imaginative and courageous 
economist and public servant as Leon Henderson. But perhaps the really 
thankless task of the war was that assumed by the public-spirited 
businessmen who took over the going concern, took on its highly vocal , 
opponents and protected and developed it for three difficult years.” 


% Perhaps the most distinguished public servants of all were those who remained with the 
agency through both regimes. 


GUARANTEED WAGES 


By Werner Hocewatp* 


Wage guarantee plans have become part of the current quest for 
income security, and some of their theoretical aspects have recently 
been discussed in the economic journals.! This paper will attempt to 
explore some further implications of the trend toward more rigid labor 
cost in a collective bargaining economy where public policy has to de- 
fine the bargaining unit most likely to harmonize short-run pressures 
for security with the long-run forces of dynamic equilibrium. In Section 
I the economic effects of wage guarantees are discussed; in Section IL 
various proposals to’encourage the introduction of guarantee plans are 
examined; and in Section MHI some tentative conclusions are offered. 


I. Economic Effects 


When the freedom of entrepreneurial decision to decrease fatter input 
in the short run is limited, the most obvious economic effect of a wage 
guarantee is the shift ae variable to fixed labor cost. This shift is of 
course but one manifestation of growing rigidities in the factor market 
at a time when the quest for security has become a powerful economic 
motive through all levels of society. It therefore appears expedient to. 
discuss the economic effects of wage guarantees in two steps. First, we 
shall consider guarantees which do essentially no more than formalize 
already existing limitations on entrepreneurial freedom. Second, we 
shall analyze plans which would materially add to present cost rigidities. 


1. Guarantees Which Formalize Already Prevailing Cost Rigsdities 


Formal wage guarantees are not now and never have been prevalent _ 
in the American economy. Yet while formal plans are uncommon, most 


* The author is assistant professor of economics at Washington University. 

1 Rita Ricardo, “Annual Wage Guarantee Plans,” Am. Econ. Rev., Vol. XXXV, No. 5 (Dec., 
1945), pp. 870-90; and Wassily Leontief, “The Pure Theory of the ‘Guaranteed Annual Wage 
Contract,” Jour. Pal. Econ., Vol. LIV, No. 1 (Feb., 1946), pp. 76-79, 

3 The fragmentary experience with formal wage guarantee plans has been described in a num- 
ber of recent articles. For select references, see Laura Thompson (compilet), The Guaranteed 
Annual Wage and Other Proposals for Steadying the Workers’ Income (Washington, U. S. Dept. 
of Labor, 1945). A comprehensive survey of various agreements has been summarized in Bull. 
828 of the U. S. Bureau of Labor Statistics, Guaranteed-Employment and Annual-Wage Provi- 
sions in Union Agreements (Washington, 1945), For a study made by the National Industrial 
Conference Board, see F. Beatrice Brower, “Guaranteed-Wage Plans in Practice,” Conference 
Board Management Record, Vol. VIO (1946), pp. 101-105. ` 

An excellent account of past experience and present attitudes has been given by Edwin E. 
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executives? and supervisors, many office and ‘professional employees, 

-~ older production workers, and key employees generally now enjoy a 
considerable measure of job security. The formal wage guarantee then 

“js often only a more caréful and more definite statement of managerial | 

. -policy adopted in any case by most companies which remain in existence - 
for some period of time. A large majority of the successful guarantee 
plans is of just this type, a fact to be expected as long as competitive 
pressures prevent any individual company from accepting a radically 
different cost pattern.* 

Formal wage guarantees are based either on an attempt to regularize 
-the actual work schedules beyond-what has been customary in the in- 
dustry, or simply on the principle of averaging wage payments through 

busy and dull periods, or both. In the latter case, loan and savings plans 
serve somewhat the same purpose as formal wage guarantees. Under 
competitive conditions, all plans must include limitations to be prac- 
‘tical. These limitations may take different forms. As to coverage, even 
in stable industries the guarantee can be extended only to permanent 
employees, with the practical effect that formal plans may only rephrase 
already existing seniority protection. As to time, few plans extend be-- 
yond one year, while many companies guarantee less than fifty-two 
- weeks’ pay. As to total liability, the guarantee may be suspended in any 


Witte, “Steadying the Worker’s Income,” Harvard Bus. Rev., Vol. XXIV (1946), pp. 306-25 
For another general discussion, see “Annnal Wage Plans in the United States,” Internat. Lab 
Rev., Vol. LII (1946), pp. 49-58. Management’s approach has been presented by Joseph L, 
Snider, ““Management’s Approach to the Annual Wage,” Harvard Bus. Rev., Vol. XXIV 
(1946), pp. 326-38. The three most publicized plans, those of Geo. A. Hormel and Co., Nunn- 
Bush Shoe Co., and Procter and Gamble Co., have been described by Jack Chernick and - 
George C. Hellickson, Guaranteed Annual Wages (Minneapolis, 1945). 

More information is to be expected from the Guaranteed Wage Study sponsored by the 
U. S. Office of War Mobilization and Reconversion. This study was initiated by President 
Roosevelt in March, 1945, following a recommendation of the National War Labor Board “for 
a thorough inquiry into guaranteed wage plans and the possibility of their future development 
in American industries as an aid in the stabilization of employment and the regularization of 
production.” An Interim Report of the Guaranteed Wage Study, published by the Office of War 
Mobilization and Reconversion on November 21, 1946, presenta findings to date, and makes 
certain specific recommendations to encourage the introduction of guarantee plans. 

3 On the stability of executive salaries throughout the depression, see John C. Baker, Execu- 
tive Salaries and Bonus Plans (New York, 1938). 

1 Cost figures presented in the Interim Report of the Guaranteed Wage Study, worked out for 
six establishments over a-five-year period with fluctuations in employment volume comparable 
to the years 1937-41, show that average annual costs, for the five-year period, of guaranteeing 

“ continuous full-time pay to substantially all employees would have ranged from 1.3 per cent 
of payrolls for a paper company to 20 per cent in a steel company. The relatively low eddi- 
tional cost burden of formal wage guarantees appears to be due, in some cases, to the fact that 
labor costs are already fixed to a remarkable degree. 

- E The much publicized plans of Hormel, Nunn-Bush, and Procter and Gamble provide well- 
known illustrations. . 
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year after payments for time not worked reach a certain percentage 
of the guaranteed annual pay roll,’ in which case the guarantee has the 
practical effect of a dismissal wage. Total liability is also limited where 
the guarantee is definéd in proportion to the value of output.” Another 
most important safeguard is the retention of managerial freedom to shift 
workers between different jobs-or departments, thus keeping costs vari- 
able as to individual jobs and departments though they may become 
fixed for the firm as a whole.® Finally, a so-called. guarantee often 
amounts merely to a statement of the company’s policy to maintain a 
certain degree of wage or employment regularity, without legal compul- 
sion, though in a growing number of recent cases the guarantee has be- 
come part of a formal union agreement. 

While these limited guarantees do not entail any wide shifts in the 
prevailing cost structure of the typical firm, they do change to some 
extent input-output relationships. For the individual firm and worker, 
perhaps the most obvious effect is a reduction of labor turnover, the 
same or slightly larger fixed total payroll now spent on a steadier labor 
force, which in turn is likely to mean improved labor relations and higher 
labor productivity. It is true, of course, that additional security may 
also encourage laxity and lead to a general lowering of morale, but the | 
experience with annual wage plans indicates that workers have usually 
- responded favorably to well-defined and -administered guarantees.. The 
formal recognition of input rigidities, therefore, may actually decrease 
rather than increase unit cost. This favorable effect will materialize to 
an even larger extent where wage guarantees are based not on the mere 
averaging of pay checks but the actual stabilization of work schedules, 
enforcing a better utilization of the general overhead and thus leading 
to an all-round reduction of total unit cost. 

The public, of course, is benefited by any higher labor productivity 
and lower unit cost to the extent that these economies are passed on to 
the final consumer. In addition, more regular incomes to the workers 
may result in a favorable shift of the propensity to consume,’ irregular 
incomes encouraging spending habits which accentuate cyclical fluctua- 

è This proviso protects firms subject to wide cyclical fluctuations; it has been recommended 
in the Interim Report of the Guaranised Wage Study. : 

1 Illustrated by the “share-the- production” plan of the Nunn-Bush Shoe Company. a 

8 Geo. A. Hormel and Co. has developed three methods to make transfers effective. First, an 
“extra gang” of new employees is set up from which helpi is drawn as it is needed seasonally i in 
various departments. Second, various workers receive special training to enable them to 
move out of their regular department and take over some other production function. Third, 


additional equipment is provided to permit each department to perform more than one opera- 
tion. _ 


°? The favorable effects of the annual wage plan of Geo. A. Hormel and Co. on the city of 
Austin, Minnesota, have been described by Jack Chernick, Economic Effects of Steady Em- 
ployment and Earnings (Minneapolis, 1942). 
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tion. Finally, the more definite security, which makes for more pro- . 
ductive workers, may also act as an independent source of “psychic ` 
income” for the employees who are encouraged to develop a feeling of 
“really belonging” to their community and trade. Yet while all these 
advantages may be granted, and the general desirability. of wage stabil- 
. ization schemes on the part of individual employers readily accepted, 
the question remains whether more far-reaching shifts in the cost struc- 
ture of American industry, as contemplated by recent union demands!’ 
in contrast to the limited guarantees thus far discussed," will accrue to 
the public interest. 


2. Guarantees Which Add to Prevailing Cost Rigidities 


The economic effects of a wage guarantee which increases appreciably 
the fixed labor costs of the individual business unit will again be analyzed 
in two steps. Under (a) we shall consider the impact of a shift from vari- 
able to fixed labor cost on the individual firm. Under (b), the complex 
effects on the aggregate economy of a drift towards more rigid labor costs 
will be briefly studied. 

_ (a) For the individual firm, thè most important and most ahe 
result of growing cost rigidities is a shift in the “optimum scale of enter- 
_ prise.” With larger and larger investments in relatively fixed agents 
. necessitated by institutional changes in the labor market, the range of 
decreasing unit costs widens for the firm, and the optimum point of out- 
put is shifting to the right on the conventional cost-output diagram. 
This trend toward “big business,” initiated by cost considerations, is 
-intensified by the growth of uncertainty which results from the employ- 
ment of relatively fixed agents. Long-run commitments in the purchase 
of fixed agents presuppose a longer planning period, a wider “‘horizon’”? 
of the individual firm, which in turn increases uncertainty and the tend- 
éncy to protect profit expectations through demand manipulation or 
product diversification. Demand manipulation implies the growth of 
selling costs and all other aspects of monopolistic competition, an at- 
tempt to adjust demand to fixed resources rather than to adjust re- 
resources to a shifting demand. Product diversification permits more 
10 In 1943 and 1944, in dispute cases certified for settlement to the National War Labor 
Board, the large CIO unions demanded guarantees of a full year’s employment for not less than 
40 hours per week, at wartime wage rates, for all employees on the seniority lists.. These de- 


mands inspired the Presidential request for the Guaranteed Wage Study referred to above; see 
footnote 2. 

The fundamental differences between the few widely publicized plans of individual] em- 
ployers in relatively stable consumer goods industries and the recent demands for industry- 
wide guarantees in capital goods industries subject to wide cyclical fluctuations have already 
been emphasized by Rita Ricardo, op. cit., pp. 885-86. 

n This terminology has been suggested and defined by Jan Tinbergen, “The Notions of Hori- 
zon and Expectancy in Dynamic Economics,” Econometrica, Vol. I (1933), p. 247.° 
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efficient utilization of fixed agents, making costs which are fixed for the 
firm as a whole variable for individual operations and products. Both 
demand manipulation and product diversification are likely to restrict 
opportunities for new firms and to increase the optimum size of the 
typical business unit. Finally, only the relatively large firm appears able 
to cope with certain administrative problems of the guaranteed wage, 
especially where fixed labor costs call for the substitution of former out- 
side pressures towards efficiency by new internal incentives and oppor- 
tunities for promotion—in short, a carefully devised system of personnel 
administration. 

(b) For the aggregate economy, the result of growing cost rigidities 
defies any simple analysis. If we could accept some standard of perfect 
or pure competition as our test of relevancy, we should view, of course, 
with great alarm all the monopolistic interferences with resource alloca- 
tion which are likely to follow from the shift toward fixed labor cost. 
But any such approach presupposes that a more flexible cost pattern 
would actually lead to a more efficient resource allocation; it presup- 
poses that labor cost rigidities are a cause rather than the effect of re- 
source immobility in the labor market; to put it still differently, it pre- 
supposes identity of cost to the private firm with cost to the community, 
identity of individual and social cost. Yet such assumption appears un- 
justified for even where labor costs are variable for the individual firm, 
they still may be fixed for the community at large as long as the worker 
is unable or unwilling to accept other employment. Resource mobility, ` 
therefore, may be determined by prevailing community attitudes and 
opportunities, whether these input-rigidities find expression in the insti- 
tutional pattern of business costs or not, and the extent to which labor 
cost rigidities actually interfere with or encourage the most “efficient”’ 
resource allocation will depend on the extent to which they adequately 
reflect the ultimate community choice between economic security and 

“progress.” 

Any such search for standards of reference to test the adequacy of 
institutional cost patterns involves a discussion of factor divisibility, 
asit determines the status of resources in the market and their opportu- 
nity cost, and thus raises the most profound problems of social organi- 
zation. For the purposes of this paper, however, we shall ignore these. 
broader implications by stipulating as given a growing quest for secur- 
ity in the labor market, and by further limiting our discussion to the 
case of most obvious resource misallocation, the case of unemployment. 
The question then reduces itself to an examination of some proximate 
relationships between fixed business cost of labor input and certain 
types of unemployment, like casual, cyclical, frictional, seasonal, and | 
structural maladjustments. It is realized, of course, that any such 
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classification of employment patterns presents a serious oversimplifica- 

tion, but it is hoped that it may prove ‘helpful to establish at least some 

crude and preliminary tests whether the shift toward fixed labor cost 
will have favorable or harmful effects on the aggregate economy. 

. In any attempt to stabilize those employment relations which are 
“usually described as casual two quite distinct cases can be observed.’ 
First, there is the worker whose employment is casual because his pro- 
ductivity islow, the marginal worker. Here, any enforced wage guarantee 
is likely to discourage the hiring of new workers whose long-run pro- 
ductivity is doubtful and therefore to discourage employment. The 
attempt to fix marginal labor cost and thus to bar short-run marginal 
adjustments is likely to have disproportionately heavy repercussions on 
profit expectations.” Second, there is the quite different case of an entire 
industry characterized by casual employment patterns, illustrated by 
the building trades and the hiring methods for longshoremen. Here, 
“decasualization” of the industry through introduction of fixed labor 
cost holds great promise for a more efficient utilization of resources - 
which are permanently attached to the trade though only intermittently 

_ employed. Such “decasualization” would conceivably transform a 
large labor pool into a smaller, more regularly employed labor force, 
leading some of the casual workers to look for more productive employ- 
ment opportunities. elsewhere and thus actually encouraging’ resource 
mobility; it would imply great changes i in the competitive structure of 
the industry and the optimum size of the typical firm, though larger 
business units, in these conditions, may actually increase rather than 

- decrease competitive pressures through technological improvements.¥4 

Proponents of wage guarantees expect them to “provide substantial 
continuity of income to employees even in industries having marked 
sensitivity to cyclical factors.’ Yet where cyclical unemployment is due. 
to price maladjustments between different industries and resources, — 
any attempt ‘to introduce new cost rigidities is likely to accentuate 
rather than to remedy the fundamental causes of business fluctuations. 
While job security may encourage steadier consumption patterns, any - 
favorable shift in the propensity to consume will have much more bene- 
ficial effects on aggregate demand and employment if it is brought about 

13 There is general agreement that any sound wage guarantee must be limited to permanent 
employees. The more difficult question is tofind a satisfactory line of demarcation; the very pur- 
pose of a wage guarantee is, of course, to make g permanent of a casual employee. 
` A brief description of wage guarantees in the building trades has been given by Chernick 
and Hellickson, op. ct#., pp. 66-75. 


15 Quoted from “Principal Conclusions” of the Tatari Report of. the Guaranteed Wage Study. 
. See footnote 2, 

16 For a fuller discussion of the. purchasing power argument, see Rita Ricardo, op. cit., pp. 
885-90. Also Oscar Lange, Price Flexibility and Employment (Bloomington, 1944), and espe- 
cially Milton Friedman, “Lange on Price Flexibility and Employment,” Am. Econ. Rev., Vol. 
XXXVI, No. 4, Pt. 1 (Sept., 1946), pp. 613-31. 
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by methods which have a less immediate relation to business cost, In- 


come security measures other than the guaranteed wage appear there- > 


fore preferable in all situations where the major concern is an attack on 
cyclical unemployment.” 

Cost rigidities are likely to increase rather aes decrease frictional - 
unemployment, especially whenever costs are fixed close to the margin 
and therefore discourage marginal adjustments. Idle resources, in those 
circumstances, will find it more difficult to find new employers. Any | 
attempt to overcome frictional unemployment must obviously be con- - 
cerned with encouraging rather than discouraging resource mobility 
between different firms, through employment exchanges and, more 
fundamentally, new employment opportunities. Dismissal wages or 
severance pay, as a contribution to moving and retraining expense, may | 
offer a more satisfactory method of allocating the social cost of frictional 
unemployment and resource mobility to individual: business units. _ 
Certain types of limited wage guarantees may have the practical effect 
of severance pay. 

Wage guarantees have to make their most important contribution to 
employment stabilization in the case of seasonal fluctuations where 
resources are attached to the industry but only intermittently employed, 
thus representing a special case of casual employment patterns. Here, ` 
the trend toward fixed labor cost is likely to have few adverse effects on 
the community, but will encourage the more efficient utilization. of 
factors which are underemployed, converting again, like in the case of 
“casual” industries, a stagnant labor pool into a—possibly smaller— 
active labor force. As a matter of fact, most successful experiments 
with wage guarantees, at least thus far, have been based on efforts to 
mitigate seasonal irregularities in production schedules, as illustrated 
by the Procter and Gamble Company, manufacturing soap and shorten- 
ing, Geo. A. Hormel and Company for meat pacrine) and the Nunn- 
Bush Shoe Company.!® 
_ Perhaps the greatest difficulties arise in an E to appraise 
the effect of cost rigidities on structural unemployment where whole 
industries or regions undergo fundamental shifts in their production or 
demand functions. To the extent that wage guarantees convert a stag- 
nant labor pool into a smaller active labor force, they may encourage . 
the outward migration of redundant resources and thus contribute to 
resource mobility between industries or regions. Yet fixed labor cost 
may also raise new barriers to interindustry mobility of workers and thus 

‘accentuate structural maladjustments. There is great danger that the 
1 Experience shows a high mortality of wage guarantees in durable goods industries with a 
marked sensitivity to cyclical fluctuations; see Brower, op. cit., p. 103. 


48 The relative success of wage guarantees in perishable consumer goods industries subject 
to seasonal fluctuations—as contrasted with durable goods manufacturing sensitive to oo 7 
disturbancea—is confirmed by many case studies; see Brower, op. che, p. 103. 
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quest for security inspires measures which defeat their very objective, 

_ keeping resources in industries whose ultimate decline the community - 
cannot and will not prevent, without providing that direction in em- 
ployment placement which must be given to and accepted by the work- 
ers to avoid any undue rigidity in the industrial distribution of the labor 
force.” 

The economic effects of guaranteed wages on the aggregate economy, - 
then, depend on the extent to which the resultant business cost structure 
will conform or interfere with “economical” resource allocation, where 
“economical” is defined by the ultimate community choice between 
security and change. In cases of cyclical, frictional, or structural un- 
employment, the trend toward cost rigidities is likely to defeat its very 
purpose of increasing income security, and public policy recommenda- 
tions with respect to the guaranteed wage can therefore be tested by 
establishing some crude categories of employment patterns to which 
they are applied. To this task we shall now turn. 


Il. Public Policy 


Under competitive conditions, as indicated before, wage guarantees 
~ of the individual employer cannot go far beyond the formalization of al- 
ready prevailing cost rigidities. Public policy has to decide how far 
existing market pressures should be eased or shifted to encourage or 
enforce more far-reaching changes of the business cost structure. Some 
of these shifts in market pressures will occur almost imperceptibly, in- 
dustry adjusting itself to new community attitudes in an effort to culti- 
vate good “public relations.” Others will result from more conscious 
attempts on the part of government to introduce new competitive pat- 
terns. In the latter case, two different approaches are possible. First, | 
the government may provide for guaranteed employment through gen- 
eral compulsory legislation or some general incentives, compensating 
employers for labor cost rigidities by other concessions, e.g., tax privi- 
leges. Second, the government may redefine collective bargaining prac- 
tices and rights in the factor market. Regarding the first approach, we 
shall limit our discussion to a brief consideration of the recommenda- 
tions made in the Interim Report of the Guaranteed Wage Study.® The 
remainder of this section will be devoted to an examination of collective 
bargaining in its relation to wage guarantees. 


1. General Incentives 


General incentives recommended to encourage the introduction of 
wage guarantees again take different forms, but all have in common : 


1 For a discussion of these problems against the background of British experience, see 
Gertrude Williams, The Price of Soctal Security (New York, 1944). 


#9 See footnote 2. 
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some special inducement to outweigh the competitive disadvantage of 
rigid labor cost. This inducement may consist of (a) tax privileges, (b) 
special subsidies, or (c) exemption from other labor standards, eg., 
overtime. 

(a) Tax privileges for employers refer to either the tax base or tax 
rates as applied to firms granting to their workers certain prescribed 
minimum wage guarantees. A shift in the éax base is implied in the recom- 
mendation to classify contributions to trust funds for wage guarantees 
as allowable expenses under the income-tax laws. Such proposal, in its 
practical effects, would permit the carry-back of business losses incurred - 
as the result of guarantee plans, and therefore would contribute to the 
generally sought objective of lengthening the accounting period for 
the computation of the income-tax base. Keeping in mind, however, 
the great difficulty of distinguishing between desirable and harmful 
effects of wage guarantees on the aggregate economy, any more general . 
provision for the averaging of profit and loss in different years would 
appear preferable to the hazard of deliberate discrimination among’ 
business reserves and policies. 

Lower tax rates for employers with a favorable employment record 
have been applied through experience rating in unemployment compen- 
sation. Here again, the difficulty of establishing a clear relationship be- 
tween individual business policies and the causes of unemployment has 
been given as an argument against tax incentives. But if this argu- 
ment is accepted, the whole system of financing unemployment benefits 
through employer contributions appears of doubtful merit, and as long 
as the present scheme is retained, therefore, some differential advantage 
obtained as a result of favorable experience rating offers almost the only 
justification for payroll taxes. The problem remains, of course, that un- 
employment benefits are now paid to two quite distinct categories of 
workers. Some claimants remain attached to their firm or industry and,. 
as casual or seasonal workers, should be, at least partly, maintained by 
their former employer. Other workers, suffering from cyclical, frictional 
or structural unemployment, should be encouraged to move, and their 
cost of maintenance allocated to different sources. It is this dual func- 
tion of unemployment compensation, as it operates at present, that 
makes it so difficult to find any satisfactory place for experience rating, 
and a solution is likely to be found only through a more definite recog- 
nition of the distinct Eat patterns the system must be designed 
to serve. 

(b) Special gains to guaranteeing employers are implied in the 
proposal to pay supplementary unemployment compensation to workers 
who receive guarantee payments.” Claimants awaiting recall by their 

21 “Principal Conclusions” of the Interim Report of the Guaranteed Wage Study. 
8 Loc. Cit. 
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. former employer are now paid unemployment benefits in many states, 
‘though such workers. are hardly “available” in the labor market.” This 
practice only highlights the dual function of unemployment compensa- 
tion and the urgent need of functional differentiation for purposes of 
fund raising as well as benefit administration. With benefits paid to 

. workers who remain attached to “their” firm, the temptation grows to 

use general funds for subsidizing individual payrolls, hindering rather 

_ than promoting the stabilization of actual production schedules. Any 

such practice greatly strengthens the case for experience rating or even- 

more effective differential tax advantages to employers whose workers _ 

- do not use unemployment trust funds as a payroll subsidy; it also 

argues against the liberalization of benefits which are possibly used to 

perpetuate stagnant labor pools rather than to facilitate- resource 

- mobility.*4 

(c) Exemption from other labor standards, to compensate for the cost 


«°. burden of a wage guarantee, is illustrated by attempts to free guarantee- 


ing employers from the obligation of having to pay overtime premium ` 
. rates for all work in excess of 40 hours per week.” At present, the Fair 
Labor Standards Act” grants such exemption to employers who guar- 
- antee 2,080 hours of employment per year, the equivalent of 40 hours 
per week for 52 weeks. There is a general agreement that this require- . 
. ment is too strict to promote the wider adoption of wage guarantees, 
' especially in industries where the regular hourly rate of pay is already 
high to make up for intermittent employment. By March, 1944, only 57 
firms had availed themselves of the exemption by filing their union con- 
tracts containing such guarantees with the Wage and Hour Administra- 
tion.” The desirability of liberalizing these exemptions. depends again 
on the rationale of overtime: To the extent that overtime penalty rates 
encourage regular production schedules and a more economical utiliza- - 
tion of fixed resources, the standard work-week should be safeguarded. 
On the other hand, a low standard work-week established mainly for 
‘the purpose of ‘ ‘spreading the work” among a redundant labor supply . 
should es to wage guarantees, 


% For a survey of prevailing administrative practice, see Olga S. Halsey, “Claimants Await- f 
ing Recall—Their Special Problems of Availability and Suitability of Work,” Social Security 
Bull., Vol. IX, No. 10 (Oct., 1946), pp. 8-15. 


- “The importance of functional differentiation in unemployment compensation grows, of 
course, with the liberalization of benefits. As long as benefits are of short duration, ao can 
have but little influence on labor mobility. 

% “Principal Conclusions” of the Interim Report of the Guaranteed Wage Study. 
` 38 Section’ 7 (b) (2). 

27 A list of these firms is given in an appendix to Alice L. Nielsen, Guaranteed Em 


and Annual Wage Plans (Washington, National War Labor Board, Research and Statistics 
Report No. 25, 1944), 


“ 


HOCHWALD: GUARANTEED WAGES 315 


loyalty to the company employing them, compensating for the cost 
burden of a guaranteed wage by lessening the hazards of work ae 
tions and labor disputes. 

Whether these potential advantages ‘outweigh the dangers of more 
extensive price-quantity bargaining in the labor market, will depend 
on the degrees to which narrow and rigid “job” controls are replaced by 
a broader and more flexible concept of “work” guarantees, the worker 
not insisting on protection in “his” job but conceding freely transfer to 
other departments or occupations. Attitudes favorable to a broader 
concept of wage guarantees can be brought about in two ways. First, 
there may be a conscious attempt to condition the mind of the worker 
to accept the changes in occupation and location which the employment 
opportunities require, also to replace market incentives through in- 
doctrinating the worker with some more “professional” production 
standards. Yet, while some indoctrination appears essential to any: 
system of personnel administration, reliance on it as a major force in 
employment direction raises fundamental problems of how to administer 
this direction without seriously impairing the individualistic bases of 
our society. A second approach, more congenial to the American scale 
of values, implies the search for new standards of efficiency in the 
labor market through defining the bargaining unit within which monop- 
olistic combinations are most likely to harmonize short-run pressures 
for security with the long-run forces of dynamic equilibrium. In this 
search for a new concept of “‘workable competition,’ collective bargain- 
ing for wage guarantees receives its public sanction from favorable 
cost adjustments enforced on the parties through potential competitive 
pressures of other firms and resources. For purposes of public policy 
. then, the problem emerges how to discover those bargaining relation- 
_ Ships in the labor market which are most conducive to an “economical”? 

cost and resource allocation, where “economical” again is defined by the 
ultimate community choice between security and change.*” 


ent departments (see above, n. 14) with the cooperation of the union. Richard A. Dupree, Presi- 
dent of the Procter and Gamble Company, said in a recent meeting of the American Manage- 
ment Association: ‘We found that once the plan was in effect, we had no trouble getting our 
people to experiment and cooperate with us in working out important procedures of produc- 
tion—such as having, say, four people on a line doing what five used to do—because each man 
knew that he wasn’t going to lose his job if the experiment were successful.” Seo Labor 
Letter, November 13, 1945.) 

% The practical difficulties here are illustrated by a recent survey of the National Industrial 
Conference Board, showing that hostile union attitudes, largely prompted by a desire to main- 
tain jurisdictional ‘claims and departmental seniority rules, have been the most important sin- 
gle reason for the discontinuance of guarantee plans. The problem is complicated, of course, 
whenever several unions are involved. See Brower, op. cit., p. 103. 

38 See John M. Clark, “Toward a Concept of Workable Competition,” Am. Econ, Rev., Vol. 
XXX, No. 2 (June, 1940), pp. 241-56. 

37 The relations between security and change are, of course, more complex than the simple 
juxtaposition of the text suggests, Some security is necessary for a wide “horizon” to encour- 
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Definition of thé bargaining unit, implying all the problems of Beton 7 
divisibility, i is the central issue of any market organization, and we - 
- shall limit our discussion again to some relatively obvious relations 
between employment patterns in the labor market and the business cost - 
structure. Collective bargaining through trade unions had its origin in 
the attempts of journeymen to make more effective their common in- 
<., terest as a craft, and business unionism in this country ‘has largely 

- evolved on the basis of carefully defined craft jurisdictions. But, crafts 
. must insist on “job” rather than “work” controls to maintain their 
' jurisdiction, and collective bargaining for wage guarantees within craft 
units will therefore add to rather than substitute for prevailing labor 
cost rigidities. Crafts can permit free mobility among different firms and 
‘industries within their trade jurisdiction, but are excluded by their 
very definition from encouraging occupational mobility within the firm; 
they will not easily concede the attachment to “‘their” trade, even if 
this attachment implies irregular and “casual” em employment relations 
with individual firms. 

Bargaining for wage guarantees may promise more success with un- © 
ions whose structure parallels the organization of industry, and the 
industrial unions of the newly organized mass-production industries ` 
indeed have made the most articulate demands for guaranteed employ; ` 
‘ment. But here another and even more serious problem arises. While 
bargaining in industrial units would permit to the parties new cost ad- 
justments through intra-firm mobility, these adjustments are likely to 


`- be forthcoming only as longas the firm remains under some competitive 


outside pressure. Industrial as well as craft unions, however, tend to 


_ . spread beyond the individual firm throughout the “industry,” where 


industry is defined to comprise all firms which offer products in effective 
substitution. To gain effective monopoly power, the union must seek 
control over a widening area within which is determined the exchange 
-value of goods and therefore the demand price for labor. Once this con- 
trol has been established and “industry-wide bargaining’? introduced, 


age investment and thus may be conducive to innovation and change. On this question see, 
Joseph A. Schumpeter, Capitalism, Socialism, and Democracy (New York, 1942), pp. 81-106; 
also G. H. Hildebrand, Jr., ‘Monopolization and the Decline of Investment Opportunity,” 
Am. Econ. Rev., Vol. XXXII, No. 3 (Sept., 1943), pp. 591-601; and K. E. Boulding, “In De- 
fense of Monopoly, ” Quart, J our. Econ., Vol. LIX, No. 4 (Aug. ., 1945), pp. 524-42. On the 
other hand, the rationale of traditional competitive doctrine i is based on the obvious fact that 
no long-run security is possible without some opportunity of change. The simple text formula 
only intends to convey the wide range of alternatives open to the community in devising bar- 
gaining relationships retarding or accelerating resource mobility. 

38 One AFL leader, Frank Martel, President of the Detroit and Wayne County Federation 
of Labor, recently has criticized annual wage plans as impractical in seasonal industries and 
has taken the position that workers in these industries can be compensated ‘for periods of idle- 
ness only through higher wage rates; see Witte, op. cH., p. 311. 


3$ Congress of Industrial Organization, Guaranteed Wages the Year Round (Washington, 


a “Industry- wide bargaining"! does not necessarily imply one Siena master agreement for 


> eee Oe 
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2. Collective Bargaining ` ; 


Major changes i in the cost stricture of Aia industry : are to be 


expected from the. growth of collective bargaining in the labor market 
rather than the minor incentives discussed above. Collective bargaining 
for wage guarantees brings to a focus “‘the more general tendency to 
replace the conventional method of monopolistic marketing—which al- 
lows the other party to the transaction to choose freely the amount 
which it will buy (or sell) at a given price—with a new kind of agreement 


which fixes both the total volume as well as the price of purchase.”?8 - 


As long as trade unions limit themselves to the setting of a unique price 
for all labor hired and let the employer determine freely the quantity of 
his purchase, the amount of labor exchanged in each transaction lies 
within the interval determined by Béhm-Bawerk’s “marginal pairs.” 
When unions, however, use their monopoly power to influence not only 
the wage rate to be paid but also the amount of labor to be purchased, 


the possible: “solutions” of bilateral monopoly are extended, the ex- . - 


treme point of equilibrium now being equivalent to exchange under 
conditions of perfect price discrimination.” This wider range of possible 
equilibria in the price-quantity type of bilateral monopoly, as illustrated 
by the guaranteed wage contract, reflects the great variety of cost pat- 


ket. 
A wider range of labor cost patterns resultant from EE 
` “quantity fixing’ ’ entails dangers as well as possible advantages for the 
aggregate economy. The dangers are obvious. As long as collective bar- 
gaining is limited to‘price fixing, unionization affects the competitive 


` 


terns that may result from shifting factor divisibility i in the labor mar- . 


status of firms and industries through equalizing wage rates, but main- — 


tains the importance of non-wage factors, .¢.g., worker productivity, as 


highly variable determinants. of unit. labor-costs.° With the growth of | ~ 


“quantity fixing,” the’ competitive importance of non-wage elements, 
too, is likely to decline, giving strong impetus to further monopolistic 
restrictions. Even more serious is the danger of disequilibrium and un- 

. employment as a result of different “horizons” on the part of monopo- 

listic traders. In the purely competitive market, the parties have no 

choice but to accept the market price. In the monopolistic market, true 
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the actions and. expectations of the different persons ‘trading must: be 
consistent 2! the wider the range of possible “solutions,” the wider. also 
the range of potential inconsistency and unemployrnent. “The price- 
‘1 + quantity type of bilateral monopoly in the labor market implies not ` 
. only potential deadlock between employers and workers aspiring to 
separate points of their contract curve, but also, and more significantly, ` 
clashes between the conflicting interests of workers attached to different 
industries whose yearning for security is frustrated through the very - 
attempts of strong unions to “overprotect” their members pense - 
change. s 
While these dangers a are ‘obvious, they are balanced by potential 
. advantages. Once collective bargaining in the labor market is accepted 
by the community to express its quest for security, any widening in the 
area of bargaining may facilitate adjustment of the different interests. 
represented in the negotiations, the cost rigidities of a wage guarantee 
being-softened by- other concessions. These concessions may refer’ either 
to the wage rate or to the system of “industrial jurisprudence,” which 
‘has always imposed serious limitations on labor cost flexibility in the 
: -unionized trades. Workers covered by a wage guarantee can afford to 
`- accept a somewhat lower hourly rate than employees whose ‘work is ir- 
regular, though in practice this concession would likely take the form 
of foregoing new demands for a raise rather than of accepting wage 
cuts. More important is the possibility of working out new compromises 
with respect to those restrictive rules which have traditionally served 
.to enhance the-security of union members through some monopolistic 
“quantity fixing.” Seniority provisions may have the indirect effect ` 
of a wage guarantee for the older worker, but often take the form of a 
rigid strait-jacket which seriously limits mobility within the firm; 
outright wage guarantees may offer a more flexible labor cost structure ` 
‘than seniority rules if the former are substituted'for rather than made - 
- supplementary. to the latter. Similar considerations apply to all other . 
-~ . shop rules designed to effectuate union job control; whenever wage 
i guarantees are broadly defined to permit the transfer of workers between 
different jobs and departments, they may increase rather than decrease. 
unit cost flexibility for the employer. Assured of a stable wage, workers 
„may be less inclined to stretch out their jobs or to resist labor-sa 
‘and other technological re % They also may develoum 
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the need for concessions diminishes, not only-as to wage rates but also 
as to other elements of labor cost.“ 

The price- quantity type of bilateral monopoly i in the factor market 
then greatly increases the need for maintaining competitive pressures 
in the product market. Accepting the trend toward “industry-wide 
bargaining,” public policy is called upon to find new limitations on 
monopoly power through carefully confining the “industry,” jealously 
guarding the right of new processes and products to compete with. the 
established bargaining unit. The optimum size of enterprise being 
. shifted by cost rigidities, some support of small business offering poten- 
tial substitutes for the output of large firms becomes imperative, and 
great care must be taken that none of the general incentives, discussed . 
above, discriminate against new ventures. Only with these safeguards is 
there any indication that “quantity fixing” in the labor market can con- 
‘tribute to more “economical” resource allocation, mitigating “casual” 
and seasonal unemployment without creating new barriers to those cy- 
clical and structural adjustments which are essential to the aynamne 
equilibrium of a market economy. 

Responsiveness to competitive pressures in the product market is to 
be assured through providing for alternatives in the selection of repre- 
sentatives. The right to self-organization of the various factor interests 
within the bargaining unit must include the right to designate new rep- 
resentatives for the purpose of collective bargaining whenever the 
parties feel that existing organizations do not serve their long-run inter- 
ests. While this only repeats the recognized labor relations policy of this 
country,” its execution presents great difficulties. On the part of labor, 
it raises the familiar problems of the closed shop, union democracy, 
local autonomy, rival unions, and protection of minorities, the latter 
issue becoming of increasing concern in conditions of “industry-wide 
bargaining” when any individual group anxious to experiment with new 
cost allocations may find itself a “minority.” On the part of the em- 
ployer, too, the trend toward large-scale organization reduces the former 
alternatives of shifting among different firms, increasing the strain 
placed on techniques of internal organization for representing the vari- 
ous interest groups and assuring responsiveness to competitive change.* 

Pertaining more specifically to wage guarantees, public policy has to 
decide how often election of new bargaining representatives should be 
permitted and thus shifting loyalties among alternative interest group- 


the whole industry. It suffices that one party is strong enough to impose identical terms. The 
latter type is the more customary form of industry-wide bargaining in the present American 
labor market. 


41 For an account of these possibilities see Henry C. Simons, “Some Reflections on Syndical- ` 
ism,” Jour. Pol. Econ., Vol. LIL No. 1 (Mar., 1944), pp. 1-25. 

43 Section 9, National Labor Relations Act. 

4 On this question see Robert A. Gordon, Business Leadership in the Large Corporation ` 
(Washington, 1945), pp. 31740. 
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- ings eae: a decision implying the standard duration of slecny 
agreements and commitments. Any time limitation exerts an obvious 
check on monopoly power, but may also.narrow the “horizon” of the 
parties and give undue weight to short-run expediencies in contrast with 
constructive long-run efforts to bring about a more economical resource ` 
allocation. In this dilemma, guaranteed wages must be appraised 
against the broader background of a collective bargaining economy, 
where attempts toward steadying the worker’s income express not only 
a growing quest for security but also a concomitant diffusion in the 
functions of management. The shift from “job” to “work” controls, 
which is implied in cost adjustments stirred by wage guarantees, repre- 

` gents only one incident of the joint search for an answer to common 

problems which is the essence of collective bargaining where manage- 
ment must rely on its personal and leadership qualities rather than on 
its line authority. In such an environment, the sphere of exclusive man- 
agement prerogatives shrinks, and the locus of management becomes 
less distinct. The result may be to impair management efficiency, to 
create inflexibility of operation and some resistance to change, but such 

“bureaucratic stiffening of the joints” may also be the price to be paid 

for the continued loyalty of the community to a reasonably free market 

economy. 

Public policy must maintain at least some competitive pressures in 
the product market to prevent these “bureaucratic” tendencies from 
defeating through resource immobility the very ends they are thought 
to accomplish, lest a community frustrated in its yearning for security 
under the necessarily somewhat ‘“‘disorderly”’ processes of democracy 
and free enterprise turn to new “efficiencies” under some “totalitarian” 
indoctrination. Looking at guaranteed wages then in a wider perspec- 
tive, they are a phase in that rhythm of history which has been de- 
scribed by a great American economic historian: “The amount of per- 
missible free competition . . . varies with the social need. In differing 
degree it must always be active . . . but it must always be subject more 
or less to group control, for the interest of the group predominates, and 
each member of the group consciously or unconsciously acknowledges 
this. The self-centered, active individual is a disruptive force, and there 
are periods in the rhythm of history when the cake of custom must be 
broken, when that disruptive, innovating energy is socially advanta- 
geous and must be given freer opportunity. But the social or group motive . 
is even then latently powerful, while for normally longer periods of the 
rhythm the motive of social stability and order enjoys the more marked 
social approval. It then becomes active in building and ai social 
institutions and in seeking security for its members”. 

“Edwin F, Gay, “The Rhythm of eee: Harvard Graduates Magasine, Vol. XX XI, 
No. 125 (Sept., 1923-24), p. 12. 
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IH. Conclusions 


The following statements may. serve to indicate the nature of our 
main conclusions: l 

1. The fragmentary experience with wage guarantee plans refers 
mainly to cases where the guarantee does essentially no more thàn 
formalize already existing limitations on entrepreneurial freedom; in ~ 
these circumstances formal programs for security of employment may 
improve industrial relations and labor productivity. 

2. To the extent that wage guarantees add to already prevailing 
business cost rigidities their most important economic effect on the 
individual firm is a shift in the “optimum scale of enterprise”; their 
‘effect on the aggregate economy will depend on their relation to general 
resource mobility in the factor market. 

3. Public policy must attempt to harmonize individual business cost 
allocation with the social cost determined by general resource mobility 
in the factor market; such attempt implies the distinction between 
casual or seasonal employment patterns, where workers remain at- 
tached to a given labor market regardless of wage guarantees, and 
cyclical or structural unemployment, where income security programs 
assuring some incentives to mobility appear preferable to wage guar- 
antees. 

4, Most of the general incentives recommended to encourage the 
introduction of wage guarantees do not adequately distinguish between 
different employment patterns; the problem is illustrated by the diff- 
culty of finding a satisfactory place for experience rating in unemploy- 
ment compensation. 

5. Wage guarantees established through collective bargaining may 
increase labor productivity and unit-cost flexibility whenever they are 
substituted for instead of added to other union job controls and thus 
facilitate intrafirm resource mobility; this result is to be attained more 
likely in industrial rather than craft bargaining units. 

6: Collective bargaining in the factor market will receive its most 
important incentive for favorable cost adjustments through competitive 
struggles in the product market; maintenance of competition in the 
product market is therefore most likely to harmonize short-run pres- 
sures for security with the long-run forces of dynamic equilibrium in 
the factor market. 

7. Industry-wide bargaining which eliminates competition in the 
product market is dependent on the development of non-market in- 
centives; any such development implies fundamental changes in the 
individualistic bases of a free enterprise economy. 


. FEDERAL RESERVE OBJECTIVES AND POLICIES 
RETROSPECT AND PROSPECT 


By E. A. GOLDENWEISER* 


At the time the Federal Reserve System was established there was 
little consciousness in the minds of its proponents of the quantitative ` 
- approach to credit which was later generally accepted as the basis of 
central banking policy. For example, Paul M. Warburg in summarizing 

what the Federal Reserve act was supposed to achieve said in a letter 
` to Senator Glass in 1913: “From now on we shall witness a gradual 


~- . elimination of the bond secured currency, of scattered reserves, of im- 


mobilized commercial paper, and of pyramiding of call loans on the 

stock exchange.” These four objectives represent closely the ideas for 

which Carter Glass stood at the time he sponsored the Federal Reserve 

_ act. There is no suggestion of a general control or regulation of the-sup- 
- ply, cost and availability of money, to say nothing of broader objectives 
such as economic stability. Such understanding as the builders of the 
System had of broader purposes is vaguely indicated in the phrase 
“accommodation of commerce and business” which occurs in the original 
act in connection with the establishment of discount rates. 


Purposes of the Federal Reserve Act 


What the builders of the Federal Reserve System were constructing 
~ was machinery by which temporary scarcities of funds and particularly 
of currency could be met by obtaining accommodation from a central 
reservoir. The concentration of reserves in the twelve Federal Reserve 
banks was intended to remove them from New York where they were 
supposed to be feeders of speculations and make them available instead 
for use by all member banks whenever their own funds were not sufficient 
to accommodate commerce and business. In practice, while the Federal 
Reserve System has made it possible for all member banks to obtain 
additional funds by rediscounting with the Federal Reserve banks, the 
practice of holding large balances with New York banks where they can 
be used to make street loans has continued. This practice, which the 
authors of the act wished to eliminate, as a matter of fact performs a 
useful anticyclical function. In times of short demand for funds locally 

* The author, at present a member of the Institute for Advanced Study, Princeton, N. J., 
was formerly director of the Division of Research and Statistics of the Board of Governors of 


the Federal Reserve System. The present paper was originally presented to the Seminar on 
Monetary Policy at the Institute for Advanced Study. 
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they flow to the money market, where they ease conditions and en- 
courage capital flotations. When local demands increase, that is, when 
business becomes more active, these funds flow back to meet regional ` 
` demands, conditions in the money market harden with a consequent 
restraining influence on speculation. With the elimination of the rigidity 
of the pre-Federal Reserve mechanism, the reasons for attempts to elimi- © 
nate the flow of funds in and out of New York have lost much of their 
validity. 

As protection against the Federal Reserve System becoming an in- 
flationary influence the framers of the act relied largely on restrictions 
on the character of notes eligible for discount, which were limited to 
self-liquidating commercial and agricultural paper, and on. the imposi- 
tion of convertibility and reserve requirements: c on the Federal. Re- 
serve banks themselves. 


Factors Overlooked ¢ in 1913 


The original conception of the workings of the Federal Reserve Sys- 
tem overlooked two fundamental conditions, which have since become 
familiar, in the actual operation of our banking system. First, that the 
purpose for which a note is drawn has no relationship to the use to which 
the proceeds of the rediscounted note are put. Secondly, that a dollar . 
obtained from a Federal Reserve bank can become the basis of a credit 
expansion several times as large. Another concept of which the planers 
_ of the act were not aware and which is perhaps the most fundamental 
underlying the others is the difference between the impact of Federal 

Reserve operations on the banking system as a whole as contrasted with 
its impact on individual banks. It is apparent that the relationship be 

tween the character of discounted paper and the use to which a borrow- 
ing bank puts the proceeds, even if such a relationship existed, could 
not possibly extend to another bank to which the funds might be trans- 
ferred. The idea is particularly meaningless when multiple expansion on 
a given basis of reserves is taken into consideration. 

Throughout its history the Federal-Reserve System has been under. 
the spell of a dichotomy between the original concept based on selective 
regulation of individual transactions and individual banks and the 
broader idea of operation through general controls applied to the bank- 

ing system as a whole. To a considerable extent the concept of general 
and global regulation has been centered at the Federal Reserve Board 
and in New York, as the money market and the point of contact with 
international affairs, and has been the background of interpretation by 
the System’s economic staff, while the selective and individual bank 
point of view has. been dominant at the other Reserve banks in their 
dealings with member banks. 
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Interlocking of Ideas 


While the quantitative or general approach was dominant in Federal 
Reserve discussions in the 1920’s, the selective control idea was never 
abandoned or ignored. For example, in the Annual Report for 1923, 
which lays down the general principles of credit policy, considerable 
emphasis is placed on the quantitative approach, but nevertheless in 
this report occurs the following sentence: “The Board is fully aware of 
the fact that the problem of credit extension involves the question of 
amount or volume as well as the question of kind or character; otherwise 
stated, involves a quantitative as well as a qualitative determination.” 
This would suggest that the primary approach was qualitative. Further 
on in the same paragraph: “It is the belief of the Board that there will be 
little danger that the credit created and contributed by the Federal 
. Reserve Banks will be in excessive volume if restricted to productive 
uses.” This suggests what was in the minds of the framers of the act, 
namely, that if every individual extension of Federal Reserve credit is 
on a proper basis, the aggregate cannot be excessive. This ignores the 
concept of multiple expansion. The 1923 report sums the matter up as 
follows: “Administratively, therefore, the solution of the economic prob- 
lem of keeping the volume of credit issuing from the Federal Reserve 
Banks from becoming excessive or deficient is found in maintaining it in 
due relation to the volume of credit needs as these needs are derived 
from the operating requirements of agriculture, industry and trade, and 
the prevention of the uses of Federal Reserve credit for purposes not 
warranted by the terms or spirit of the Federal Reserve act.” There is 
still no recognition of multiple expansion. 

The fact that this approach confused the administrators of Federal 
Reserve credit was apparent in many instances. For example, there was ` 
a widespread belief that acceptances purchased by the Federal Reserve 
banks could not be the basis of inflation because the acceptances origi- . 
nated from trade in commodities. Consequently, bill rates were reduced 
on a munber of occasions at a time when the Federal Reserve System 
was attempting to restrain the growth of credit. This is what happened, 
for example, in the autumn of 1928 and again in the summer of 1929. 


Crucial Decisions by the Federal Reserve System 


A brief review of crucial credit policy decisions by the Federal Reserve 
System might be suggestive in indicating the philosophy of credit policy 
underlying these decisions. 
, 1. Discount rates were raised in 1919 and 1920 as anti-inflationary 
measures of a quantitative character. An important reason for these 
moves, however, was the mechanical fact that the reserve ratios of the 
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, Federal Reserve banks were approaching the legal minimum. That these 
decisions were-not altogether aggregative in approach, but also aimed 
at prevention of abuses by individual banks, is indicated by the fact 
that progressive discount rates were adopted at several Federal Reserve 
banks. A formula was devised by which at some banks it was determined 
to how much accommodation each member bank was entitled, and the 
rate progressed rapidly when this quota was.exceeded. The most dra- 


matic result of the plan was that one bank paid as much as 87} per cent . 


on a portion of its borrowings. The fact that the amount involved was 
trivial did not prevent the incident from being widely used as an indi- 
cation of ruthlessness by the Federal Reserve System. 

This progressive rate approach reflected another conception held by 
the planners of the System, namely, that the Federal Reserve banks 
obtain- their loanable funds from member banks; hence, no member is 
entitled to use more than its share. This concept does not recognize the 
idea developed later that the Federal Reserve banks create funds rather 
than pass them on from one member bank to another. The idea is also 
defective on its own terms, because even if the purpose of the Federal 
Reserve System were to make it possible for banks needing assistance to 
receive it, through the Federal Reserve banks, from other members 
having excess funds, it would not be consistent to confine banks in need 
of additional funds to their share of the total for all member banks, in- 
cluding those with excess funds as well as those with deficiencies. 

2. The second crucial decision was the adoption in 1923 of the prin- 
ciple that open market operations shall be guided with a view to ac- 
commodating commerce and business and with regard to their bearing 


_upon the general credit situation of the country. This was a recognition - 


of the quantitative principle and`of the unity of the twelve Federal Re- 
serve banks as well as of the different assets in their portfolio. It placed 
open market policy on the same basis as discount rate policy. One por- 
tion of open market operations, however, namely, the purchase and 
liquidation by Reserve banks of acceptances, was left outside of the 
control of the open market committee, which was guided by the above 
principle, and even of the Federal Reserve Board. The acceptance busi- 
. ness was carried on as a separate activity with primary reference to the 
stability and expansion of the acceptance market. There is no evidence 


that there was recognition on the part of the operators of this market of > 
its relationship to the total volume of Federal Reserve bank or member _ 


bank credit. 


3. In the spring of 1924 the System adopted a policy of easy money’ — 


reflected both in the reduction of discount rates and in open market 
purchases. It was a period when business was declining but credit was 
easy and there was a movement of gold into the country. The reasons 


i 


Ne 
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for the policy were largely international but it was at that time that the 
` foundation for future credit expansion was laid, because the proceeds 
` of the gold and the securities purchased during this period were not used 
` to reduce discounts which were low but were added to member bank 

reserve balances. These additional balances were largely the basis of 

the speculative credit expansion which occurred in the next four or five 
. years. 

4. A similar but less important program of easy money was pursued 
in 1927. While this policy was less significant than that of 1924 because 
the effects of open market purchases were offset by gold exports, it has’ 

- „received more attention by commentators. This was presumably due to 
the fact that it occurred immediately before the final spurt and the col- 
. lapse of the stock market boom. 
"5, In 1928-29 the System was engaged in attempting to restrain the 
rapid increase in security loans and in stock market speculation. Dis- 
count rates were advanced and securities sold in the open market. As 
- already mentioned, however, the continuity of this policy of restraint 
was interrupted by reductions in bill rates in the autumn of 1928 and 
the summer of 1929. . : 

‘6. The 1929 incident deserves more detailed reference. The influence 
of the selective approach and of the belief that the use of Federal Reserve 
credit can be controlled by attacking the behavior of individual banks 
in a particular credit field was apparent in this period. The Board wished 
‘“to restrain the use, either directly or indirectly, of Federal Reserve 
credit facilities in aid of the growth of speculative credit.” At that time 
the Board objected to discounts by Federal Reserve banks of paper 


offered by member banks which had a large volume of loans on the stock . 


` exchange. The theory that these banks would be prevented from making 
stock exchange loans because such loans were not rediscountable had 
by that time been abandoned, but faith in the ability of the Federal © 
Reserve System to control a general situation by regulating the behavior 

_ of individual banks still prevailed. There seemed to be no recognition of 
the fact that the reason the banks were heavily in debt was that the 
country had lost gold exports and that the Federal Reserve banks had 
sold securities in the open market. There was no way for banks to get 
out of debt or to reduce their debt except by a process of ten to one liqui- 
dation which the Board would never have been willing to inaugurate or 
sanction. No effective restraint of individual banks was possible, how- 

_ ever, short of such large-scale liquidation because both street loans and 
Federal Reserve funds moved freely from one bank to another. Neither 
was there recognition of the fact that pressure on the money market 
banks would result in an even greater tightening of money and a sharper 
advance in rates to business borrowers than would have resulted from 
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an overall advance in discount rates. It is clear in retrospect that.the 
Board should either have ignored the speculative expansion and allowed 
it to collapse of its own weight, as has since been maintained by post- 
facto analysts, or it should have pursued a policy of a rapid rise in dis- 
count rates with a view to breaking the speculative expansion quickly 
before the tightness of money had an opportunity to affect productive 
and distributive enterprise. The course pursued by the System followed 
neither of these paths and was indicative of confusion and itiadequate 
understanding of the forces that dominate the money market and of the | 
impact of Federal Reserve action on the banking system. 

It is of interest to note in passing that the Board was adei in 
saying that it neither assumes the right nor has any disposition to set 
itself up as an arbiter of security speculation or values. At that time 
this was orthodox Federal Reserve doctrine. An offer by the Dow-Jones 
services to install a ticker in the Federal Reserve offices was virtuously 
turned down. Federal Reserve authorities, however,. could not fail to 
realize that the most important factor in speculative credit expansion as , 

` well as a great danger to economic stability was involved in the rapid 
rise of security prices. In the Securities Exchange act of 1934, which 
gives the Board power to determine margin requirements for security 
loans for the purpose of preventing excessive use of credit in this field, 
the formula laid down is based entirely on the rate of advance of indi- — 
vidual security prices. 

7. The next crucial decision by the System was the one which led to 
the large-scale open market operations early in 1932 when $100,000,000 . 

- of government securities were purchased during each of ten consecutive — 

weeks. It was by far the largest series of transactions ever undertaken by 

any. central bank for the purpose of easing credit conditions. The de- 

_ cision to engage in this action was primarily on a quantitative basis. 

What was desired was a general easing of credit conditions.and the plac- . 
ing at the disposal of banks ‘of a larger volume of reserves. There was 
no element of selectivity in the action, but there was recognition of the. 
shortage of paper eligible for discount in the portfolios of many banks, 

-and the consequent need for Federal Reserve credit flowing into the 
‘market through a different channel. TE 

8. After the opening`of the banks in March, 1933 there was such a 
large-scale return of currency from circulation and later such a large 
inflow of gold from abroad that the credit situation became extremely 
easy, without, however, resulting in a break i in the economic depression 


1 A curious example of the independence of TEE in the acceptance market is that in 
the spring of 1929, when the Board refused to approve an advance of discount rates from 5 to 6 
per cent, the rate on acceptance was raised to a range from 5} per cent to 54 per cent, depend- 
ing-on maturities. - 
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which was gripping the country. By the summer of 1936 the banks had 
accumulated a large amount of excess reserves which made member. 
banks largely independent of the Federal Reserve banks. In order to 
make it possible for these banks to intervene, if and when a speculative 
expansion would threaten, the Federal Reserve Board decided to use its 
newly acquired power to raise reserve requirements in order to immobi- 
lize a part of the excess reserves. Thus the Board adopted a policy of 
limiting potential as distinguished from actual credit expansion. It was 
careful to state that what it was dealing with were potentials and-that 
the current policy of monetary ease would be continued. At that time 
_ such a dual policy was feasible because the banks still had a large volume 
of excess reserves even after increased requirements were met arid be- 
cause there were continued gold imports. In these circumstances the 
action taken had no perceptible effect on monetary conditions. 

In the early spring of 1937 excess reserves were once more large and 
there was evidence of a minor boom in industry and in security values. 
For these reasons the Federal Reserve Board once more used its power 
over reserve requirements and raised them to the full amount permitted 
by law,.that is, to double the basic level prescribed in the act. In taking 
this action the Board once more stated that monetary restraints were 
not a proper remedy for the current situation and that the policy of 
monetary ease would continue. In retrospect it seems that at this stage 
the statement and the action were not altogether consistent. A reduction 
of excess reserves to a relatively small volume, particularly at a time 
. when banks had been accustomed to a substantial volume of excess re- 
_serves, and at a time when the economy had not yet recovered from de- 

pression, was definitely a restraining action, even though possibly a 
minor one. If the action should have been taken at all, it should have 
been stated that it was for the purpose of exerting moderate restraint 
in view of the development of unhealthy conditions. The action was 
‘interpreted as a restraint and has gone down in the record as one of the 
` important elements ushering in the serious reaction of 1937 and 1938. 
This interpretation is not justified by the facts but the lesson to be learned 
from this experience is that central banking action should always be 
simple and easily explainable. A restraining action should not be taken 
with reliance on explanatory statements to indicate that no restraint 
was intended. The market will place its own interpretation on the action 
and this interpretation may make the action more restrictive than 
statistics alone would indicate. The psychological effect of central bank 
action, which is always an important part of its effectiveness, should not 
be confused by verbiage. A prompt total or partial reversal of an. 
action, by the use of the same or another instrument, when undesirable 
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conditions develop, is not evidence of inconsistency or vacillation, but 
of alertness to changing conditions and of flexibility of monetary policy. 
9. The next series of Federal-Reserve actions had to do with the war. 
In general, during the war quantitative considerations were almost com- 
pletely ignored and action was throughout based on a strictly selective ` 
basis, namely, the support of government finance. When the war broke 
out a large volume of government securities was purchased in order to 
prevent a break in bond prices. From then on and throughout the war - 
the policy was one of providing banks with enough reserves to purchase 
all the government securities that were not taken by other investors and 
of maintaining stable bond prices and yields. In the pursuit of this policy 
the System purchased securities whenever it was necessary to support 
the market. It established a fixed rate at which Treasury bills would be 
purchased at the initiative of the market and adopted a preferential dis- 
count rate for paper secured by short-term government obligations. 
Quantitative controls were abandoned except to the extent that various 
policies were pursued to encourage Inivestment in government securities 
by non-bank investors and the discouragement of such investments by 
banks, particularly in so far as long-term securities were concerned. The 
concern about long-term securities in itself indicates that considerations 
other than the mere quantity of bank credit entered into the policy. . 
10. This overall expansive policy resulting from the necessary sup- 
port of the government security market was accompanied by attempts 
at restraint on a selective basis. Selective instruments of credit regula- 
tions used during this period, and in the case of margin requirements 
since 1934, differed from the earlier approaches to selective regulations. 
The difference was primarily in that the selection had no reference to 
the use of Federal Reserve credit. It was not erected on the shaky 
foundation of an imaginary relationship between the nature of collateral 
and the use to which credit was put, nor on the theory that the aggregate 
of bank credit could be controlled by regulation of the behavior of indi- 
vidual member banks. Both in the case of margin requirements and 
consumer credit regulations the attempt was to reach market trans- 
actions directly. The regulations, moreover, were not limited to trans- 
actions by banks but included, at least theoretically, all transactions of. 
a specified character. In the case of security loans the impact was pri- 
marily on brokers and in the case of consumer credit on distributors. It 
was possible to adopt these restraints without interfering with war 
finance because the regulations resulted in diminishing the demand for 
credit by limiting the borrowing capacity of a prospective purchaser of 
_ goods or securities. It did not, as do general regulations, depend for the 
limitation of demand on increasing the cost of credit. 
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Margin Requirements 


Authority for the Federal Reserve Board to impose margin require- 
ments on loans secured by listed stocks made by brokers and dealers, 
by banks and by others was a part of the Securities Exchange act of 
1934, This act, as well as the Banking act of 1933, represented the legis-` 
lative reaction to the speculative excesses of the late 1920’s and the sub- 
sequent crash in the stock market. For the most part the act is intended 

„to protect the investor against unfair practices in the marketing of 
securities. The section dealing with margin requirements, however, is 
only indirectly concerned with such practices. Its stated purpose is to 
prevent the excessive use of credit in buying or carrying securities. But 
since the section dealing with margin requirements is a part of a law 
which has a different objective it was feasible, without glaring inconsist- 
ency, to exempt large groups of transactions. For example, in the case 
of banks it does not apply to bonds or to unregistered securities, not- 
withstanding the fact that a credit expansion could be based on such 
loans as well as loans on listed stocks. There is evidence in this legisla- 
tion as well as in other features of the banking laws which have been 
discussed before of the idea that the nature of the collateral somehow 
protects the economy. It must, in fact, be admitted that large specula- 
tive expansion on the stock exchange is not likely to be based. on 
securities, the market price of which is not subject to wide fluctuations, 
and that the limitation of the amount of credit that can be extended on 
registered securities is likely to cover the main field in which excessive 
expansion for speculative purposes usually occurs. 

As already pointed out, the formula laid down in the law makes no 
reference to the volume of credit and is based entirely on the behavior | 
or prices of securities. The formula was in effect (with one advance in 
the maximum rate) from the time in October, 1934 when the regulation 
became effective until April 1, 1936 when a flat 55 per cent was substi- 
tuted. In the autumn of 1937 the rate was reduced to 40 per cent and 
remained at that level for about seven years until February 4, 1945, 
when it was raised to 50 per cent. On July 5, 1945 it was raised to 75 
per cent and on January 20, 1946 to 100 per cent where it remained until 

` February 1, 1947, when it was once again reduced to 75 per cent. 
There is no conclusive evidence of the extent of the influence of these 
changes of margin requirements on the volume of credit used in the mar- 
ket nor on the behavior of security prices. It could hardly be expected 
that this relationship would be apparent at a glance (see Chart I). 
Throughout the period the amount of customers’ debit balances has 
been relatively small, which must be ascribed to the existence of a large 
amount of cash and to the absence of an active speculative bull market 
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more than to the establishment of margin requirements. During the 
continuous rise in the stock market from the early-part of 1942 to the 
second and third quarter of 1946, borrowings on stock exchange col- 
lateral increased substantially. In 1945, however, while stock prices con- 
tinued to rise, street loans declined and this decline became more rapid © 
after the 100 per cent requirement was established. 

The recent reduction of the requirement to 75 per cent was motivated 
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by the fact that inflation had largely run its course? and that the law 
did not authorize the use of margin requirements for the purpose of per- 
manently prohibiting loans by brokers to customers. Such a prohibition 
was considered and voted down at the time the law was under considera- 
tion. On the basis of the amount of street loans or the movement or level 
of security prices the recent reduction in margin requirements was logi- . 
cal and justified. A strong argument can also be made for it on the 
ground that there is little excuse for using the maximum permissible 
restraint, on a selective basis, in the field in which there is the least 
evidence of unhealthy expansion. It is mainly the statement that infla- 
tion has largely run its course, with its implication that action was justi- 

2 The entire sentence in the statement reads: “It now appears that inflation has largely run 


its course, assuming that fiscal, labor and management policies, such as I have indicated, are ` 
pursued.” Statement by Chairman Eccles, Federal Reserve Bulletin, February, 1947, p. 150. 
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fied on general as well as on selective principles, that is open to question. 
Fundamentally conditions are still dominated by inflationary pressures. 
- There is still an excessive supply of money and a shortage of goods, as 
well as the highest national income on record in time of peace. It could 
be argued now as a year ago, when margin requirements were raised, 
that any use of credit for helping finance the transfer of stocks from one 
group of owners to another was, in the circumstances, an excessive use 
of credit. Central bank action should be considered in its role as a signal 
as well as from the viewpoint of its immediate effects in a given field of 
credit. If it is to be so viewed, then it is clear that present conditions do 
not justify the issuance of a signal of relaxation. On the other hand, if 
‘action is taken on a strictly selective basis, then it should not be so 
implemented as to be susceptible of interpretation as an indication of a 
general attitude by the monetary authorities. 

It is too early to say on the basis of experience to date that stock ex- 
change speculation can be controlled through margin requirements. The 
record, however, is reasonably clear that the amount of speculation on 
credit can be reduced by this device. Wild-cat speculation on a shoe- 
string which characterized 1929 certainly could never occur legitimately 
at a time when margin requirements were high, to say nothing of a 
périod when the 100 per cent requirement practically ruled out stock . 
exchange credit. Control over margins on security loans is, therefore, 
clearly a useful additional instrument.of credit regulation in the hands 
of monetary authorities. 


Consumer Credit 


Discussions of the possible effect of the rapid expansion of instalment 
purchases on the business cycle were not uncommon in the 1920’s. It 
was recognized at that time that purchases in excess of current income 
through the use of instalment credit were likely to expand the demand 
for goods, and particularly for automobiles, in a period of relative pros- 
perity and that the necessity of making payments on previous commit-: 
ments would accentuate the decrease in current buying power in periods 
of recession. The effect of instalment buying on changes in the volume 
of demand would be more pronounced while the practice was expanding 
and would be less powerful when the secular trend ceased to be upward. 
While there were discussions of the subject as long as a quarter of a 
century ago, the matter was not subjected to careful study until much 
later. 

In the ’thirties and ’forties a number of careful studies were made and 
the general conclusions previously reached by.deductive reasoning were 
largely sustained by examination of the record. Professor Haberler, for 
example, in a study published in 1942, reached the conclusion that 


GOLDENWEISER: FEDERAL RESERVE OBJECTIVES AND POLICIES 331 


“credit intensifies the cyclical swings in consumer expenditure and hence 
in economic activity, functioning like an amplifier or resonator.” And 
in another place, “there can be no doubt that economic stability would 


_ 


be promoted if it were possible, without changing the long-run volume ` 


and trend of credit, to mitigate its cyclical fluctuations or, still better, 


to bring about an anti-cyclical-pattern in credit—that is, if credit could . 
be expanded in depressions and contracted in prosperity periods—so as ` 


to counteract the cyclical fluctuations in consumer expenditure and eco- 
nomic activity in general.” 
Nothing was done, however, in this field until the war emergency in- 


troduced a number of other considerations that made the regulation of . 
consumer credit desirable. The impetus for introducing such regulations - 


came from various sources. Some large manufacturing concerns were 


interested in restraining the public demand for their products at a time’ 


when they had to convert their plants to war uses. They believed that 
it would be easier to make the transition if public demand for their 


products declined rather than if the diminishing product was constantly - 
being bid up in the market. The government was also interested in di-_ 


minishing the demand for civilian goods which could no longer be sup- 
plied; but it was also interested in diminishing the creation of credit for 
-civilian use in any field as a part of its general desire to protect the 
economy from inflation. There was also considerable support for the 
regulation of consumer credit arising from producers and dealers who 
wished to be protected from competition by over-eager concerns 
which were willing to take a chance on sales with small down payments 
and long periods of maturity. Some concerns were also favorable to 
the regulation as a good way to sidestep unreasonable demands by 
customers and in the case of charge accounts as a help to the collec- 
tion of debts. Some elements of the public were also favorably disposed 
to discouragement of instalment buying on broad ethical or -thrift 
grounds—one should not buy until one had saved the money to pay for 
the goods purchased. 

There was, therefore, a fairly widespread favorable atmosphere for 
the introduction of consumer credit regulation which was undertaken 
by the -Board of Governors under an executive order issued by the 
President on August 9, 1941. Regulations issued under the order listed 
a large number of commodities of a durable type that would be subject 
to regulation and prescribed minimum down payments and maximum 
maturities. In the spring of 1942 the regulation was extended to cover 
many semidurable goods. It was also made applicable to charge accounts 
and to instalment a as well as limited single-payment loans by 
banks. 

At the time that the regulation went into effect total consumer credit 


332 N; `. ` THE AMERICAN ECONOMIC REVIEW . 
_ was in excess of ten billion dollars, of which about two-thirds was in- 
.stalment credit (see Chart II). The rapid decline in consumer credit 
- from that level to less that five billions in early, 1944 was due principally 
_ to the disappearance from the market of the goods that were most com- 
monly sold on instalment as well as to the rapid growth of money income 

_ . arising from financing the war. It is not possible to determine to what 
~- extent the decline was accelerated by the introduction of regulation. 
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After the end of the war total consumer credit began to advance once 
“more and in recent months was approaching ten billion dollars. The rise 
was much larger in charge accounts than in instalment credit. In De- 
cember of 1946 the Board modified the regulation, limiting its applica- 
bility in the instalment sales field to twelve, instead of thirty-six, groups 
- of commodities and simplifying the procedure. This was not intended 
as a relaxation of the rules, but as an attempt to find a means of con-. 
_ -trolling the main volume of consumer credit in peacetime without too 
‘complex an organization and without too much interference with the 
operations of business. l 
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The problem of whether consumer credit regulations should be made 
a permanent part of the equipment of Federal Reserve authorities is 
now under discussion. The Board of Governors in its 1945 Annual Re- 
port recommended its continuance under permanent law. It is clear that 
if it is so continued it will have to be on grounds of its anticyclical effects. 
The special considerations that prevailed during the war will not be 
compelling in the postwar period and it is not part of the duties of the 


` federal government to protect dealers from eager competitors or to help 


department stores to collect their bills. The extent to which consumer , 
credit regulation can help to flatten the business cycle is not established 
but that it would be a measure that could be used in the right direction 
can hardly be doubted. 

Opposition to the extension of consumer credit regulation is in line 
with the widespread desire to diminish or do away with all wartime 
controls. It should be remembered in this connection that the question 
of regulation of consumer credit is not one that arose solely during the 
war and that general regulation of the growth of credit has been govern- 
mental policy for a long time. Another line of argument against the 

-controls is that their effects are trivial and not worth the expenditure 
and interference with business practices. It is true that there is no way of 
telling to what extent the regulation would limit the expansion and ` 
contraction of consumer credit. The fact, however, that the expansion | 
involved may be as muchas five billion dollars or more makes it difficult . 
to dismiss the matter as trivial. 

There is also criticism of the regulation because it is complex and in- 
volves a great deal of machinery as well as because it reaches outside > 
the banking field. The complexity of the regulation has been substan- 
tially reduced by recent simplifications. Extension beyond the banking- 
field is shared by the regulation of security loans and may be considered 
as an element of strength because it influences the ‘credit demand close 
to its source. There have been less substantial arguments against the 
regulation on the ground that it would induce persons to sell their sav- 
ings bonds in order to buy automobiles or other durable consumer goods. 
On this point there is no evidence that this would be the effect, and from 
the point of view of credit administration it is not clear that it would 
make much difference. If a person were determined to buy an automo- 
bile, the volume of bank credit and the amount of money would be 
equally affected by borrowing for the purpose of buying a motor car as 
by selling a savings bond which presumably would result in the govern- 
ment having to borrow that much more from banks. 

There is another argument which is made against consumer credit 
regulation which has considerable political weight. It is said that it 
discriminates against the poor man and particularly the veteran who 
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has not had an opportunity to save money and who therefore would 
have to go without the automobile or the washing machine, while the 
man who was making big wages in war industry would have the savings 
necessary for the down payment. It may be questioned, however, 
whether the discharged veteran is not as likely to have the down pay- 
ment as anyone else. The argument furthermore applies in general to the 
whole economic system ‘under which a person who has money can gra- 
tify more of his wants than one who has not. It is doubtful whether the 
general equity of the distribution of desirable commodities would be 
improved by the elimination of consumer credit regulation. If it will 
` contribute to the prevention of inflation, that is, a rise in prices, con- 
© sumer credit regulation will be more in the interest of persons with 
~ limited means than of the well-to-do. 

-It would seem, therefore, that a well-organized and carefully adminis- 
tered regulation of consumer credit would be a useful additional weapon 
in the hands of the monetary authorities and would contribute to their 
ability to moderate the ups and downs of the business cycle.. 


Possibility of Extending Selective Credit Regulation 


It may be possible, and desirable, in fact, to consider extending 
selective regulation of credit to fields other than security and consumer ` 
loans. A sector of credit that is particularly well adapted to selective 
control is real estate and construction credit. The National Housing 
act gives the government ‘considerable authority in determining down 
payments, valuations, and maturities on insured home mortgages. This 
law was intended to protect mortgage holders and to encourage building 
activity during the depression. It also aimed at reorganization of the 
mortgage market on a permanent basis. Owing to the conditions during 
which the law came into operation, and the resulting emphasis on expan- 

-sion of activity, this machinery has not been generally used with refer- 

ence to regulating housing loans with a view to counteracting cyclical 
‘developments. Early in 1938, however, when a business reaction was in 
progress, down payments on low-priced houses were reduced and ma- 
turities lengthened with the result that building activity turned up 
earlier than other sectors of the economy. ` 

It may be that it would be wise to do in this field what was done in the 
securities field where regulation of credit was separated from the ad- 
ministrative machinery of supervision of the stock market and invest- 
ment procedure and placed in the hand of Federal Reserve authorities. « 

Real estate loans other than for housing are now subject to a great 
deal of regulation in the National Banking act and in other laws. It 
may be that anticyclical use of these regulations is also feasible and such 
use would expand substantially the incidence and effectiveness of credit 
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regulation. It is clear in any case that close coordination of policies 
pursued by all agencies granting or controlling credit extension would 
contribute to the ability of ene authorities to diminish the swings 
of the business cycle. 


Coordination of Credit Policy Instruments 


The present is a particularly opportune time for developing tech- 
niques of selective regulation and their possible extension to other fields . 
of credit because of the difficulty in the way of using traditional methods 
of credit regulation which in the final analysis rest on changes in the 
interest rate. 

When we speak of controlling the supply, cost and availability of 
money, we make a distinction between these three elements which is- 
useful in many connections. But ultimately they find expression in the 
cost of money, that is, in the interest rate. It is for this reason that the 
use of orthodox techniques is greatly complicated by the growth and 
distribution of the public debt. There is general recognition of the sig- 
nificance of the growth and magnitude of the debt and the character of 
its ownership. Its growth as measured by official statistics has been from 
less than fifty billions in 1940 to two hundred and sixty billions at the 
present time. 

It would be fruitless at this time to discuss how much more of the cost 
of the war could have been raised by taxation or what methods could 
have been followed to place a larger proportion of the debt among in- 
vestors other than banks. The facts, briefly stated, are that of the pre- 
sent volume of debt a hundred billion is owned by commercial and 
_ Federal Reserve banks, twenty-five billions by insurance companies, 
eleven billions by mutual savings banks and the remainder by individ- , 
uals, nonfinancial corporations and public bodies. 

T he existence of this volume of debt issued.at a rate not exceeding 
two and one-half per cent for the longest maturities (except relatively - 
small amounts of prewar bonds) makes it practically certain that the 
long-term interest rate will not be permitted to rise. Official statements 
support this view. Not only would such a rise increase the cost of bor- 
` rowing to the government at the-time of refunding but it would make 
inroads on the capital value of securities acquired by institutions and 
individuals in support of the war effort. The government is determined 
not to repeat the experience after the first World War when government 


securities went down to the 80’s. One reason, among others, for this . ` 


determination is in the size of the debt and its dominant position in the 
country’s financial structure. 

Since the long-term rate is, therefore, anchored at 244 per cent, the 
field of general credit regulation through the interest rate is limited to 
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such changes in shorter-term rates as can occur without affecting the 
long-term rate. This limitation.on rate policy, however, leaves a con- 
siderable field in which action is possible. Past.experience demonstrates 
that the existing spread between short and'long-term rates is not a ` 
normal condition; it is the freezing of a relationship which developed 
during a period of large gold imports and extreme monetary ease, on the 
one hand, and a low level of activity and a reluctance to make long-term 
commitments in view of the uncertainty of the business outlook, on the 
other. Over the years short-term rates have been above long-term rates 
more frequently than below them. There is, therefore, considerable 
room for credit policy action on the short-term rate even though the 
long-term rate remain fixed. A narrowing of the spread between the 
rates would result in diminishing. the incentive for banks to sell short 
securities to the Federal Reserve and thereby acquire reserves which 
- would be the basis of purchases of a multiple amount of bonds. 

Bank holdings of short-term securities have diminished rapidly during 
the past year. Bill holdings have been almost eliminated; holdings of 
- notes have gone down substantially and those of certificates have been 
_ cut in two, while holdings of bonds have increased. At the Federal Re- 
_serve banks, on the other hand, holdings of bills have increased to six- 

teen billion and holdings of certificates are at seven billion, while bonds 
and notes are less than one billion. ` 

Some flexibility in the rate at which Federal Reserve banks would 
buy 7/8 per cent certificates would be helpful. The 3/8 per cent three- 
month bill has ceased to be a market instrument, and can be disregard- 
ed. Developments during the past year have made the situation some- 
what different from what it was twelve months ago because bank credit 
has been contracting as a result of liquidation of short-term securities 
through the use by the Treasury of its balances accumulated during the 
last war-loan drive. On the other hand, bank loans to business have in- 
creased substantially and prospects are that they will continue’to in- 
crease at an even higher rate as business will require funds for larger 
inventories and for working capital. Large holdings of liquid assets by 
the public do not prevent numerous businesses and individuals from re- 
quiring additional funds as business expands. For the immediate future, 
therefore, a policy of moderate credit restriction appears to be indicated 
as a means-of preventing the already excessive supply of money. from 
growing still farther beyond the available volume of goods. 

In order to be freer to carry out such restriction it is desirable to sO 
manage the public debt as to protect a considerable portion of it from 
the impact of changes in market rates for money. It is for this purpose 
that the Board of Governors has suggested the imposition on banks of a 
setondary reserve requirement to be held in cash or bills or certificates. 
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Such a move would help to free the hands of Federal Reserve authorities 


in pursuing a restraining credit policy. Another proposal by the Board 


would limit the amount of long-term paper that members may hold in 
relation to their demand deposits. Such a provision would restrict the 


_ expansion of bank credit through sales of short-term securities to the ` 


Federal Reserve and purchase of several times as many long-term bonds. 


If these methods of insulating a significant part of the public debt. 


were put into operation, then it would be desirable to increase the — 


Board’s power over reserve requirements. They are now at the maxi- 


mum permitted by law, except in New York and Chicago where they - 


may be raised from 20 per cent to 26 per cent. If the Board is to be given 


such additional power over reserve requirements, it would be desirable . 


to give it authority to impose higher requirements on additions to depos- 
its as distinct from existing deposits. This device would eliminate the 
ex post facto character of a straight increase of overall requirements and 
would confine the effects of the action to operations undertaken by the 


bank after the new requirement will have gone into effect: This would . 
make it much easier for the Board to take action because it would elimi- | 


nate the question of unmerited hardship that might result to individual 
banks from an overall increase in requirements applicable to all deposits. 


If this adaptation of the machinery for credit control to conditions: ` 


prevailing after the war were put into effect, it is believed that Federal 


Reserve authorities could exercise a substantial degree of influence over 


the growth of credit. There appears to be a tendency to consider action 
at this time unnecessary because during the past year there has been a 
decrease in bank assets. This attitude, however, may be dangerous. 
Liquidation of bank holdings of government securities by the use of 
_ superfluous Treasury balances obscures the fact- that there has been a 
rapid growth in commercial and real estate loans as well as in demand 
deposits. Current changes must also be viewed with reference to the 
extraordinary volume of money owned by the public—which holds a 
continuous inflationary threat. It is possible that these funds will be 
held immobile for years until the economy grows up to.them. But it 
would not be safe or wise to run the risk of encountering the effects of an 
increased use of the existing money supply or of its increase through 
liquidation of savings bonds or other securities—without being prepared 
to apply appropriate measures of restraint. 

As has been stated, the great increase in the public debt is an impor- 
tant element in-the situation which has to be taken into consideration in 
fashioning the machinery of credit control and in its administration. It 


is the presence of this new factor in the economy, rather than the sup- ` 


posed dominance of the Treasury over the Federal Reserve System, that 
’ marks the change in conditions and requires altered techniques for 


MONETARY MANAGEMENT AND CREDIT CONTROL 
By ALLAN SPROUL" l 


The subject of this paper is money management and credit control. 
Before I embark on a discussion of this subject, I should make two 
statements. The first statement is that while I must include observations 
on the management of the public debt, I cannot and do not speak for the 
Secretary of the Treasury. He speaks for himself, My second statement 
is that I cannot and do not speak for the Federal Reserve System. The 
Federal Reserve System as created by the Congress of the United - 
States is, in fact, a federal system. There is the- Board of Governors at 
Washington having broad powers of policy making, supervision, and co- 
ordination. There is the Federal Open Market Committee composed of 
the members of the Board of Governors and representatives of the 
Federal Reserve banks, which has specific authority over the open 
market operations of the banks. There are the twelve Federal Reserve 
banks and their boards of directors, which have been given certain 
statutory powers and which have certain powers of advice and counsel 
growing out of those statutory powers. This is a federal system; it is at 
one and the same time national and regional; some powers have been 
given to the central agency, some to the constituént parts, some to a 
combination of the two, and some have been reserved, as usual, to the 
people, including the Federal Advisory Council. I cannot speak for such 
a system; certainly not with regard to the future. I can try to interpret 
policy once it has been fixed by the appropriate body within the System 
but, if I go beyond that, I am merely giving my personal views. I can 
only speak as one individual who participates in the work of the System. 

I have undertaken this discussion of money management and credit 
control with some hesitation. I am not unmindful of the fact that there 
was an election recently, and the voters seemed to express impatience 
with controls of various kinds which they had borne with varying de- 
grees of resignation during the war. But money mangement or credit 
control is not a war baby; it is the product of many years of growth and . 
development; at least since the establishment of the Federal Reserve 

* The author is president of the Federal Reserve Bank of New York. The substance of the 
present paper was originally presented before the New Jersey State Bankers Association, De- ` 
cember 6, 1946. A closely related discussion by Woodlief Thomas, director of the Division of 
Research and Statistics, Board of Governors of the Federal Reserve System, will be found in 
the Proceedings of the American Economic Association, American Economic Review, Vol. 
XXXVI, No. 2 (May, 1947)- 
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System in 1914. It was made necessary by the key positon which money 
and credit occupy in our democratic society and our capitalistic econ- 
omy. And, by the same token, the powers of money management and 
„credit control must be so limited and so administered as not to hamper 
that society; not to destroy that economy. 
| + Our primary job is the overall credit administration of the country, 
and our objective must be to make credit policy serve the demands of 
sustained high production, high income, and high employment, while - 
preserving public faith in our currency and our credit. We have long 
since learned, of course, that credit policy is not the sole determinant of 
economic health or sickness. The high hopes of a specific treatment of 
our economic ills, which concentrated on central bank operations in the 
1920’s, and which tended to center around fiscal policies in the 1930’s, 
have been disappointed in the past, and, I believe, will be disappointed 
in the future. An integration of all of our various economic programs is 
_ necessary and then, if we are to avoid totalitarianism, or State capital- 
ism, or State socialism, we have to relate these programs- to the social 
habits and individual desires of millions of human beings without too 
detailed compulsions. It is an intricate, complicated, difficult task. It 
suggests that humility should be combined with hope if we, in the Feder- 
_ al Reserve System, are to play our part well. 
~ ` J believe that over the past thirty years the Federal Reserve System 
has acquired the experience which should enable it to acquit itself 
decently. And I anchor that belief in the unique federal character of 
‘our System. It has been said, in the past, that the only way to insure the 
proper participation of the Federal Reserve System in any reordering ` 
- of our financial affairs, is to deprive the System of all taint of private 
participation. The government, so the argument runs, would be willing 
to place full reliance in the System’s existing powers, or to grant it new 
powers, only if every vestige of private participation in its management 
- were removed. I know that this is what is happening to central banks in 
other countries, and that it appears to be a growing political philosophy 
abroad. But so far as we are concerned it seems to me to be a misreading 
of the longer-term future and a miscalculation of the policy which will 
best serve us now. Rather than seek powers by. trying to make the. 
Federal Reserve System just another government agency, we should be 
- able to claim powers because we are a successful working example of | 
- government functioning in the economic field, with the aid and support 
of private business. Our experience in government-business cooperation . 
~—government having the dominant voice as it should have in the field 
of monetary and credit policy—may be a signpost along the way to | 
solution of one of the major economic problems of the postwar years: 
' the relation between government and business in our whole economy. 
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What are these powers I am talking about which the Federal Reserve Rs 
System tries to exercise? In laymen’s language, and we are all pretty 
much laymen in this field, they ate the powers of “money management.” 
That is a term which is likely to arouse the sensibilities of all those who 
deny any interference with what they call “natural economic laws.” 
And “natural economic law” in this case usually is thought of, if only 
vaguely, in terms of restoration of an automatic gold standard, nation- 
ally and internationally. 

Nationally, I make the assumption that the s Jadidi in terms 
of a currency freely convertible into gold, has disappeared and is not 
likely to return. This I do, not because I am fearful of what might hap- 
pen if we resumed specie payment, but because I fail to see the advan- ` 
tage of such resumption. There is no lack of faith in our currency or our 
credit without domestic gold convertibility, and the restraints of such 
convertibility are not needed to insure wise administration of our 
monetary affairs. In fact, if reimposed, they would not guarantee such 
wisdom. This has been amply demonstrated in the past. Restoration of. 
gold circulation within the country would seem to me to be a step pagk 
ward in the historical evolution of “money.” . 

Internationally, the gold standard still persists and performs a useful $ 
function, but it is not automatic. And in so far as it ever was automatic; 
it was at a particular time and in a particular set of economic circum- 
stances. Except in its earliest and most rudimentary form it was a gold 
standard applicable to the time and circumstance of England’s 19th 
century position in the world. It rapidly became’ more of a sterling 
standard than a gold standard, and it flourished with London as the 
acknowledged financial center of the world, with Great Britain as the 
great exporter of capital and the great importer of raw materials, and 
with the rest of the trading world largely revolving about the center. In 
essence it was an adjustment between one economy and the rest of the 
world. 

Quite early, and more clearly as it became necessary to cope with 
simultaneous efforts of many nations to adjust their economies during 
cyclical depressions, elements of management crept into the gold stand- 
ard even while it was still referred to as and considered to be automatic. 
Central banks became more and more aware of their powers and re- 
sponsibilities- They said that they were working on the lender of last 
resort theory, but this in itself interfered with the automatic working 
of the gold standard. And they went beyond this conception because 
events forced them to do so. Perhaps the most striking example of this 
transformation was the recognition, during the interwar period of the 
present century, that movements of capital might be perverse—that - 
instead of redressing international balances they might accentuate 
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unbalance. This did not conform with gold standard theory, but the 
“hot money” of the years between the wars did not respond to theory; x 
it responded to speculative urges and political fears. 

Certainly since the end of the first World War we have had more and 
more management of money in the international sense, even though a 
return to the gold standard was one of the early goals of that-period. 

. The central banks of the world, under the leadership of the Bank of 
England and the Federal Reserve Bank of New York, were in the as- 
cendant during the decade following that war, and they were the ac- 
cepted instruments of money management internationally. They still 
had respect for the gold standard, but they thought it necessary and- 
desirable to supplement its working. Sometimes they acted to alleviate 

, seasonal strains, or temporary shortages of foreign exchange on the part 
of one or another of the countries of the world. Sometimes they acted to - . 
accelerate the effects of an inflow or an outflow of gold, which was 
relatively easy because of the multiplied effect of the fractional reserve 

- system. 

Obviously they failed to restore either the pre-1914 gold snaa or 

international monetary stability. But we should not be too hasty in 
- attributing that failure to men or to the semiprivate character of the 
` institutions they served. They were pioneers, and gallant and coura- 
geous pioneers, in the development of common international economic 
' policy through consultation and cooperation. They were the legitimate 
foterunners of world organizations such as the International Monetary 
Fund; and that institution, which is now beginning to function, will do 
well to profit by their experience. Their failures were not so much fail- 
-~ ures of men and institutions—they were failures resulting from the 
tendency we have to place too much emphasis on financial arrange- 
ments, not enough on underlying economic conditions and the individ- 
ual problems of particular countries. A world organization run solely 
and directly by national governments will not solve the problem any 
better than did the semipublic central banks, if the problem itself is 
misconceived. 

That is why the successful outcome of the negotiations on trade and 
economic arrangements which have recently been the subject of pre- 
paratory meetings in London, and which will be continued during the 
coming year, is so important, so essential, to the success of the inter- 
national financial organisms already created. International monetary 
instability, and currency devaluations, and exchange controls have 
`” been, most often, the reflection of basic disturbances im a country’s 
international position, or of international cyclical movements of wide 
amplitude. Statesmen and economists could condemn currency de-- 
valuation or exchange controls, as they condemned war, but these 


~ 
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phenomena still persisted.. It doesn’t do much good to tell a primary 
producing country, of small means, which has suffered two or three bad 
harvests, or which has had its exports drastically contracted because of 
depression in a major industrial country, that it must avoid exchange 
control or currency devaluation because that would not be ‘ ‘cricket”— 
would not be “gold standard.” 

It is true, of course, that there has also beer a shift of emphasis in 

“money management” from the maintenance of international exchange 
stability to the maintenance of domestic economic stability. Monetary 
policies are coming to be less and less defined with reference to the state 
of the national gold reserves and the international balance of payments, 
and more and more in terms of domestic economic stability. It is the 
difficulty of reconciling domestic stability and prosperity with inter- 
national balance which is the core of the exchange problem today—the 
one which the International Monetary Fund and the International 
Bank for Reconstruction and Development are setting out to help to 
solve. It means a considerable degree of management of money inter- 
nationally. But it also requires a recognition of the fact that the prob- . 
lem, fundamentally, is not financial—it is a problem of production and 
trade, of costs and prices, and of the maintenance of a ad growing 
economy in the.principal countries of the world.’ l 

What we need to retain from the gold standard days, whether pure 
‘and automatic, or adulterated and only semiautomatic, is a realization 
that we cannot escape wholly from the disciplines which the interna- 
tional gold standard imposed on domestic action. Persistent unsound 
national policies in the fiscal and monetary field, persistent deficitsina . > 
country’s current balance of payments, will end up in international 
instability no matter how much management you have. Asin many other 
situations, the late English economist, John Maynard Keynes, has said 
it, has said it well, and has said it, perhaps, to the confusion of some of 
those young disciples, who followed but could not always correctly 
interpret the master; who have not been so agile of mind and so free to 
shift their position as he was. In his last essay which discussed the 
- United States proposals for consideration by the International Confer- 
ence on Trade and Employment, Lord Keynes said: 


. We have here sincere and thoroughgoing proposals, advanced on be- 
half of the United States, expressly directed towards creating a system 
which allows the classical medicine to do its work. It shows how much 
modernist stuff, gone wrong and turned sour and silly, is circulating in our 
system, also incongruously mixed, it seems, with age-old poisons, that we 
should have given so doubtful a welcome to this magnificent, objective ap- 
proach which a few years ago we should have regarded as offering incredible 
promise of a better scheme of things. 
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- I must not be misunderstood. I do not suppose that the classical medicine 
will work by itself or that we can depend on it. We need quicker and less 
painful aids of which exchange variation and overall import control are the 
most important. But in the long run these expedients will work better and 
we shall need them less, if the classical medicine is also at work. And if we 
reject the medicine from our systems altogether, we may Ai drift on from 
expedient to expedient and never get really fit again . 


Nationally or domestically, I think most of us will agree that the 
question of “money management” was thoroughly studied and calmly 
_decided by the review of our national experience, the examination of the 
experience of other countries, and the investigations of our existing 
banking and credit system which preceded the adoption of the Federal 
` Reserve-act in 1913: How successful we have been in the administration 
of the act, and of the various amendments which have been adopted, 
particularly the Banking acts of 1933 and 1935, may well be a matter of 
some difference of opinion. But I know of no serious body of opinion 
which seeks to abandon money management, as it has developed over 
the past thirty years. The Federal Reserve System has made a place for 
itself, as a part of our banking and credit machinery, and has fortified 
its position by performing services which could not have been otherwise 
rendered during two struggles for our national existence. 
The principal new problem which now faces us in the successful 
_ Management of money grows out of our participation in World War I. 
It has been created by the tremendous increase in the size of the federal 
debt and by the extent to which public debt obligations have become a 
part of our banking and institutional assets. On the one side this has 
emphasized the relative importance of fiscal policy and debt manage- 


` -ment, as contrasted with monetary policy, as a means of economic 


_ control, and on the other side it has greatly reduced the area in which 
monetary policy is free to work or can work effectively. 
The cost and the availability of credit were the twin weapons. of 
domestic money management as practiced by central banks. In my . 
opinion, substantial changes in interest rates, affecting all maturities, 
such as were formerly employed for purposes of monetary control, are 
now impractical. I deem them impractical because of their effect on the - 
prices of public debt obligations, and therefore on all those holding such 
obligations, and their effect on the cost of public debt service. At the 
same time control over the availability of credit has been substantially 
relinquished, for the time being, by obligations or responsibilities which 
` have been assumed in support of the government security market. . 
At the beginning of the recent World War it was decided that our 
expenditures for war purposes should be financed at stable, not rising, 
rates of interest such as the pressing needs of previous wars had pro- 
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duced. To make this decision effective, a pattern of rates for government 
securities was established, with Federal Reserve support. The almost. 
inevitable consequence of the fixing of this pattern, which meant sup- 
‘plying the commercial banks with whatever funds were necessary to 
maintain the pattern, was pretty constant pressure on the longer-term 
rates. Actually, therefore, the war was financed not at stable rates of 
interest, but at declining rates. We came out of the war with short-term 
rates still pegged where they were when we went in ‘but with the longer- 
term rates under steady downward pressure. So long as differences in 
maturity, and the risks which longer maturities are supposed to involve 
are deprived of their significance, the tendency of interest rates is to 
come together at one figure for all maturities. If the short end of the 
rate curve is fixed, that means that the long end will tend to decline. - 
So much for loss of control over the cost of credit. 

Similarly with the control of the availability of. credit. In its simplest 
terms, our support of the government security market has meant and 
still means that the commerical banks, in large part, have the initiative 

_ in determining whether or not reserve bank credit is to be created or 
extinguished. If the commercial banks sell government securities and 
the market will not absorb them at somewhere near the going prices, we 
are the residual buyers. If the commercial banks have surplus funds, and 
government securities of the kinds they want are not available in the 
market, at least without a substantial run-up of prices, we are the ulti- 
mate sellers. In either case we are not the masters in our own house. 

One way out of the dilemma, the loss of control over the cost and - 
availability of credit, would be to transfer our interest and our affections 
from quantitative credit controls to qualitative credit controls. We 
have two such now, the control of credit used in the stock market and 

.the control of consumer credit. Our experience with these controls has 
not been altogether happy, but it is my opinion that they are worth , 
continuing, that we need them, at least until something better has been 
devised. Our economy is peculiarly susceptible to the influence of wide 
swings in the use of credit in the stock market and in the mass distribu- 
tion of consumers’ durable goods. These swings have tended to accen- 
tuate our booms and our depressions, and in so far as they can be 
moderated by credit controls, it is a contribution to stability. The 
administration of these controls is possible without interfering too 
greatly with that independence of decision which will permit individuals 
and business enterprises to adapt their practices to the needs of a dy- 
namic expanding economy. When you think of extending such controls 
into other fields, however—and this would be necessary if qualitative 
controls are entirely to supplant quantitative controls—you find your- 
self wandering perilously far from the kind of private enterprise economy 
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we are trying to preserve. I think we must still try to see what we can - 
do with quantitative controls. 

In current thinking the quantitative approach has had at least two 
expressions. The Board of Governors of the Federal Reserve System in 
its 1945 annual report to the Congress suggested that the present powers 
of the Federal Reserve System, granted in very different circumstances, 
are inadequate to deal with present or possible future situations, and 
that we shall have to have new powers if we are to be held responsible 
for credit control—for “money management.” The Board suggested 
that consideration might be given (1) to requiring banks to maintain a 
secondary reserve in the form of Treasury bills and certificates of in- 
‘debtedness, which would be superimposed on our present cash reserve 
system, (2) to the control of long-term security investments of com- 
mercial banks, and (3) to an increased authority to change cash or 
primary reserve requirements of banks. I am not going‘to try to explain, 
analyze or discuss these proposals. Their discussion could form the 
_ content of one or more separate papers. I can only say that I think they ` 
have little relevance as far as meeting present problems is concerned. I 
do not believe we can expect Congressional consideration of and action 
upon such fundamental changes in our banking system in the near 
term future. = ; 

It-has seemed profitable to me, therefore, to concentrate on what we 
might do with our present powers and our present skill, combining our 
resources of power and skill with those which the Treasury uses in 
managing the public debt. Money management and debt management, 
as distinguished from fiscal policy which depends largely on Congres- 
' sional action, are today’s Siamese twins of effective and usable power 
and influence i in the hands of those who have executive authority and 
responsibility. I think that it is possible to do something with them as 
they stand. What we do need not be spectacular nor drastic. It has not 
been sufficiently recognized, perhaps, that the very size of the public 
debt and of the bank holdings of the public debt have made the money 
market much more sensitive to relatively modest action than was 
formerly the case. The fact is, of course, that we have been using the 
modest approach in debt and money management—elimination of the 
preferential discount rate, retirement of government debt out of Treas- 
ury balances, increases in acceptance buying rates—and that so far 
this approach has been measurably effective in the economic situation 
in which it has been used. Aggressive bank bidding for longer-term 
government bonds has been diminished, at least temporarily, the pres- 
sure on longer-term rates of interest has been reduced, the banks have 
been in intermittent need of reserve funds, and some short-term rates of 
interest have risen slightly. 


` 348  - ° THÈ AMERICAN ECONOMIC REVIEW 


-problems of today. It is important, however, that it be free to work in 
` the right direction. That is the significance of what might be called the 
next step in the modest approach to restoring credit control—breaking. 
out of the strait jacket of the pattern of rates, in which we voluntarily 
allowed ourselves to be tied and fastened during the war. By that I mean 
specifically, the defrosting of the presently frozen short-term rates on 
government securities. I do not suggest this as an urgent matter of the 
moment; other actions and other factors have given us and are giving 
us time to consider the problem. And I recognize that the benefits of 
such a move are not certain; there are few certainties in credit adminis- 
tration. But it seems to me that if we are again to have a credit policy 
worthy of the name, and if we are to be able to support and supplement _ 
a constructive policy of debt management, we must sooner or later get 
out of the strait jacket of the pattern of rates. We cannot indefinitely 
leave with 14,000 commercial banks the determination of how much 
Federal Reserve credit will be used; how much further the money sup- 
ply may be expanded. And it makes little difference, in terms of the 
‘money supply, whether the action of the banks is motivated by a desire 
to shift from short- to long-term government securities; as was the case 
early this year, or whether it represents a shift from government securi- 
. ties to private.credits, as has been the case more recently. l 
I do not mean, of course, that so long as anything like the’ er 
situation exists, we should abandon the short-term market to its own 
devices. And I do not mean that we should relax our controls so far as to. 
breach the 214 per cent rate on long-term government securities. The 
former is not necessary and the latter is not desirable. But it is necessary 


` . and it is desirable that we regain a position in which we shall be able to 


apply the brakes to credit expansion when inflation threatens, even if 
we can only apply them ever so gently. That is why. we should look: 
forward to restoring some flexibility to the interest rate structure: It can 
be argued that flexibility of interest rates in a supported market merely ' 
means changing the peg. But surely there is a vast difference between 
supporting a market at your own discretion, at rates which can move 
up or down, and supporting a market at fixed rates which you have 
announced in advance your determination to maintain. In the former 
case, all the advantages of initiative and uncertainty will be working to 
make policy effective. In the latter case, betting against the house is a 
sure thing. If it is not known in advance exactly what we are going todo, ` 
we may well find that very little pressure will have sizable and bene- 
ficial results: If reserve funds can be made a little less readily available, 
. and the certainty.as to their future availability in any. amount at a 
_ fixed price, can be removed, banks as lenders may be deterred from 
inflationary lending, such as lending to finance excessive inventory 
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It is true that this is weak medicine in terms of combating inflation. 
It has done little to reduce the volume of funds already created and in’ 
the hands of the public, and nothing to increase the supply of goods and 
services available to the public. I have heard of no practical program of- 
credit control which would accomplish these purposes. So far as inflation 

‘is concerned, ours is essentially a holding operation. 

There is only one final and compelling and satisfying answer to the 
present lack of balance between the supply of goods and services and the 
supply of money, and to the present danger of our climbing another loop 
in the cost-price spiral. That is an increased supply of goods and serv- 
ices growing out of increased production per man hour—out of in- 
creased efficiency of men and machines. That is the only way we can 
validate the increases in costs which have already taken place in our 
economic structure. That is the only way we can prevent-a further 
increase in prices, or bring about a decline in prices, without the hard- 
ship and suffering of depression and unemployment. Responsible man- 
agement must know that this is the problem; that putting into effect a 
price increase to meet every wage increase is no real solution. Respon- 
sible labor must recognize that its own interests, as well as the interests 
of the whole community—our standard of living—are bound up in the _ 
same package with output per man hour. Recognition must lead to 
action, however, or little will be accomplished. And action will require 
consideration of our incentives to investment and to work, and of the 
penalties for slackness in production, whether of management or labor. 

- Without adequate incentives for superior performance and without 
observable penalties for inferior performance, it is flying in the face of 
human experience to expect increased production per man hour. 

Unfortunately, the whole world will be affected if we ride the roller 
coaster of boom and bust. We shall not be the only ones to suffer for 
our sins. America’s national income represents perhaps two-fifths of the 
world’s total income. It is certainly the most dynamic and significant 
factor in the world economy. If we exhibit a lack of responsibility in our 
domestic economic affairs, we shall betray a world which is looking to us 
for leadership, and which depends on us, in large part, for its own sta- 
bility. Those who are concerned with the direction of American business 
and American labor need to ponder this, not only because of its econom- 
ic implications but because of its international political implications. 
If we are to lead the world toward enduring peace, we cannot afford to 
dissipate our influence and weaken our world neighbors by economic 
irresponsibility. No one-who lives, as we all do, in the shadow of the 
atomic bomb, should forget that fact for one instant. 

This partial digression should make clear, I think, that I attribute to 
money management only a very secondary role in meeting the major 
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bank credit creation, the author comes to certain conclusions among which 
are that the banks do not “unwarrantedly encroach on the government’s 
prerogative of creating and regulating the currency” and that “the present 
system of government borrowing from the banks does not entail excessive 
or undue cost burdens for the government or the taxpayer.’ 

It is not the purpose of this commentary to argue the merits of these con- 
clusions since they are vitiated by the largely false premises on which they 
are based, viz., that demand deposits in commercial banks constitute the 
“savings” of the depositors, that these are “lent” to the banks, and that 
the commercial banks are only a “medium” through which this lending is 
effected. x 

It is no longer a disputed point that commercial bank credit creation, i.e., 
the expansion of demand deposits, proceeds pari passu with the expansion 
of the ownership by the banks in the system of loans and discounts or in- 
vestments; and that this results from the fact the banks through a system 
process acquire title to such earning assets through the creation of demand 
deposits. Contraction of these deposits, on the other hand, comes about asa 
consequence of the calling or maturing of loans and discounts, the sale or 
redemption of bank-held bonds, or the conversion of deposits into currency, 
or their use to buy assets from the banks. 

Recognizing these fundamental relationships, it should be obvious that 
when a commercial bank creates a new deposit in favor of a borrower, this 
deposit does not represent the savings of the borrower. Nor does the ex- 
penditure of such deposits bring about any such metamorphosis. If it be 
assumed that the deposits thus created are spent for goods, it follows that 
the seller of the goods now holds assets in the form of demand deposits 
rather than inventory. The acquisition of demand deposits is no evidence 
per se that the savings of the owners have expanded by an equal amount, or 
indeed by any fraction thereof. In the above example it may very well have ° 
been true that the goods were sold at a loss, so that the owner’s equity in his 
enterprise (one real evidence of savings) actually diminished. 

The further utilization of these deposits by their subsequent owners does 
not alter the validity of these conclusions, nor is their validity impaired by 
the fact that the demand deposits may have been created as a consequence 
of the expansion of a bank’s investments rather than its loans and dis- 
counts.? 

Any correct appraisal of the credit-creating activities of commercial banks 
should be premised upon the recognition that only a part of demand de- 
posits represent “savings” and that the great bulk of these deposits simply 
reflect the fact that the owners prefer, or find it necessary for one reason or 


3 Thid., p. 323. 

3 The relationship between investments and deposita received later recognition than the 
more obvious connection between loans and discounts, and deposits. It is now recognized that 
irrespective of the method employed by a particular bank in purchasing investments, this will 
result (ceteris paribus) in an expansion of deposits in the system, even though from the point of 
view of the purchasing bank the acquisition of the bonds simply altered the nature of the bank’s 
assets. 
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supply became‘excessive and anti-inflationary taxes had to be imposed. It is- 
his fear that public resistance to the necessary taxes would be greatly aug- 
‘mented “were it understood that the government does not have to pay 
interest on, or (perchance) even the principal of its debts.’ In evaluating ` 
this argument we must remember that taxes used to make payments of. 
interest on principal on the national debt will have considerably less anti- 
inflationary effect than taxes going into a retained budget surplus, and that 
consequently the piling up of an interest-bearing debt will increase the total 
amount of taxes it would be necessary to collect before tax collections began 
to have an appreciable anti-inflationary effect. We must also bear in mind 
that while the average taxpayer derives no visible current benefit from tax 
payments required to service a public debt, he does have a real and obvious. 
interest in keeping down his own cost of living. If Professor Poindexter’s 
observation that “virtually everybody objects to inflation”? is accepted, we 
need not be defeatist about the possibility of getting needed anti-inflation- 
ary taxes, once there is a reasonable degree of public understanding of com- 
pensatory fiscal policy. Until such understanding is achieved there is. 
probably little danger that peacetime deficit financing will be carried to 
‘inflationary lengths, but there ts grave danger that the United States may, 
at some time in the future, fail to resist the national, and indeed inter- 
national, catastrophe of a major deflation through fear of assuming the 
continuing burdens which such resistance would be mistakenly supposed to 
entail. The government will fail to make its proper contribution to the all- 
important clarification of public thinking in this sphere if it is less than 
completely frank as to the reasons for heavy taxation in periods of excessive 
expenditure. 
To avoid any possible misunderstanding, let me emphasize that this com- 
munication is not intended as a general defense of functional finance. No ` 
judgment has been passed on the contention, prominently identified with 
Professor Hansen, that a large interest-bearing government debt may have 
positive advantages, and no attempt has been made to demonstrate any ` 
final or overall superiority of interest-free deficit financing over other more - 
orthodox approaches in the field of public finance. My only purpose has 
been to question some of the arguments against interest-free deficit financ- 
ing raised by Mr. Poindexter. . 
Emne BENOIT-SMULLYAN* ~ 


6 Ibid., pp- 321-22. 
7 Ibid., p. 319. 


* The author is professor of economics and head of the department of economics at the , 
Associated Colleges of Upper New York. 


The Nature of Bank Credit: A Comment 


The June, 1946 issue of this Review contained an article by Professor J. 
Carl Poindexter on “A Critique of Functional Finance Through Quasi-Free 
Bank Credit.”! After examining what he believes to bė the circumstances of 


1 American Economic Review, Vol. XXXVI, No. 3 (June, 1946), pp. 311-23. 
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than thròugh an increase in government expenditures on goods and services. 

Closely connected with the preceding point is Professor Poindexter’s be- 
lief that “the necessity of ‘ raising’ money by means of taxation or borrow- 
ing, on pain of paying interest, imposes a salutary and necessary restraint 
. which would be lost under the proposed system of financing.’ Again Pro- 
fessor Poindexter’s point is clearly sound only if he is referring to a stable 
full-employment situation. When, on the contrary, an excess of government 
expenditures over government revenues is positively required to raise the 
level of economic activity and to prevent irretrievable waste of human 
energies, and possible political and social chaos, then the orthodox financial 
obstacles to raising the necessary funds may, if effective, be harmful and - 
gratuitous rather than salutary and necessary. The existence of a budget ` 
deficit need not, of course, necessarily imply an extravagant increase, or 
indeed any increase, in government expenditures, but may be the result of 
deliberate tax reductions or tax remissions intended to enhance the dis- 
posable incomes of consumers and investors. 

We may assume for the sake of argument that Professor Poindexter is 
correct in his contention that monetization of the existing national debt, 
whether or not combined with a 100 per cent reserve plan, would unduly cur- 
tail bank revenues and force reliance upon other, not necessarily superior, 
methods of financing essential banking services. But from this it does not 
follow that if additional deficit financing should prove necessary to offset 
deflationary tendencies in the post-transition period, reliance should neces- 
sarily continue to be placed on government borrowing at interest. Interest 
payments to banks are already so large that, as Professor Poindexter in 
discussing bank profits admits, “‘on the face of things, the rate of return 
realized in the last year or two may appear to be more than adequate.” 
If that part of the national debt now in the hands of banks is not diminished 
and if interest rates are not further reduced, then bank profits.should pre- 
sumably remain adequate to satisfy any reasonable requirement, assuming 
. of course that full employment and consequently a high level of private 
„borrowing are maintained. Indeed, it would be both peculiar and unfortu- 
nate if a continuing succession of depressions or wars, financed by govern- 
ment borrowing at interest, were found to be indispensable for the prosperity 
of the banking system. 

Only by ignoring the effects of the proper type of deficit financing in 
checking an incipient depression, stimulating private borrowing from banks, 
and thereby sustaining bank earnings from private sources, could Professor 
Poindexter have arrived at such gloomy conclusions regarding the probable 
effects of interest-free deficit financing on bank earnings. If-a condition of 
‘full or nearly full employment is maintained, bank earnings will presumably 
remain adequate—even if a portion of the increments in circulating medium 
required to service a continually expanding economy does not become a 
source of income for banks. 

Professor Poindexter’s final point concerns the difficulties which might be 
experienced as an aftermath of interest-free deficit financing if the monetary 

í Poindexter, op. cit., p. 322. 7 

5 Ibid., footnote 10, p. 317. 
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to me quite reasonable. It is thus really not clear why Mr. Woytinsky claims” 

a monopoly for basing his “projection” on an “appraisal of the prevailing - 

trends in our economy.” 1 
; K M. Katecxi* 

* The author is assistant director of the Economic Stability and Development Division of 


the U.N.O. The views expressed in this note are his own personal opinion and do Hot neces 
sarily reflect those of the agency with which he is associated, 


Interest-Free Deficit Financing and Full Employment 


Some of the arguments in Professor Poindexter’s criticism of deficit- - - 
financing vie quasi-free bank credit in the June, 1946 issue of this journal! 
are tenable only under conditions of sustained full employment. These 

arguments do not apply in a situation of actual or impending mass unem- 
ployment and under-utilization of resources, which is the only normal peace- - 
time situation in which deficit financing is likely to be extensively used. 

Professor Poindexter, for example, finds a justification. of government 
interest payments to the banking system in “the cumulative real cost of 
vesting in the government command over present as against future goods. 
In other words, the costs of bank credit creation are essentially the same as 
those borne by the individual saver-lender.’* This may, perhaps, be con- ` 
ceded under conditions of continuing full employment, when government 
expenditures effectively divert to the government goods and services which 
would otherwise have been allocated to private users, and force private users 
to postpone a utilization that would otherwise have occurred immediately. 
‘Tf, under such conditions, government expenditures (e.g., for defense, or for 
capital projects) are not fully covered by taxation, then a good case canbe . 
made for requiring the government to borrow at interest, thereby com- . 
pensating the private parties whose utilization of goods and services has 
been delayed? 

But the situation is entirely different when there is less than full employ- 

- ment. In such a case the creation of credit for the government’s use has no 
“cumulative real cost” because what it vests in the government is not a 

“command over present as against future goods,” but rather a command 
over goods that would otherwise not have been produced at all. Deficit financing 
under conditions of actual or incipient under-employment is socially costless 
because it does not take from any private users what they would otherwise 
have enjoyed. Rather it edds to their currently available output of goods 
and services. In fact, it will probably add to the volume of goods and serv- 
ices available for private purchase, particularly if the deficits are reached 
through a reduction in taxes or an increase in transfer payments, rather 


r J. Carl Poindexter, “A Critique of Functional Finance Through Quasi-Free Bank Credit,” 
_ Am. Econ. Rev., Vol. XXXVI, No. 3 (June, 1946), pp. 311-23. 
: 2 Ibid., p. 313. ` 
3 No comment is here intended on the ethical i issue of “drafting dollars as well as men” in 
wartime. 
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sumption. However, as shown above, substantial “oversaving” will be left 
in Mr. Smithies’ “model” even if the saving ratio is assumed at the level of 
1923-29 or 1940. (Mr. Woytinsky mentions as a factor tending to depress the 
future saving ratio the fact that workers got used to higher consumption 
during the war. Even if granted that this would have any repercussions in 
the future, the influence of this factor upon the saving ratio is bound to be 
small because the workers’ contribution to total saving is of no great im- 
portance.) 

4, I agree with Mr. Woytinsky that the extra demand for houses will 
continue into the ’fifties. This factor has been taken care of in the forecasts 
quoted in my article (see footnote to p. 461; also p. 8 of Mr. Smithies’ paper 
in Econometrica). I disagree, however, that the same is true of deferred 
demand for durable goods which, I think, is likely to be exhausted by 
1950.5 The same is true probably of the demand of industry for plant and 
machinery® even if in addition to arrears during the war we take into con- 
sideration the influence of new technological developments (innovations 
will partly overlap with the satisfaction of deferred demand for investment). 

5. Mr. Woytinsky’s reference to public investment as a factor in sustain- 
ing a high level of employment in the ’fifties is rather puzzling. If he as- 
sumes that public investment is financed by borrowing, it contradicts all his 
argument which is directed against the necessity of public borrowing for the 
maintenance of full employment. If, however, public investment is financed 
by taxation, its stimulating effect upon employment is very much reduced 
and it has to be on an enormous scale to constitute an important factor. 

Mr. Woytinsky starts next his final attack on “models.” (Incidentally, 
this term has not been used in my article, but to Mr. Woytinsky, I seem 
somehow to stand for “models and the like.”) He stresses that “the con- 
troversy in interpreting historical trends cannot be solved by tricky ‘models’ 
which postulate in advance a definite pattern of development” and, he main- 
tains that his own “projection,” showing that the situation in 1950 will be 
“inflationary” rather than “deflationary,” is based on an “appraisal of the 
prevailing trends in our economy.” To me his “projection” is as “tricky” a 
“model” as any other forecast. He differs from other “model builders” only 
by his set of assumptions which does not impress me as particularly well 
founded. He assumes for his 1950 model a low current saving ratio which is 
based on a crude and, as I tried to show above, erroneous extrapolation of 
prewar trends. Also, other model builders arrive at their saving ratios by 
extrapolation of prewar trends and, although I have certain objections 
against their methods, they seem to me still much more reasonable than that 
of Mr. Woytinsky. Mr. Woytinsky assumes further that in 1950 ‘‘4 billions 
of war savings will flow back into consumption.” Other ‘model builders” 
are by no means oblivious of this possible effect, but they assume that by 
1950 the effects of “deferred demand” will be exhausted, which again seems 


5 Cf. J. Steindi, “Post-War Employment in the U. S. A.,” Bull. of the Oxford Institute of 
Statistics (Sept., 1944). The National Survey of Liquid Assets, Board of Governors of the Fed- 
eral Reserve System, points to the same. 


€ Cf. J. Steindl, ibid. 
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(which represents private incomes exclusive of transfers but before direct 
taxation), this ratio would be about the same as against 10 per cent, which is 
Mr. Woytinsky’s figure. It should be added still that in 1940 the ratio of 
savings to aggregate private income was 12 per cent and in 1941, which was 
the first year of nearly full employment after the great depression, about 20 
per cent. It is true that in the latter rearmament was already on a large 
scale, but no limitations on consumption of any sort had yet been imposed. 
In the light of these figures the saving ratio 16.5 per cent which I obtain in 
my article from Mr. Smithies’ forecasts does not appear to be fantastic.. (I 
shall still deal with this subject below.) But even on the assumption of the 
saving ratio at 1923-29 level (11.5 per cent) and the figure of 152 billion dol- 
lars of aggregate private income, I should have arrived at 17.5 billion dollars 
for savings (as compared with the figure of 25 billion dollars given in my 
article). With private investment assumed at 10 billion dollars, this would 
still leave an “oversaving gap” of 7.5 billion dollars. 

2. The statement that savings, except during the wars and deep depres- 
sions, were roughly in balance with demand for new capital is irrelevant to 
our problem. It probably implies that except during wars and deep depres- 
sions budget deficits and export surpluses were on the average of no great 
significance and, nevertheless, the average level of employment was at a 
fairly high level. As stated above, this level was definitely short of full 
employment; of course it was not low either, but how could it be if Mr. 
Woytinsky cuts out deep depressions? 

3. Ifitisassumed that after the transition the saving ratio at full employ- | 
ment will be higher than at prosperous periods before the war, say, 16.5 
per cent as compared with 11.5 per cent, it does not mean in the circumstances 
an increase in thriftiness. For Mr. Smithies’ forecast implies a considerable 
rise in consumption per head as compared with prewar and the increase in 
the savings ratio is due not to reduction in consumption out of a given in- 
come but to the fact that consumption increases in slightly lesser proportion 
than income. (If the saving ratio increases from 11.5 per cent to 16.5 per cent 
the rise in consumption falls short 5 per cent of the rise in income). In this 
context Mr. Woytinsky’s reference to the return to eighteenth-century © 
austerity may be considered nothing but a sign of his deeply emotional at- 
titude to the problems in question. ; 

There are, I think, some plausible reasons for the full employment saving, - 
ratio after the transition period being higher than before the war (in 1923- 
29 or 1940). A large part of savings is made up in prosperous periods of 
corporate savings (undistributed profits) and savings out of higher- and 
middle-income brackets. Now in a state of permanent full employment the 
utilization of equipment is likely te be higher than in 1923-29 or in 1940. 
This will be reflected in the relation of profit to capital and willresultina | 
considerably higher percentage of profits going to corporate savings and - 
correspondingly lower percentage going to dividends. Further, real incomes 
will increase considerably as a result both of fuller employment and of a 
rise in productivity. This applies to high incomes as well and here such a 
rise may well lead to a higher proportionate increase in savings than in con- 
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Woytinsky somewhat pompously in the passage jjubeed=cthae the United ` 
States are unlikely to be able to maintain full employment after the transi- 
tion period without having on the average a substantial budget deficit. 

It is against this thesis that Mr. Woytinsky now delivers his attack. It 
follows from Mr. Smithies’ estimates for Variant B—40 hour week, which I 
consider most likely, that in the post-transition period saving at full em- 
ployment would exceed such rate of private home investment that may be - 
maintained one year after another by 15. billion dollars; and thus to main- 
tain full employment this “gap” has to be filled by export surplus and the 
budget deficit. Mr. Woytinsky writes: 


Let us examine the assumption of an over-saving of 15 billion dollars in 
post-war America. History shows that, except during wars and deep depres- 
sions, savings in the United States averaged somewhat lesss than 10 per cent 
of the national income and were roughly in balance with its demand for new 
capital. If this pattern should change drastically in post-war America, there 
must be some reasons for -such a change. What are these reasons? Will 
veterans returning home from foxholes lose their “propensity” for decent 
dwellings, and will building construction stop? Will the nation shift to the 
austere consumption habits of the eighteenth century? Will people move 
' from cities to rural areas, strongholds of thriftiness and saving? Will tech- 

nical progress be brought to a standstill? 

None of these assumptions seems very probable. Observations point rather 
to very different trends. New, higher consumption habits were acquired by 
workers during the War boom. New habits were brought back to the coun- 
try by the returning veterans. The tide of marriages and births resulted in 
an unprecedented demand for new homes, a demand which cannot be satis- 
fied in three or five years. The deferred demand for durable goods and ac- 

’ cumulation of war savings open new markets for production. The new tech- 
nology of light metals and plastics and the progress of electronics generate 
new outlets for investment. The progress of aviation makes urgent the task 
of adjusting our urban areas to the new means of transportation. The huge 
financial reserves of business concerns, farmers and public agencies make 
private construction and public works possible on a scale never dreamed of 

_before. The United States has emerged from the war as the first economic 

` power in the world. The state of international security demands considera- 
ble outlays for defense. The nation is facing a tremendous expansion of in- 
dividual and collective consumption.and spending. 


I quote these two passages in full because they are fairly typical for the 
“optimistic” approach to the long-run employment problem in the United 
States. I therefore consider it useful to examine the argument in some detail. 

1. With regard to the ratio of saving to aggregate income, it is not cor- 
rect to compare this ratio at full employment with the prewar average 
' saving ratio even if deep depressions are excluded. For even then the cor- 
responding average prewar employment is far from the full employment 
level. The comparison is improved if a period of high level of employment is 
considered, for instance, 1923-29, Now in this period the average ratio of 
savings (including undistributed profits) to aggregate private income (in- 
clusive of undistributed profits, after taxation, and inclusive of so-called 
` transfer incomes) was about 11.5 per cent. In relation to national income 
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The conclusion of my analysis to which Mr. Woytinsky refers is based on 
this passage and on the fact (p. 453) that the percentage of unemployed in - 
relation to the available labour force was higher in the United States in 
1940 than in the United Kingdom in 1938. 

Mr. Woytinsky maintains further that my analysis does not take into 
consideration “the economic structure of the two countries and business 
conditions in the selected years.” What he means by difference in “economic 
structure” that is relevant to my conclusions, I do not know. As to the selec- 
tion of years, the matter is discussed on p. 453. And the difference in “busi- 
ness conditions” is accounted for in the passage quoted to which Mr. 

‘ Woytinsky chose not to refer. Mr. Woytinsky was, to put it mildly, not very 
punctilious in reviewing this part of my article. 

Let us now consider Mr. Woytinsky’s criticism of the second part of my 
paper. In this I compare the financial problem of maintaining full employ- - 
ment after the transition period in the United States and the United King- 
dom. As the basis for this comparison I used for the United States, Mr. 
Smithies’ forecasts of the national product and its components in the United 
States in 1950 (published in Econometrica, January, 1945); and for the 
United Kingdom my own forecast of the national product and its com- 
ponents in 1951 (published in the Bulletin of the Oxford Institute of Statistics, 
December, 1944). Mr. Woytinsky blames me for using uncritically Mr. ` 
Smithies’ estimates: “Instead of any proof he refers simply to an earlier 
article of Mr. Arthur Smithies on “Forecasting Post-War Demand,” an 
essentially mathematical article in which general methodological considera- 
tions were illustrated by a series: of tentative deliberately experimental 
projections. Whether valid or not, these projections reflected a definite 
phase of the discussion which was in progress at that time among technicians 
in the United States but were not intended as a prophecy. To Mr. Kalecki, 
however, these casual figures become a prediction of the economic structure 

_ of post-war America and the foundation—theé sole foundation—of the policy 
it should follow to maintain full employment!” If Mr. Woytinsky looked. 
carefully through the article of Mr. Smithies—or that of another “‘techni- . 
cian,” Mr. Mosak, published in the same number of Econometrica—he would 
see that the articles were not intended as mere exercises in mathematical - 
statistics, but that the authors treated their forecasts sufficiently seriously 
to draw from them certain conclusions with regard to government full em- 
ployment policy. (See Econometrica, January, 1945, pp. 13 and 37.) Mr.. 
Smithies’ figures did not seem to me “casual” for three reasons: (a) his 
method seemed to me fairly reasonable although T had certain objections in 
point of detail; (b) a great majority of “technicians” who dealt with the 
same problem arrived at figures of the same order of magnitude; (c) an 
estimate made by my own method also confirmed roughly Mr. Smithies’ 
figures.‘ However rough may be Mr. Smithies’ estimates, I considered and . 
still consider them a sufficient basis for the conclusion deprecated by Mr. 


4 I could not include this calculation in my article because it would then become too tech- 
nical for the International Labour Review. I presented it in my lectures at the University of on 
cago in March, 1946. 
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equilibrium level”; (this really meant that at a given level of employment 
the equation would be fulfilled only at a certain level of the rate of interest 
while the process of equating S toI+E+D throigh changes in employment 
was not considered). 

Mr. Woytinsky starts now the criticism of what he calls my “models. z 
Strangely enough he classifies as “models,” inter alia, a comparative analysis 
of the national product and its components in the United States in 1940 
and in the United Kingdom in 1938. This analysis leads me to the conclusion 
that the problem of employment was already before the war more difficult 
in the United States than in the United Kingdom because the percentage 
of income saved at the same degree of employment of the available labour 
force was substantially higher and because this percentage was not nor- 
mally offset by a correspondingly higher ratio of private investment plus 
-export surplus to the aggregate income. Mr. Woytinsky maintains that this 
conclusion is based merely on the fact that the sum of the budget deficit 
and export surplus was 4 per cent of the aggregate income in the United 
States in 1940 and 3.4 per cent in 1938 in the United Kingdom, “although 
this trifling disparity falls within the margin of error of the two computa- 
tions.” Now this is a complete misrepresentation of my argument. After the 
tabular comparison of the national product and its components (from which 
Mr. Woytinsky took the above figures relating to the sum of budget deficit 
and export surplus) there is the following passage: 


It seems at first glance that the position with regard to maintaining the 
existing level of employment without Government intervention by means 
of a budget deficit was less favourable in the United Kingdom than in the 
United States. Indeed the budget deficit in the?latter country was 2 per 
cent. of aggregate income, while in the former the corresponding figure was 
4.9 per cent. A closer examination shows, however, that the reverse is true. 
Both the change in the value of working capital? and the export surplus were 
at an unusually high level in 1940 in the United States. A correction for 
these “abnormalities?” would reduce the level of private investment plus 
export surplus from 10.5 per cent. of aggregate income to a level not substan- 
tially exceeding 7 per cent. On the other hand, the change in the value of 
working capital? and the export surplus were particularly low in 1938 in the 
United Kingdom, where the correction for abnormality would raise the pro- 
portion of private investment plus export surplus to aggregate income from 
3.3 to something like 6 per cent. As a result the budget deficit necessary to 
maintain the existing level of employment would be of the order of 5 per 
cent. of aggregate income in the United States and 2 per cent. in the United 
Kingdom. This difference would be due to the fact that, while the ‘cor- 
rected’ level of investment in relation to aggregate income was assumed 
above to be only a little higher in the United States than in;the United King- 
dom, the percentage saved out of income was "substantially larger in the for- 
mer ‘thangin’thellatter country: 12.5 per cent in the first case (in 1940) as 
compared with 8.2 per cent in the second (in 1938).? 


2 Reflecting not only the quantitative change in inventories but the change in the basis of 
the valuation as well. 
3 International Labour Review (Nov., 1945), pp. 455-56. 
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5. Profits of individual firms frequently are an element in collective ` 


bargaining—but only one among many. It is dangerous to link wage levels 
to a price and profits parity standard, as Nathan does. The use of a global 
total invites demands for increases that are entirely too large for price 
stability. No economy can support annual general increases of 20-25 per 
cent, and it borders on the irresponsible to encourage organized labor to 

believe otherwise. Furthermore, if the wage level is tied to profits and 
prices, the prospects of cumulative inflation and deflation will be greatly 
increased, 

6. As a technical matter, Nathan’s “double standard” for the wage- 
profits comparisons is open to objection. I find no justification for the two 
base periods together. Had 1939 or 1941 been used for both comparisons, 
the 20-25 per cent estimate could not have been attained. The wage base 
ignores the increase of real wages prior to January, 1945 while magnifying 
the deflationary effects of reconversion (reduced overtime and lower weight 
of high-wage war industries). In contrast, the 1936-39 profits base magnifies 
the unsurprising shift to profits that occurs with expansion, though this 
base is defensible if wages were also so compared. As it is, Nathan gets a 
“normal” wage-profit relationship by combining an inflation peak in money 
wages with a depression average for the rate of profit, without offering sup- 
port for this amalgam. Moreover, he does not correct his 1947 profits figure 
for the temporary effects of a shift to a higher price level. His whole argu- 
ment rests upon the 1936-39 average as a standard rate of return, but his 
wage proposal takes for granted that temporary elements in current profits 

. really reflect lasting earning power. 
GEORGE H. HILDEBRAND, Jr.* 


* The author is assistant professor of economics at the University of California, Los Angeles. 


The Maintenance of Full Employment after the Transition Periods 
A Rejoinder to Mr. Woytinsky’s Note 


Mr. Woytinksy published in the September issue of this Review a note 
criticising my article “The Maintenance of Full Employment after the 
Transition Period. A Comparison of the Problem in the United States and 
the United Kingdom.” I find it necessary to reply to this criticism for two 


N 


reasons: (a) it is partly based on misrepresentation of my article, (b) it’ 


raises certain points of general interest which should be elucidated. 
Mr. Woytinsky starts from the now fashionable gibes at the formula 


S=I-+£-+-D where S stands for savings, I for net private investment, E for - 


export surplus and D for deficit of the budget of public authorities. The 
“tautological formula,” he observes, does not provide “any insight into the 
mysteries of the modern economy.” By “tautological” he probably means 
- that the formula holds good in all circumstances. Now it is useful to re- 
_ member that not so long ago this was a “mystery” to many economists who 
believed that the equation held good only if the rate of interest was at its 


1 International Labour Review, November, 1945. 
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2. A logical heeii is not Tecs a prediction of fact. Without 
- official price control, what other means lie open for combining the wage in- 
crease with stable prices? (a) Self-restraint of businessmen: Nathan himself 
notes that it failed in 1946. (b) Public opinion: in practical terms this means 
buyers’ strikes and involves decreased output and unemployment. (c) Dis- 
appearance of excesses of demand for certain products: where indicated to 
“ firms, by rising inventories and a decline in the new order rate, they might 
be “encouraged” to sustain the wage increase and keep prices constant. 
Something like this seems to have happened in the rubber and textile settle- 
` ments. (d) A widened conception of union objectives in collective bargain- 
ing: the union would stipulate (and have to obtain) the condition that prices 
must be unchanged despite the wage increase. Even so, the firm could. 
‘ maximize by cutting output; hence the union, to avoid unemployment, 
must also stipulate that output cannot be decreased. For cases of imperfect 
competition, a union that consistently followed these objectives would 
even be doing police-work in the public interest. On the other hand, the 
larger implications of this kind of reorganization in the economy are not 
reassuring. And it is hardly likely that American management is now will- 
ing to bargain about such matters. 
_ The only factor among these that seems to me promising is the prospec- 
tive disappearance of excesses of demand. But this very development will 
also increase the resistance of employers to wage demands on the order of ' 
20-25 per cent. On the whole, the prospects are more likely that prices ` 
would increase under Nathan’s policy. 

3. Nathan’s proposal would not be available to the majority of wage 
earners, for lack of organized bargaining power. They would face a further 
reduction in real wages. This development, and the prospect that invest- 

“ment plans would be curtailed with a new wage-price round, might well 
bring on a serious recession. This is hardly compatible ‘with the general 
increase in living standards that is sought. 

4. It is doubtful wisdom, in the long run, to attempt to finance wage in- 
creases by a transfer from total profits, because of the impairment of saving 
and capital formation. Capital formation is invited by prospective profit; 
saving in part depends upon realized profits, either retained for use in 

. internal financing or paid out as returns to ownership. Capital formation 
leads to increased capacity and efficiency, making possible higher money 
and real wages. I venture to say that this country, and the world, require a 
high rate of capital formation indefinitely, if a more abundant life is to 
become a reality. It is wiser to concentrate upon keeping capital formation 
going than to aim at a secular decline in its relative importance. 

This does not mean that the present volume of profits, temporarily in-’ 
flated as it is by inventory appreciation and obsolete depreciation charges, 
should not be reduced. But Nathan’s proposed $17 billion reduction from 
an estimated $25 billions for all corporate enterprise is too large. In acknowl- 
edging the social function of profits in a price system, one is not obliged, 
. however, to defend cases of differential profits ariig from imperfect com- 
Pee 
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profits among and within industries and challenges the use of global totals 
in wage determination. He also contends that Nathan’s proposal would 
raise prices. The alternative is to hold the wage line, letting competition 
and buyer resistance bring down prices. a 
These points outline the major issues in the controversy. My comments 
must be brief and will mainly concern the report itself. 
Wage earners generally and others with low incomes have been hurt by 
the recent rise in prices, although the war period as a whole has improved 
labor’s material position. Most economists would agree to the possibility 
and desirability of a further advance in living standards. Many also share ` 
the apprehension that deflation lies ahead if inflationary price increases 
and a. concòmitant shift to profits continue much further. To the extent 
that increased wage rates can add to living standards generally, prevent 
deflation, and yet not provoke further inflation, they will command broad 
professional support. These considerations impel sympathy with the pur- 
poses of Nathan’s program. However, the means proposed require careful 
- exploration. ; 

_ 1. A showing that a general wage increase could now be made without 
increase of prices carries no assurance that this would happen. In the ab- 
sence of price control, a priori analysis suggests generally that the increase 
in marginal costs of the single firm following a wage increase would raise 
price and lower output, if demand is unchanged. If demand rose propor- 
tionately and in consequence of the wage increase, which is relatively un- 
likely, output might even increase with the increase in price.‘ Even an 
oligopolist with a kinked demand curve and a discontinuous marginal 
révenue function would be likely to raise price, because he would éxpect his 
rivals also to raise prices,* where all of them and firms producing closely 
competitive commodities are undergoing a major general wage increase. To 
escape the deduction of higher prices with a general wage increase, then, 
one must argue that firms pay little attention to changes in marginal costs 
in setting their price and output policies, which seems to me generally un- 
convincing. 

Where prices still remain under control, as with railroads and public 
utilities, short-run output is set by demand, it is true, and the wage increase 
would not immediately lead to higher prices. But even here the price fixers 
are supposed to allow a “fair return,” and on this basis such rates have 

- recently been increasing. , 


3 Ralph W. Robey, “The Facts versus she Nathan Report,” published as an undated pam- 
phlet by the Nationa] Association of Manufacturers. 

4 For this and other assumptions underlying the CIO wage-price doctrine, see the discussion 
of M. F. Bronfenbrenner, “Price Control under Imperfect Competition,” Am. Econ. Rev., 
Vol. XXXVII, No. 1 (Mar., 1947), pp. 118-20. 

5 In the oligopoly case, it is argued that the firm would not raise price and curtail output 
with a rise in marginal cost unique to the firm, because it will consider the probable effects of 
its rivals’ responses upon its demand curve. See Paul M. Sweezy, “Demand under Conditions 
_ of Oligopoly,” Jour. Pol. Econ., Vol. XLVI, No. 4 (Aug., 1939), pp. 568-73; and the interest- 
ing development by Lloyd G. "Reynolds, “Relations between wage rates, costs, and prices,” 
Am. Econ. Rev., Vol. XX XU, No. 1, Suppl., Pt. 2 (Mar., 1942), pp. 275-89, 
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payrolls, or “at least” 25 per ‘cent, with remaining net profit (as estimated) 
still to yield 2.9 per cent on current net worth. 

This is the- manner, buttressed by additional statistics, by which the 
authors sustain the argument that a major general increase is justifiable - 
and possible. They find such increase also to be desirable and essential ap- 
parently on the ground that, since current profits are “excessive,” failure to 
convert a substantial portion to wages (with employment and prices, of 
course, constant) will mean inadequate consumption and hence defla- 
tionary collapse, 

Mr. George Terborgh, research director of the Machinery and Allied — 
Products Institute, a trade-organization, has attacked the Nathan Report,” 
chiefly on the grounds that profits are not excessive and that a general wage 
increase without a general price increase is neither possible nor desirable. 
Instead, he favors holding the wage line at present levels, save for piece- 
meal increases to a few laggard’ groups (schoolteachers, municipal em-. 
ployees). 

< He finds on estimate that present profits of all corporations are below 
- that percentage of national income attained in former years of high em- 
ployment—the “normal” is 9-10 per cent as against less than 9 per cent 
son Nathan’s own $15 billion (after taxes) 1947.projection, with probable 
national income at $170 billion. But Terborgh would cut. $3 billion from 
Nathan’s figure, to allow for temporary profits emerging from the lag of 
materials costing behind the 50 per cent rise in raw materials prices in the 
last half of 1946. He would knock out an additional $1 billion for, inade- 


` quate depreciation charges, which largely fail to allow for higher current . ` 


replacement costs. The adjusted net profit of all corporations in 1947 will 
then be $11 billion, or only 6.5 per cent of expected national income, well 
below “normal.” 

Terborgh finds the January, 1945 wage base conceals the gains in real 
hourly and weekly earnings in manufacturing during the large expansion 
of 1939-44. On a-1939 or 1941 base, Nathan’s case collapses. Finally, 
Terborgh can find no special case in equity for production workers in 
manufacturing, as compared with other wage earners, if 1941 is used. - 5 

He then argues that the proposed increase would not actually capture 
profits, because "marginal firms would raise prices or withdraw—either way, 
prices will rise, output is likely to fall, and intramarginal firms will preserve 
their margins. Wage increases, he contends, come not out of profits but 
from production increases. A general increase now (wages) would only 
_warp further the distribution of wage income in favor of organized labor, / 
chief beneficiary i in 1946, and at the expense. of laggard groups that were 
and again will be the losers. 

Ralph W. Robey, chief economist of the National Association of Manu- 
~ facturers, has also entered the fray, with a brief and nontechnical rebuttal 
.to the Nathan Report. He questions Nathan’s ability as a guesser and 

objects to the double bases for the comparisons. He notes the variability of 

3 George Terborgh, “An Analysis of the Nathan Report entitled ‘A National Wage Policy for 

1947’, Machinery and Allied Products Inst. Bull., No. 1965 (December 19,1946). 


i i 
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in manufacturing (production workers) rose from $1.046 to. $1.132 (8.2 ` 


per cent), while average weekly earnings fell from $47.50 to $45.83 (3.5 
per cent). The index of consumer prices advanced 16.8 per cent. Deflation 
of the October, 1946 earnings figures, the authors find, requires an 8 per 
cent rise in hourly earnings and a 21 per cent rise in weekly earnings to 


restore January, 1945 real earnings. Price increases to the end of 1946 © 


require corresponding “corrective” increases of 10 per cent and 23 per cent, 
to restore parity with January, 1945. 

The report acknowledges that low-wage workers made actual gains 
during the period, and that the decline in weekly earnings is associated with 
an 11 per cent cut in hours worked. Neither fact qualifies the conclusion, the 
report contends. It also asserts that the 8.2 per cent rise in gross hourly 


earnings measures the true rise in hourly labor costs in the period, rather ` 


than the 18.5 cents increase (1946) made in settlement of major disputes 
last year. Most workers got much less than 18.5 cents. And despite the 8.2 
per cent cost increase, prices of manufactured products at wholesale rose 
27 per cent over the period. Thus, the authors conclude, the 1946 wage 


round did not cause the price increases of the period. They make no allow-. ` 


ance for the following factors: the accumulated rise in unit labor costs from 
1939 to 1945 (40-50 per cent for selected manufacturing industries); the 


effect of stoppages upon deferred demand; and the effect of large general ; 


increases in primary industries—transportation, coal, basic steel—upon 
production and wage costs elsewhere. 

The authors use apparently official figures for the 1936-39 base period of 
the profits comparison (limited to corporate enterprise). These are con- 
trasted with an annual projection for 1947, derived by Nathan from his 
estimate (by a method not set forth) for the December, 1946 quarter. Be- 
fore taxes, all corporate profits are expected to increase over the period 
from $5.3 billion to $24.8 billion (366 per cent). For manufacturing corpora- 
tions, the change will be from $3.2 billion to $13.2 billion (313 per cent). 
After taxes, the increases will be from $3.95 billion to $14.9 billion (277 
per cent) for all corporations, and from $2.5 billion to $7.9 billion (216 per 
cent) for manufacturing corporations. 

On these figures, profits after taxes as a percentage of total sales value 
will rise from 3.2 per cent to 5.7 per cent (all corporations) over the period, 
and from 4.3 per cent to 5.6 per cent for manufacturing alone. Further, in 


1936-39 all corporations earned (after taxes) 2.9 per cent on net worth; ~ 


manufacturing alone, 6.9 per cent. On the 1947 estimate, respective rates of 
return on current net worth will be 9.1 per cent and 11.6 per cent. Net worth, 
the report states, is currently inflated by large holdings of cash and other 
` assets unrelated to the business. 

The authors then propose to transfer to wages, at current prices, that 
amount from expected 1947 profits that will lower the rate of return (after 
taxes) on net worth to that prevailing in 1936-39, For manufacturing this 
would permit a $5.1 billion increase in production worker payrolls or 21 
per cent, leaving $4.7 billions net profit or a 6.9 per cent return on current 
net worth. For all corporations, the transfer would involve $17 billions to 
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In the first Economic Report of the President one may suspect some evi- 
dence of a weakness that could prove fatal unless vigilantly guarded against. 
Its recommendations seem to read a little too much like a political party 
platform.’ The report, it must be remembered, is that of a party leader as 
well as of the Chief Executive, and the Economic Advisers hold office at his 
pleasure. Exposure of the Council and of the Economic Report to the risk 
of use for partisan political ends, though probably necessary, is a major 
-hazard to the success of the Employment Act. Every effort must be made 
to keep the Economic Report above party politics. 

Hortsroox Worxine* 


_ 7 Itis mainly from the recommendations for a long-term program that I get this impression, 
and I wonder if they might not better have been less numerous, or reserved for a separate 
presidentia] message to Congress. 

* The author is professor of prices and statistics and economist in the Food Research Insti- 
tute, Stanford University: 


The Nathan Report and Its es 


The Nathan Report! advances three theses for wages in 1947: 

(1) That the country, requires a national (instead of piece-meal) wage 

policy in 1947. 

(2) That “the national interest requires a major general i increase in 
wage rates” in 1947 as the basis for such policy. 

(3) That such “further substantial wage increase without a general 
price increase is possible, justifiable and essential.” 

To support these conclusions, the authors undertake a comparison of 
wages for January, 1945 and October, 1946 and profits for 1936-39 and at 
a projected 1947 annual rate. The wage comparisons are further broken 
down to cover groups within manufacturing industry as well as others in 
non-manufacturing. The profits data are grouped only for all corporations 
and for manufacturing corporations. The chief inference is that all corpora~ 
tions taken collectively could raise wages 25 per cent and manufacturing 
corporations 21 per cent and yet maintain their average 1936-39 rate of 
return (after taxes) on current net worth, without increasing prices. 

The authors limit their chief recommendation to a “major general in- 
crease,” for which these figures may be guides. The figures, they observe, 
“do not apply exactly to any individual industry,” and “the profit and wage 
picture must be considered separately in each wage negotiation.” 

The wage comparisons are intended mainly to justify a general increase 
which the authors believe to be proved possible at December, 1946 prices. 
To make the justification, they choose as a base period for wages January, 
1945, when average gross hourly and average weekly earnings of production 
workers in manufacturing had attained their all-time highs. Choice of this 
base rests, apparently, on the assertion that even then wages did not make 
possible the attainment of “the American standard of living.” 

Between January, 1945 and October, 1946, average gross hourly earnings 


1A National Wage Policy for 1947 (Washington, Robert R. Nathan Associates, nie The 
report was privately prepared at the request of the CIO. 
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‘state and local governments,” to which the act looks for support in ac- 
complishment of its aims? Time must give the answers to these questions; 
one asks them now only to explore implications of the assignment under- 
taken by the Economic Report. 


Many economists may doubt whether the provisions of the Employment | . 


Act of 1946 are adequate to its purposes, but few will hesitate to bend their 
efforts toward its success. Its success would be a triumph of the democratic 
ideals of individual freedom, enlightenment, and -disciplined social action: 
The procedures it establishes, even though they should prove inadequate 
to the main purpose, can scarcely fail to speed the development of economic . 
science, to diffuse economic knowledge and understanding, and to lay a ' 
foundation for wise action on any further measures that may be needed. 

The-significance of the act for economists and for economic science has 
been outlined so fully elsewhere* that I see warrant for further comment 
here on only two points. The first concerns the position of the “Economic 

' Budget” in relation to the act. 

Central to the first Economic Report, as prescribed iy law, is its pre- 
sentation of “The Nation’s Economic Budget,” which is summarized in the 
text of thé report and set forth in greater detail in appendixes. In spite of 
defects which close students know exist in its materials, the “budget” is the: 
product of immense progress by economists in knowledge of essential facts 
regarding the national economy and of much penetrating economic analysis 
in a sustained and large-scale effort begun nearly thirty years ago.’ The 
success of the Employment Act will depend in no small part on how effective 
consideration of the economic budget proves as an approach in economic © 
education. The congressional mandate expresses a considered view that the 
economic budget summarizes the main economic facts deserving public 
consideration. There is a strong body of opinion also in its favor for class- 

` room instruction. One expression, coinciding remarkably in time with 
transmission of the Economic Report of the President, appeared in an article 
on “The Teaching of Economics” in the London Economist,’ which sug- 
gested: “What seems to be eee is some fruitful combination of the 
analytic and descriptive approaches. ... A suitable starting-point might be 
the National Income, its definition, size, and problems of its evaluation.” 
For the American teacher of economics to whom such an approach appeals, 
the Economic Report of the Prestdent offers opportunity to deal at the same 
time with matters of the greatest immediate national importance. 


tE. G. Nourse, “Economics in the Public Service,” in the Proceedings of the American 
Economic Association, Am. Econ. Rev., Vol. XXXVII, No. 2 (May, 1947), pp. 21-30. 

- 8 The origins are even earlier, but continued studies on a large scale may be said to have be- 

gun with initiation in 1920 of the national income investigations of the National Bureau of 

Economic Research. 

Some student.of the history of economic thought should undertake soon an analysis of the 
place of national-income studies in the development of modern economic thought. The subject 
offers opportunity for an illuminating exposition of the interplay of deductive thinking and 
quantitative investigation which might contribute substantially to our understanding of the 
problems of method in economics. 


€ January 4, 1947, pp. 5, 6. 
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practical issue only the question of means. Must private-enterprise econ- 

_ omies give way to socialism? May private enterprise be retained, with govern- 

‘mental emergency measures held in readiness and used whenever employ- 
ment lags? Or can the functioning of private enterprise be so improved that 
no drastic emergency measures need be kept in readiness? 

The answer which the United States offers to these questions is in the 
Employment Act of 1946. It is an answer with strong roots in the beliefs 
that an express commitment of the government to providing full employ- 
ment would be a decision to strangle free private enterprise, and that on 
the preservation of free enterprise hangs also the preservation of democ- 
racy. 

The obligation expressed in the Employment Act of 1946 is “that it is 
the continuing policy and responsibility of the Federal Government to use 
all practicable means consistent with its needs and obligations and other 
essential considerations of national policy ... to promote maximum em- 
ployment, production, and purchasing power.” As means to that end, the 
act places its reliance on wise economic advice elevated to a position of 
highest standing in public attention. It creates a Council of Economic Ad- 
visers which sits at the right hand of the President and assists him in the 
preparation of an annual Economic Report, conceived as the central feature 
of the effort. i . 

The Economic Report, accorded high place in the business of government, 
is to be considered with the dignified ceremony appropriate to its pur- 
-pose. Each year it is to be transmitted by the President to the Congress at 
the beginning of the congressional session. A` special joint congressional 
Committee on the Economic Report, created under the Employment Act, 
is charged with considering the report and filing with the Senate and the 
House of Representatives not later than February 1 “its findings and recom- 
mendations with respect to each of the main recommendations made by the 
President in the Economic Report.” 

Charged with such heavy responsibilities and given corresponding posi- 
tion in the affairs of government, what are the powers by which the Eco- 
nomic Report may meet the demands laid on it? In a word, they are the 
powers of education, of economic enlightenment. 

Are these powers sufficient? Does there exist the knowledge required for 
the purposes of the Economic Report? If so, can it be assembled by the 
three members of the Council of Economic Advisers, and will it- be well used 
by the President in his Economic Report? Will Congress act promptly and 
wisely on the recommendations which concern it, and will there be forth- 
coming “‘the assistance and cooperation of industry, agriculture, labor, and 

3 In his letter transmitting the Economic Report of 1947, the President acknowledged advice 
and assistance of members of the Cabinet and heads of independent agencies as well as of the 
Council of Economic Advisers. 

The Council is required to make an annua] report to the President in December of each year. 
It has interpreted this mandate as calling for something quite apart from the documents pre- 
pared as a basis for the Economic Report of the President; its first Annual Report, consisting 
mainly of an exposition of the political and economic philosophy of the Employment Act, pre- 
sents an illuminating statement of its concept of the task assigned the Council. The Council’s 
report includes as an appendix the revised text of the Employment Act. 
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loss minimization are sometimes used loosely as synonyms, there is a wide 
margin between the two concepts’ psychological significance. The relatively 
infrequent formation of cartels during periods of good business is probably. 
ascribable i in large part to the easier-going attitude of business men making 
“satisfactory profits” as well as to the optimism of go-getters expecting to 
widen their shares of the market.” 
Henry M. OLIVER, Je* 


% A further reason for doubting that marginal theory can adequately explain business be- 
havior is to be found in the frequent quotation of “full cost” prices. As footnotes 10 and 20 
point out, Professor Machlup’s explanation of “full cost” pricing via reference to long-run elas- 
ticity of demand is inadequate. A reasonably complete elucidation of this argument, however, 
requires another paper—not just a few concluding paragraphs. See Henry M. Oliver, Jr., 
“Average Cost and Long-Run Elasticity of Demand,” Jour. Pol. Econ., June, 1947. 


* The author is associate professor of economics at the University of North Carolina. 


Reflections on the President’s Economic Report 


Few economic documents have had so much thoughtful attention from 
economists as is likely to be given the Economic Report of the President,’ _ 
transmitted to Congress on January 8, 1947. Considered simply by itself 
as a statement from the President. of the United States on the national 
economy in a critical year, it is a report that merits serious attention; but 
to the eye of a professional economist it appears much more than an isolated 

- presidential message. It marks the beginning of a. great experiment, the 
success or failure of which might have profound consequences for the 
economic and possibly even for the political structure of the United States 
and of other nations. Depending for its success on enlightened public con- 
sideration of major economic problems of the nation, the experiment is a’ 
venture in economic education on a grand scale, and it presupposes a con- 
tinuing distillation of critical knowledge and judgment on economic affairs 
which could significantly affect the development of economic science. 

As an initial step in an economic experiment, this Report of the President 
must be viewed against the background of the Great Depression of the 

_ 1930’s and the revolution in economic and political thinking which it en- 
gendered. Forcing action by national governments to remove or to soften 
its destructive effects, the depression brought wide acceptance of the 
view that governments of politically and economically advanced countries 
must assume an ultimate responsibility for effective operation of the 
national economy. They must see to it, in the common phrase, that con- 
tinuing “full employment” is somehow provided. ? There was left open as a 


1 Government Printing Office, Washington, 1947. 


3 There is probably no short statement that could win even majority approval as accurately 
expressing the responsibility of government; the Congress used over 100 words in the Employ- 
ment Act of 1946 to state the obligation which it recognized. My own impression is that the 
“general view” in countries of the western world now attributes to government a potential 
responsibility greater than the declaration of policy of the Employment Act clearly expresses. 
As I interpret the congressional hearings and debate, Congress undertook in the act to place 
elsewhere much of the responsibility which it knew must devolve on the federal government 
if not succesafully coined by others. 


` 
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Now the extent to which business men are in a state of “alert” and to. 
which they are willing to make and to rely upon “independent” calculations 
is not a question which can be decided via “theorizing” or even by feasible 
empirical research. However, at least some observers have not believed 
business behavior to correspond very closely to the “marginal” description, 
and deduction provides at least some evidence in support of such an ob- 
servation. In an economy where common costs are prevalent and joint costs 
not infrequent, where variables are numerous and mostly of complicated 
and uncertain nature, and where price decisions are only one type of worry, 
it would certainly be understandable if most business men usually decided 
to abide by accepted prices and/or rules until they were clearly proved 
wrong. 

Marginalism (broadly interpreted) as an explanation of price-rule changes 
(and of price movements in those cases where there are no ascertainable 
price rules) is probably less subject to criticism than marginalism as an ex- 
planation of the infrequency of change. Even in this respect, however, it 
probably provides no more than a substantial part of the answer. Business 
men, for the most part, do not appear to be either as avaricious or as dy-- 
namic or as logical as marginal theory portrays them; probably most of 
them are too little money-loving, or too lazy, or too irrational seriously 
to attempt the prescribed marginal calculations. And while marginal 
theory contains, no doubt, this degree of truth: few business men would 
make price or other changes if they did not expect greater profits (or smaller 
losses) to ensue, the more restricted conclusion that the new prices are 
selected because they are expected to equate marginal revenue and marginal 
cost does not necessarily follow.™ 

The history of cartels probably has some relevance to this question of the 
degree of validity of marginal analysis. Apparently most cartels have been 
formed to prevent or to minimize losses * and while profit maximization and 


driver of an automobile has fewer distracting worries; the highway variables are more obvious 

and not nearly so numerous or complicated; frequent highway decisions made and results 
proved probably have led to greater confidence in “independent” decisions; and finally, either 
the automobile driver does not have an established rule-of-thumb upon which he thinks he can 

rely—or, if he does rely upon such a rule without making a complicated “snap” calculation, he 
is not reasoning like a marginalist. 

2 For a discussion of the limitations of cost data, see the samario report of an OPA study 
in M. L. Black, Jr. and Harold B. Eversole, “Cost Accounting in Price Determination,” Jour. 
of Accountancy, November, 1946; also, Conference on Price Research, Cost Behavior and Price 
Policy, pp. 282-87. In addition to pointing out the limitation of cost-accounting data, Professor 
Black and Eversole argue that “OPA experience in thousands of cases clearly shows that proper 
costing cannot be done by ‘rule-of-thumb’ approximations or by intuition” (op. cH., p. 371), 
This conclusion, of course, is as damaging to a half-way rigorous average-cost theory of pricing 
as to a half-way meaningful marginal theory. 

3 Again the lack of cost data, mentioned in footnote 22, may be emphasized. If business 
men generally wished seriously to attempt the prescribed marginal calculations, it appears 
that they would be more anxious to have more nearly adequate cost information. 

`H A comment made in footnote 13 also applies here. If business men do not consciously ra- 
tionalize, do they unconsciously follow marginal analysis very closely? 

* Economists who prefer to talk in average-cost terms express the same belief when they 
say that cartels have usually been formed because price fell, or threatened to fall, below aver- 
age cost. ; 
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theory is aided by inattention to states-of-being is another question, how- ne 
. ever,?? and.economic theorists making use of marginal analysis have pretty « . 
generally. tried to explain existing levels of prices and nee Slay as well gs. : 


the changes that have occurred and may occur. 
Even if the narrower function of marginalism is accepted, certain doubtè 
arise concerning the completeness of its explanation. If marginal theory i is to 


_ be an adequate, or almost adequate, theory of change, it must account. not ~ 


nly for the movements in prices, but also for the lack of movement at other 


_ times; and, more importantly, it must explain why the price movements. 


which do take place can frequently be at least immediately accounted for. by 
reference to certain rules of thumb, such as “full cost.” Finally, when pricing 
rules are abandoned, marginal theory must explain not only the fect but also - 
the extent of alteration. A 
A brief portrayal of the marginal theory? s TET man may serve to 
indicate some of the reasons for doubting the theory’s adequacy. If business 
men prevailingly think’ along marginal lines, they must be in a contintious 
state of “alert,” ready to change prices and/or pricing rules whenever their 
sensitive intuitions (rightly or wrongly) detect a change in demand or sup- ` 


‘ply conditions (for the relevant time period, whether short or long). Mar- 


ginal theory (broadly interpreted) does not postulate continuous change in 
prices, and still less does it postulate continuous departures from established 
pricing rules, since “short-run” developments may not be expected to alter 
supply and demand “curves” for a relevant longer time period; but margin- 
alism does postulate continuous readiness to change. It is not logically 
compatible with either an easy-going or complacent attitude out of which a ` 
business man must be shocked into alertness, or a state of mind so engrossed 
with non-pricing matters that the business man usually has neither the 
ability nor the willifigness seriously to consider price or policy chariges. . 


- Especially, marginal theory is not consistent with that sort of conservatism 
' which results in clinging to an established practice until events clearly show 


it to be unwise, or, in other words, with that type-of cautiousness ‘which - 
leads a man to believe that his “independent” calculations probably would 
be wrong even if he made them and thas it is safer to stick by the status z 
quo or the “rules, ; ie - 


® Inattention to states-of-being appears to be partly responsible for Professor Machlup’s 
suggestion that carte] and oligopolistic use of a “full cost” pricing policy can be adequately ex- 
plained in terms of the relationship of average cost to long-run elasticity of demand (ibid, ` 
pp. 542-44). If a price equal to “full cost” is already quoted, cartel members and oligopolists 


‘may well fear, for elasticity-of-demand reasons, to depart from it. Elasticity-of-demand con-. - 


siderations do not, however, adequately explain why a price equal to “full cost” was selected 
in the first place. Analysis of both cartel and oligopolistic selection of prices leads to the con- 


‘clusion that only rarely would a “full cost” price maximize profits. 


a Professor Machlup argues that the cost and revenue figures of marginal ey are merely 


“subjective” guesses and hunches. Concerning the “subjectivity” of these estimates, there is A 


no dispute. However, if business men believe that their guesses are poorly informed, they will 
be inclined to play safe and not make changes as long as all goes well. , 
In describing a business man’s reasoning, Professor Machlup refers to the analogy of.an 


. autoist who makes a snap judgment to pass, or not to pass, a truck. But the analogy is not an 
apt one. There is a greater penalty for the autoist’s lack of alertness; usually, at least, the 


` 
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behavior is consistent with marginalism and when there is no obstacle of 
the business man’s statement that he is not marginally minded, the chances 
are that there will be something about the behavior which will enable it to 
be fitted into only a “fractionally marginal” theory also. A perhaps- more 
formidable obstacle consists of the business men’s statements; the dis- 
claimers of marginal thinking must be proved to be very largely wrong. 
Probably the most formidable obstacle of all to the seekers of empirical 
evidence of the validity of marginalism, however, is the fact that, quite . 
apart from business men’s statements, marginal theory does not seem to be 
even a nearly adequate explanation of business behavior. Some of the 
reasons for this conclusion are set forth in Section IV of this paper. 

Professor Machlup, in the course of his attack on the antimarginalists, 
finds some positive support for the validity of marginalism in the move- 
ments of price-full cost margins. Evidence of the incompleteness or un- 
tenability of the average-cost thesis can be found, he says, in the fact that 
such margins vary among different firms at the same time, for the same firm 
at different times, and among different products of the same firms.!” 

This, however, is very limited evidence, since about all that it definitely 
indicates is that a simple average-cost theory of pricing is incomplete. The 
evidence does not indicate whether firms attempt to maximize profits or are 
content with some less ambitious goal such as “fair” or “satisfactory” 
profits. Neither does it provide an answer to the question raised below, 
in Section IV, concerning business men’s “alertness” and the normalcy of 
their even seriously thinking about changes in prices. About all that it indi- 
cates is that, on some occasions, for some reason or reasons, business men pay 
some attention to demand elasticities. It provides support for no more 
than a “fractional marginalism.”!8 


IV 
Part of Professor Machlup’s reply to the empiricists is that marginal 
analysis is an explanation of change, not of a state-of-being. “ .. . Marginal 


analysis really intends to explain the effects which certain changes in con- 
ditions may have upon the actions of the firm.”!? Now certainly marginal 
analysis is most useful as an explanation of change. Whether economic 


17 Machlup, op. c##., pp. 541, 545-47. 

18 Indeed, if economists cared to play with words and broaden definitions, they could show 
that the evidence cited is logically compatible with a sort of ‘‘average-cost” explanation. As the 
above paragraph states, the evidence does not in any way prove that maximum profit rather 
than “fair profit” (over a period of time) is a firm’s goal. Therefore, all that is necessary to fit 
the evidence into an “average-cost’”’ explanation is to define average cost as “total expenses of 
the firm during the relevant time period, divided by total output” (with no distinction made 
between different types of output), and price as “total revenue of the firm during the relevant 
time period, divided by total output” (again with no distinction among different types of out- 
put). Employment of the definitions and the derived principle would not be a very instructive 
way of saying that the firm in question was trying to make a “fair” profit over a given time | 
period, however. This wordplay has been introduced merely to illustrate again the conclusions 
that can follow from expanded definitions. The “average-cost” and “price” definitions given 
here are not much broader than the meanings sometimes assigned to the marginal concepts. 


18 Machlup, of. cë., p. 521. 
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reason, comparatively little emphasis was placed on empirical evidence 
supporting the validity of marginal theory. Moreover,. the approach of the 
empiricists whom he criticized invited, in a way, the adoption of a burden- 
of-proof attitude.” It is only fair to point out, however, that in a court of 
law or a formal debating society the judge or the rules committee would 
never allow the controversy to take the form in which it has so far been 
presented. For, if business men say that they think in average-cost terms, 
then, if the burden of proof rests upon anyone at all (and it should not in 
economic discussion), it rests on the marginalists who do not believe the 
business man, rather than on the economic iconoclasts who (with modifica- 
tions of varying importance) take him at his word. Any economist is Jogi- 
cally free to be sceptical of the accuracy and/or honesty of the business 
men’s claim; but the fact that conventional economic analysis has been 
built upon the rock of marginalism is not sufficient for more than an opening 
scepticism.“ Empirical evidence must be offered, if the Rules of Order are 
to be obeyed. And; as Professor Machlup points out in his criticism of the 
antimarginal empiricists, the evidence must not be subject to interpreta- 
tion in alternative ways. In this case, the evidence must be logically con- 
sistent only with marginal theory. 

Now there is no intent to argue here that considerable evidence of margi- 
nal thinking (especially in the broader sense of that term) cannot be found. 
Cost Behavior and Price Policy, for instance, refers to numerous examples,® 
-But securing a sufficiently great body of empirical evidence to establish a 
strong empirical case for the general, validity of marginal theory would 
probably bean impossible undertaking. 

One obstacle here,’ of course, would be merely the general difficulty of 
securing “clinching” empirical evidence of any type; that is, even when. 


44 T.e., both Professor Lester’s article and the Oxford economists’ paper imply an attitude of 
“testing? ? marginal theory, rather than two or more alternative theories. (Richard A. Lester, op. ie 
cH., and R. L. Hall and C. J. Hitch, op cë.) ; 

18 Professor Machlup believes that usually they do not conscsously rationalize (op. cù., 
p. 541). This leads to the “psychological” question of whether, if business men believe that their 
“real” as well as their immediate pricing policy is average-cost-plus-a-percentage, it is likely 
that their decisions will be exactly, or almost exactly, the same as those which they would make 
if they were fully aware of their motives. Ecoriomists attempting to answer such a question, of 
course, are “laymen,” not technicians. 

It might also be added that economists are “laymen” when they tackle the problem of 
rationalization in any form. There is the possibility, for instance, that, for numerous business 
men, Professor Machlup has described in reverse the rationalization process. As philosophers- 
have Jong emphasized, there is a subtle process through which means tend to become ends. Per- 
haps, in this sense, business conservatives believe that “full cost” is a profitable pricing policy 
because they proclaim allegiance to it, rather than proclaim allegiance to it because they believe 
it a profitable policy. 

4 A burden-of-proof defense of sabe nmin is similar to the position taken by bua 
theorists who insist that cyclical analysis must begin by explaining why the economy departed 
from a state of equilibrium. Both attitudes rest upon the assumption that a OMON constructed 
theory has an empirical validity because of its sheer logic. 

15 Machlup, op. cH., p. 537 ff. - 


16 Confererice on Price Research, Cost Behavior and Price Policy, pp. 267-88. 
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` “curve” and the other lines on the graphs. Rather they will leave the course 
with a few more than the usual quota of contradictory beliefs.® 

(e) As Professor Machlup indicated in his discussion of average cost as a | 
measurement of long-run demand elasticity,’ there is kinship between the 
potential developments which marginally calculating business men prognos- 
ticate when they set price at (approximately) “average cost,” and the de- 
velopments which long-run theory states will result in a price approxi- 
mating average cost. It is not helpful to rephrase the plain-language profit- 
maximization formula in marginal terms which, at first glance, appear to 
imply a strong contrast between the cost estimates which business men take 
into account and the cost figures that tend to approximate price in the long ` 
run. 


II 


At the beginning of his summarized exposition of marginal theory, Pro- 
fessor Machlup places a statement which, at first glance, may appear to be- 
safely tautological. “The proposition,” he states, “that the firm will attempt 
to equate marginal cost and marginal revenue is logically implied i in the 
assumption that the firm will attempt to maximize its profits (or minimize 
its losses).’"4 This statement is mot a tautology, however, unless the phrase 
“attempt to equate marginal cost and marginal revenue” is by definition 
made synonomous with “attempt to maximize profit.” Instead, it is er- 
roneous. There is no logical necessity that a business man make even the 
roughest of calculations concerning (broadly defined) marginal revenue and 
marginal cost before believing that a certain policy (say, percentage mark- 
up) will yield the greatest profit. Indeed, frequently there is no economic 
necessity that he reason marginally if he is to succeed. Ability to make use of 
marginal analysis is neither an invariable requirement nor an invariable 
promise of business success—as economic professors should be the first to 
emphasize. 

Whether business men usually do, in some imperfectly quantitative way, 
reason marginally (in the broad sense of that term) if they wish to maximize 
profits, Is, of course, another question. Economic analysis is not aided by 
the assumption that they must. 

TI 


The heart of Professor Machlup’s paper is, of course, its attack upon the 
“alleged” empirical evidence of the limitations of marginalism. For this 


8 See the quotation from Professor Machlup above, footnote 6. 

? Machlup, of. cit., pp. 542-44. 

10 This statement does not imply more than a limited acceptance of the elasticity-of-de- 
mand argument. Analysis of both cartel and oligopolistic selection of price leads to the conclu- 
sion that only rarely would a “full cost” price maximize profits. Moreover, the “average” or 
“full” cost which business men use in their calculations and which tends to be equal to price 
in the long run, is at least as much price-determined as price-determining. It certainly is greater 
than “least cost.” 

This footnote supports Professor Machlup’s argument in one respect, of course; #.¢., it ree 
doubt upon the adequacy of a “full cost” price policy explanation. 

u Machlup, op. cH., p. 521. 
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~ the explanation which would suffice if variables X, Y, and Z did not intrude. 
(Such limited-truth analysis is, of course, the special contribution of 
Marshallian-type theory.) This reluctánce to part with a valuable concept is 
probably the attitude which Professor Machlup reflected when he stated 
that inclusion of non-pecuniary ponsideriions would rob maximization 
analysis oí much of its value. 

(b) The narrower definitions of marginaj revenue and marginal cost play 
important roles in the analysis of both the purely competitive firm and that 
curious phenomenon, the near-monopoly with a severely: limited life. They 
achieve here the effect of greatly simplifying analysis; t.e., through their use 
a briefly worded conclusion is made complete without being misleading be- 
cause of hidden complexity. The blurring of such concepts not only creates 

_ confusion in the ways mentioned above, but also veils the simplicity of 
purely competitive and short-lived monopoly analysis., 

(c) When the expanded concept of marginal revenue is employed, the . 
sum total of marginal revenues over a given period of time will very prob- 
ably be greater than total revenue for the same time period. This arises from 
the facts that part:of the marginal revenue (broadly defined) from good- 
will sales consists of profits on future sales and that the marginal revenue 
from a later sale is not diminished by the allocation of its profit portion to a 

` marginal revenue of the past. Some truly impressive discrepancies between 
the two totals can be demonstrated. Assume a firm with a hard-boiled 
purchasing agent who will for all time transfer his trade from any supplying 
firm which refuses to accept any order placed with it. Then each time that ` 
the supplying firm accepts an order from this purchasing agent, the margi- 


nal revenue derived from the sale equals the sales price plus the profits from ` 


all future sales. (Frederic wena s novel The Hucksters illustrates the 
point.)” 

(d) It is probable that, when NN men think of various potential 
evils and goods, they frequently think first of imperfectly quantitative 
lump sums by which income and outgo will be increased or decreased by 
these possible future happenings, rather than of the effects upon the busi- 
ness man’s substitutes for demand and supply curves. Psychologically, . 
therefore, it is probably sounder not to include such calculations in the © 
marginal-cost and marginal-revenue figures, however logically they can be 
fitted in. Moreover, omission of such consideration from marginal cost and 
marginal revenue would eliminate an unnecessary pedagogical headache. ` 
After learning about the “curves,” students may be able to “unlearn” them 
and acquire the broader concepts of marginal cost and marginal revenue; 
but almost certainly they will not have the intellectual curiosity or the 
ability to go back and make such changes as are required in the demand 


7 One cannot escape this difficulty by stating that marginal revenue calculations are made for 
an entire “period” rather than for individual sales within that period. At each point in time 
when a sale is made a new marginal revenue calculation is logically implied. The advertising 
executives of The Hucksiers had numerous occasions to calculate the marginal revenue derived 
from the soap tycoon’s business. 
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gost? Professor Machlup apparently defines marginal revenue as “any ad- - 
ditional income expected to result either directly or indirectly from the ac- 
tion in question,” and marginal cost as “any additional outgo expected to . 
result either directly or indirectly from the action.’ 

- Now there is no question of the logical permissibility of Professor Mach- 
lup’s definitions. Not only is there present the usual freedom of definitional 
choice, but also there is a decided kinship between an additional income 
accruing in manner A and another additional income accruing in manner B, 
and. between an avoidable expense occurring in manner X and another 

_avoidable expense occurring in manner Y. 
Nevertheless, the narrower marginal definitions are probably methodo- 


`. logically more helpful. Professor Machlup himself has indicated the chief 


weakness of his own broader definitions in his criticism of the expansion of 
marginal theory to include non-pecuniary gains. “There are,” he says, “eco-- + 
nomic theorists who would include considerations of this sort among the 
data for the marginal calculus of the firm. . . . It seems to me to be meth- 
odologically sounder if we do not reduce the non-pecuniary satisfactions and 
dissatisfactions . . . to money terms and try to make them part of the 
profit-thaximization scheme of the firm. If whatever a business man does is 
explained by the principle of profit-maximization . . . the analysis acquires . 

- the character of a system of definitions and tautologies, and loses much of 
its value as an explanation of reality.’ 

This is precisely the leading criticism of the expanded ‘definitions of 
marginal revenue and marginal cost. If marginal revenue is defined to in- 
clude every possible consideration concerning rises and. falls in gross income, 
and if marginal cost is defined to include every possible consideration con- 
cerning avoidable costs, the statement that a business man trying to maxi- 
mize profits will attempt to equate marginal revenue and marginal cost is 
merely a “highbrow” and awkward way of saying that he will consider 
everything that may increase his income and everything that may increase 
his outgo and then try to strike the best balance. The marginal phraseology 
adds nothing to our understanding. It merely places a language barrier 
‘between the economist and the layman and introduces an element of con- 
fusion by giving unwary analysts the impression that there are only two 
relevant variables instead of, say, 202, and by confronting students with 
awkward-sounding terms which are first learned and then “‘unlearned” in 
their narrower sense.® 

Other reasons, in addition to tautology and basic confusion, for preferring 
the narrower definitions include: 

(a) There is considerable value in a concept which can be pointed out as 


3 A passage to which Professor Machlup specifically objects is found on page 181 of Profes” 
sor Lester’s Economics of Labor (New York, 1941). 


4 Machlup, op. cù., p. 524. - 
5 Ibid., p. 526. l 
t “To be gure, when an instructor teaches graphical analysis, he will do well to abstract from 


complicated cost and revenue anticipations and to concentrate on those that can be neatly 
packed away in geometric curves” (¢bed., p. 524). 


` 


oe 
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This paper has attempted to call attention to the existence of certain 
national attitudes and objectives that may stand in the way of full mone- 
tary cooperation despite general adherence to the principles of the Inter- 
national Monetary Fund. These obstacles simply reflect the heterogeneity 


of the economic, political and social interests of the nations of the world, ..” 


and their existence does not at all imply the failure of monetary cooperation. ` 
It is nevertheless true that the growing economic nationalism of the inter- 
war period may be resumed, and if 50, the work of those engaged in the 
furtherance of monetary and economic cooperation will be complicated. 
on KENYON, E. Poore” 


rok 


- * The author is associate professor of economics at Brown University. 


Marginal Theory and Business Behavior 


In the September, 1946, American Economic Review,! Professor Machlup 
criticizes Professor Lester’s and other empiricists’ statements that conven- 
tional marginal theory has been demonstrated to be largely invalid as an 
explanation of reality,* and presents in summarized form his own exposition 
of marginal revenue-marginal cost analysis. This paper remarks briefly con- 
cerning four of the numerous theoretical aspects of Professor Machlup’s 
comments. 

1. Is it methodologically more helpful to give “marginal revenue” and 
“marginal cost” the very broad meanings preferred by Professor Machlup _ 
and various other economists, or to employ the more restricted definitions 


`. used by Professor Lester and probably the majority of economists? 


2. Must a firm which attempts to maximize profits necessarily make any’ 
types of calculations which can reasonably be said to involve even the ex- 
panded concepts of marginal revenue and marginal cost? 

3. If the “burden of proof” were placed upon exponents instead of critics 
of marginalism, what positive evidence in favor of maogimal theory could be 
brought forward? : 

4, Can even broadly expanded marginal theory account for the infre-. . 
quency with which changes in prices and/or pricing rules take place, and 
for the extent (as well as direction) of the changes which do occur? 


I 


To a fairly important extent, Professor Machlup’s criticisms of marginal- 
ism’s critics are based merely upon choices of definitions. Some critics speak 
of fears and hopes of later happenings as considerations supplementary to’ 
rather than entering into the calculation of marginal revenue and marginal 


1 Fritz Macblup, “Marginal Analysis and Empirical Research,” pp. 519-54; 

2 Principal attention is paid to Richard A. Lester, “Shortcomings of Marginal Analysis for 
Wage-Employment Problems,” Am. Econ, Rev., Vol. XXXVI, No. 1 (Mar., 1946), and R. L. 
Halland C. J. Hitch, “Price Theory and Business Behavior,” Oxford Economic goa No. 2 
(1939). 
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Rigid exchange rates were believed productive of uhemployment rather 
than of confidence; the opinion has prevailed in Britain that her difficulties 
in the early ’thirties were largely explainable by adherence to a high rate for 
the pound sterling when she returned to gold in 1925. Certain politically 
important sections of British opinion adopted an even more uncompromis- 
ing view: exchange control was believed to offer more scope than a buffer of 
foreign exchange resources would be able to do in achieving the freedom of 
domestic economic action indispensable to assure full employment. Like all 
_ countries unable to acquire scarce currencies in adequate amounts, Britain 
places her faith in the hope that stable exchange rates will follow from a 
high level of trade and employment. 

An extreme view on the unimportance of stable exchanges as the basis for 
full employment has been adopted by Australia, the most outspoken oppo- 
nent of the American position at Bretton Woods. Fearing a recurrence of 
the situation of the ’thirties, when the depression in industrial countries had 
a magnified effect on the economies of nations producing raw materials, 
Australia wants to know how the former intend to maintain a high level of 
incomes.’ If employment and incomes abroad are prevented from collapsing, 
raw material producers and agricultural countries will not worry about ex- 
change rates. If not, any assistance the Fund could give would be inade- 
quate. Another country relying mainly on domestic employment policies is 
Sweden. According to recent statements she wishes to continue her prewar 
policy of price stabilization. A committee of experts appointed by the Riks- 
‘bank in May, 1943, concluded that employment should be stabilized by 
adhering to the price program that had served so well in the past; there 
could be no unconditional pegging of exchange rates because of the difficulty 
of reconciling this action with the basic objectives of domestic monetary 
policy. Through especially close economic relations with the “Nordic bloc” 
the effects of insulation would be minimized and, as occasion offered, the 
Swedish economy would be linked more closely with the world economy. 

Finally, in the opinion of economists in some nations the major cause of 
unemployment throughout the world in the interwar period was the impact 
of the American depression and economic policies. Irrespective of the justice 
of this view, its acceptance denotesa reluctance to be closely joined with 
America’s economic fortunes. It is a problem for some countries to decide 
whether to rely on the consumers’ market in the United States, or to turn 
their attention to European and other markets. 


š An important school of thought in the United States emphasizes the role that must be 
played by high levels of employment in bringing about exchange stability. Thus Alvin Hansen, 
in America’s Role in the World Economy (New York, Norton, 1945), points out that imports are 
generally regarded as desirable only where there is full employment. One infers that with full 
employment, payments balance, and there is no pressure on exchanges. It should be noted that 
there is no reason to believe that stable exchanges must result from full employment. 

£ “Tn the opinion of the Australian delegation the purposes of the Fund, which provide cri- 
teria for its management, place too little emphasis on the promotion and maintenance of high 
levels of employment, and too much emphasis on the promotion of exchange stability and op 
shortening the duration and lessening the degree of disequilibrium in international balances of 
payments,” Statement by the delegation of Australia concerning Article I of the Articles of 

` Agreement of the International Monetary Fund. 
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tions are involved, and it may take more than generous ‘gang to replace 
bloc and bilateral trading with a genuinely international interchange of 
goods. | 

Even more serious than the conflicts between international and national 
objectives mentioned in the foregoing paragraphs are the widely differing _ 
‘conceptions among nations, of the best means of preventing unemployment. 
The great advances in fullemployment techniques, almost all national in 
origin and scope, which were made during the ’thirties have resulted in a 
general determination not to allow the present high levels of employment 
to be followed by another depression. Indeed, full employment has become 
the primary economic objective in a majority of the industrial countries 
today. It is this fact that makes the differing conceptions of the best way to 
achieve full employment an important obstacle to international monetary 
cooperation. 

The employment philosophy of the United States is of major importance 
both because of her predominant position in the international economy and 
in the management of the Fund, and because in the past she has not been 
very successful in maintaining full’employment. Although the original 
Treasury plan placed the emphasis entirely on stability of exchange rates 
and of international trade, the American experts became more and more 
impressed with the part that the Fund might be able to play in stimulating _, 
employment. Considerable publicity was given by Treasury and State De- 
_ partment spokesmen to Paragraph II of the Purposes of the Fund, which 

emphasizes the role of stable exchange rates in achieving a high rate of 
employment through high levels of international trade.‘ It was set forth 
that, freed from doubts concerning their ability to maintain the parities: of 
their currencies, and sure of adequate supplies of scarce currencies to tide 
them over any period of industrial readjustment, countries would be willing” 
to accept imports from nations able to send goods abroad after a long con- 
flict. Thus production and employment in the United States, for example, 
would immediately rise, incomes would remain high, and a portion would 
- be spent on imports from abroad. The fact that American industry would 
benefit first would not hurt the export industries of other countries, since 
throughout thé world in general large imports of raw materials, machinery, 
and equipment would be needed before industries were ready to export. . 
The optimism of the American experts was unfortunately not shared by 
the representatives of most other nations. Reports from London at the time 
of the Bretton Woods conference indicated that in the opinion of the 
British government, any international commitment must be subordinated 
to certain domestic objectives, namely, (1) stable employment, (2) control 
‘over the internal price level, and (3) an assured position for the United . 
Kingdom in the sterling bloc. In other words, Britain would insist on re- 
taining control over the volume of employment and real income at home. | 


4 Article I (ii): “To facilitate the expansion and balanced growth of international trade, and 
to contribute thereby to the promotion and maintenance of high levels of employment and 
real income and to the development of the productive resources of all members as primary ob- ` 
jectives of economic policy.” 
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and machinery are favored over imports of consumers’ goods; of the latter 
only that amount is desired which is necessary to maintain life and eff- 
ciency. Although the problem is fundamentally one of foreign exchange, the 
desire for austerity is carried so far that at times one might suppose that 
it is being practiced for its own sake. For example, Britain dislikes to accept 
French “luxury” goods in payment of surplus British exports to France. 
Yet Britain has a surplus of francs; and it comes down to an exchange mat- 
ter after all, since the British would like, if possible, to convert these francs 
into currencies usable for the purchase of raw materials and equipment. 
The alternative (unacceptable to the French) would be the repurchase of 
these francs with exports of investment goods needed by France for her own 
rehabilitation. The adverse effect on international monetary cooperation of ` 
this attitude is obvious. Some countries may be relatively well endowed 
with the resources best used for the production of non-essentials; if a dis- 
ability is placed on imports of this type, these countries are likely to find it 
difficult or impossible to make the correction of maladjustments for which 
the Fund is intended to give time and financial resources. 

Another illustration of lack of confidence in the accomplishments of i in- 
ternational monetary stabilization is the widespread desire for close financial 
and economic relations with particular countries or trading areas.. The meth- 
ods used by the Russians to create a trading bloc in eastern Europe are 
opposed to the objectives of the Fund. The system of bilateral financial and 
trade agreements sponsored by Britain throughout western Europe, might 
prove incompatible with a general accord. Other European countries are 
building up similar frameworks, for example, France and the Scandinavian 
countries. These agreements do indeed contain the provision that later ad- 
herence to an international fund is not prejudiced; but the pacts themselves. 
provide for what is in effect a network of bilateral exchange clearing, a 
device that throttled international trade during the ’thirties; and in any 
case, they put the emphasis on exclusive economic blocs. It follows that 
adherence to the Fund would imply that all countries refrain from imposing 
“conditions on the disposition of any balances of exchange accruing to them. 
But the resources of the Fund alone could not be counted upon to remove 
the desire of countries with unfavorable trade balances to try to insist upon 
exchange clearing. To accomplish this, properly rationed and adequate loans 
would have to be made from other sources. The enormous dollar exchange 
resources contemplated under the Keynes plan would, indeed, have made 
all countries more willing to sacrifice the immediate benefits of bilateral 
clearing than did the plan ultimately adopted. The American negotiators 
knew, however, that the Keynes plan was politically out of the question in 
the United States; on the other hand, perhaps something like the same 
effect could be achieved by an extensive system of United States long-term 
loans. Gradually commitments are being made that in the aggregate promisé 
` to compare ultimately with the volume of dollars provided for under the 
. International Clearing Union proposal of Lord Keynes. Unfortunately, the 
origin of bilateral financial agreements and trading blocs is not traceable 
exclusively to exchange scarcity; broader economic and political considera- 
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keen in the conflict of interest between nations newly industrialized during 
the war and older industrial nations now faced with the necessity of re- 
habilitating their economies. To the former some of the features of inter- 
national monetary cooperation as defined in the Articles of Agreement of 
the Fund do not look attractive. Their position as industrial nations is 


shaky. Not only must they struggle to retain their recently acquired posi- `. 


tion as exporters of manufactured goods, but they expect to be threatened 
even in their home markets as rehabilitation of Western Europe proceeds. 
They may be counted upon to fight to retain their position, and in doing so 
are virtually certain to employ some trade practices quite inconsistent with 
the spirit of the Fund. 

A more unfortunate, but rather understandable, aspect of the economic 
nationalism of the newly industrialized countries is the dislike (expressed 
particularly in Latin America) at being called upon to lend domestic cur- 
rencies through the Fund to their western European competitors. It seems 
foolish to them to hasten the day when competition from abroad becomes 
more acute; lending to devastated countries through the Fund would 
shorten the time when the latter would be producing solely for home mar- 
kets. Presumably this is a form of the infant industries argument: since 
these countries hold the view that the war merely hastened an inevitable 
industrialization, they draw the conclusion that Europeans cannot expect 
to recover their former share in Latin American markets, and by implication . 
they appear to minimize the importance to themselves of the European 
market for their raw materials. Furthermore, they apparently doubt 
Europe’s ability to supply them with the heavy machinery and new types 
of industrial products that they will need. Otherwise, they could hardly view 
with apprehension the revival of Europe’s industry. Latin American na- - 
tions have shown a disposition to cooperate with the Fund despite this 
objection. That they do so is attributable in part to an appreciation of other 
advantages derivable from international monetary cooperation, and in part 
to the probability that in one way or another the United States will assist - 
in the rehabilitation of European industry. In other words, the cost, in. 
terms of good will, of non-cooperation with the Fund would be excessive.® 

The hesitancy of newly industrialized countries to accept all the objec- 
tives of international monetary cooperation is matched by a similar hesi- 
tancy on the part of the countries, particularly in Europe, whose industry 
has been worn out or destroyed during the war. Imports of raw materials 


2 The point of view outlined above has, of course, been urged by opponents of the Fund in 
the United States. Why, it is asked, provide dollar resources through the Fund and the bank to . 
potential competitors who will thereby be enabled earlier to compete with us abroad, and even 
in our home markets? It is difficult to imagine a more defeatist point of view. The United States 
has ended the war with nearly every conceivable export advantage. The furnishing of dollars 
through long-term loans and through the Fund augments the demand for our goods. Our only 
problem is to maintain our great lead in industrial efficiency, and it is evident that for years to - 
come the real difficulty will be to find enough competitive goods from abroad to maintain pùr- . 
chasing power for our own exports. It should be noted that the above refers to industry as-a 
whole; it is not concerned with export difficulties facing particular industries, for example, 
cotton. 5 
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are concerned with external as opposed to internal economic problems. They 
_ may be expected to be particularly interested in the achievement of ex- 
change stability immediately after a period of unemployment and inter- 
national cut-throat competition occasioned by competitive exchange depre- 
ciation. Again, those nations are likely to be most impressed which suffered 
most from unstable currencies, while those which think they gained (at 
least relatively) through world- wide exchange depreciation may favor a repe- 
tition of the same device if the circumstances are later repeated. On the 
other hand, toward the end of the war, when the Bretton Woods plan was 
broached, many nations were sharply faced with the problem of maintaining 
internal currency values; stability of exchange rates was, for the time being, 
a derivative and secondary matter. It was understood that if currencies were 
stabilized after the war, the likelihood of obtaining large imports of the raw 
materials and other goods needed to ward off inflation would be greater. 
On the other hand, this seemed like a very indirect, and relatively ineffec- 
tive, way of solving the problem of stimulating home production and re- 
lieving domestic inflation. Countries were prone to place more reliance on 
domestic policies, particularly since some of the most pressing financial diffi- 
culties seemed to have been occasioned by the international economic co- 
operation enforced by the war. All this meant that despite adherence to a 
stabilization proposal, preoccupation with domestic concerns might lead to 
the “fundamental disequilibrium” that must be accepted by the Fund as a 
valid reason for allowing a change in the par value of a nation’s currency. 
Although the great majority of nations have acceded to the objectives of 
the Fund, there is an understandable reluctance to allow control over ex- 
change rates to pass to an international body. No country would permit 
another single country to determine the external value of its currency. 
Would it be much more acceptable, in the present state of international re- 
lations, to allow an international executive body to do so? The answer de- 
pends on how general is the belief in the disinterestedness of the executive 
directors of the Fund. Although the choices of personnel have been such as 
to inspire much confidence in the excellence of the management, of neces- 
sity they have had to reflect concentrations of national and regional power. 
Consequently, the less powerful the nation, the greater is the act of faith to 
be performed. That this fact was clearly recognized at Bretton Woods is 
evidenced by the struggle between the Latin American and western Euro- 
pean nations with respect to the allocation of executive directorships. Each 
bloc perceived that if the other was able to swing the vote of the directorship 
on a proposed change in exchange rates, the result might be unfavorable to 
its own position in world trade: each expected to compete in the same mar- 
kets. Again, it is inevitable that smaller nations should fear the power of the 
larger members of the Fund. Although the actions of the Fund will always 
be carried out in the light of publicity, decisions will have to be made on 
exchange rate changes, and these decisions are bound to be less favorable 
to some nations than to others. With skillful and disinterested management, 
of course, the possible doubts of smaller nation can be removed. 
- The desire for independence with respect to exchange rates is particularly 
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National Economic Policies and International 
Monetary Cooperation 


After a long period of careful preparation the officers in charge of the 
International Monetary Fund announced their readiness to commence ex- 
change transactions early this year. The difficulties involved in determining 
the initial par values of member currencies have been recognized; but the 
managing director, Mr. Camille Gutt, has pointed out that agreement on | 
the initial par values of a group of important currencies will make it possible 


to integrate gradually the currencies of those countries whose present eco- - 


nomic situation does not permit.the immediate selection of exchange rates. 
The executive directors of the Fund have adopted a realistic attitude toward 
the difficulties facing the stabilization of exchange rates. It is recognized 
that in the early months of its operation the Fund incurs the risk that not 
all of its resources will be used solely for temporary assistance; but the 
executive directors intend “‘to limit or postpone exchange. operations with 
countries whose economies are so out of balance that their use of the Fund’s 
resources would be contrary to the purposes of the Fund Agreement.’ 

Clearly, the great majority of nations will find it to their advantage to 
support the objectives of the International Monetary Fund. Indeed, by the 
act of joining the Fund the signatory nations have indicated approval of its 
principles. On the other hand, it is obvious that in a world of separate 
sovereignties every country regards itself, to a certain extent at least, as 
having signed the document on its own interpretation. Continued full co- 
operation can be expected only from those nations which believe themselves 
benefited by it, and the escape clauses inserted into the Articles of Agree- 
ment make it clear that this was the general understanding. These clauses 
are intended to take account of the fact that at a given time a country 
may have objectives that either conflict with the purposes of the Fund, or 
so occupy the country’s attention that itis unable to carry out the economic 
and social policies required in support of the Fund’s objectives. It seems 
worth while to notice the nature.and importance of these rival objectives. 
In the first place, the degree of importance attached by nations to ex- | 
change stability depends, as one might suppose, on the extent to which they 


1 First Annual Report of the Executive Directors to the Board of Governors of the Fund (Sept., - 
1946). 

1 With respect to changes proposed by members in the par values of their currencies, Article 
IV(5)(£) states: “The Fund shall concur in a proposed change .. . if it is satisfied that the 
change is necessary to correct a fundamental disequilibrium. In particular, provided it is so 
satisfied, it shall not object to a proposed change because of the domestic social or political poli- 

cies of the member proposing the change.” 
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agricultural production tends to minimize fluctuations in the balance of 
payments of raw materials countries and to make their economies less > 
vulnerable to sharp fluctuations in the world demand for their exports. 
Provided these exceptions are granted judiciously and are not misused, 
the end result may well be a contribution to the sae a and long-term 
expansion of world trade. 

Much the same reasoning may be id to the provisions of Chapter 
VII which seek to bring the negotiation of intergovernmental commod- 
ity agreements for the regulation of production, trade, and prices of 
primary commodities, under the supervision of the Organization. The 
great danger involved in such arrangements is that their operations may 
not be confined to the elimination of short-term price fluctuations and 
temporary surpluses, but that they will interfere with price and pro- 
duction adjustments to basic shifts in the conditions of long-term 
demand and supply. For example, the commodity agreements may seek 
to establish prices of primary commodities which are always high 
enough to cover the costs of the least efficient producers, thereby pre- 
venting the more efficient producers from capturing a larger share of the 
international markets. Marketing quotas may be based on the relative 
- shares of the market held by parties to the agreements during a pre- 
vious period without adequate consideration being given to fundamental 
shifts in supply and demand conditions. Such a development would tend 
t@stifle economic progress and reduce the gains from trade. 

On the positive side, intergovernmental commodity agreements may 
contribute to the stability and long-term growth of trade by eliminating 
sharp fluctuations in the prices of primary commodities which have 
frequently had disastrous effects on the terms of trade and the balance- ` 
of-payments position of raw material exporting countries. It will require 
the highest degree of economic judgment and statesmanship on the part 
of the Commodity Commission of the Organization, which is charged 
with the supervision of the negotiation of these agreements, to assure 
that the purposes of the Charter are furthered and not frustrated cs the 
terms of these arrangements. 
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Conference “were also no doubt embarrassed by the strange dichotomy 
that appears to prevail in the Labour Government, on the subject of 
economic policy at home and abroad, by which an advance toward the 
planned state at home can be cheerfully combined with a return to 
unplanned trade abroad.”’™ 
As a minimum, the ITO Charter will provide a mechanism for con- 
sultation regarding the practices of state-trading countries and will 
reduce the degree of violence to the principles of multilateralism in- 
‘volved in state-trading operations. The Organization may also be in- 
strumental in preventing some nations from being forced into national- 
izing their foreign trade against their will by the actions of other 
state-trading countries. 


i Other Provisions of the Charter 


Many of the other provisions of the Charter have important implica- ` 
tions for establishing the conditions for multilateral trade. The applica- 
tion of the most-favored-nation principle in all tariff agreements, the 
limitations on the use of export subsidies, the standardization of customs 
procedures, and the outlawing of restrictive practices engaged in by 
international cartels, are all significant for minimizing discrimination in 
international trade. Special mention should be made of the provisions of 
Chapter IV of the Redrafted Charter dealing with economic development, 

„and those of Chapter VII which are concerned with procedures for the 
negotiation of intergovernmental commodity agreements involving the 
regulation of production, trade and prices. 

The chapter on economic development in the Redrafted Charter is a 
new chapter, not included in the Suggested Charter. The significant pro- 
visions for the purpose of this article are to be found in Article 13, 
which opens the way for any member to employ protective measures 
otherwise in conflict with the obligations of the Charter, for the purpose 
‘of furthering a program of industrial development. The Organization - 
may grant exceptions to the general obligations of the Charter to mem- 
bers for industrialization purposes; consent for relief from obligations 
negotiated with other members must be obtained through renegotiation 
with the members concerned. The dangers involved in granting such 
exceptions to the obligations of the Charter are obvious. Nevertheless, 
there is considerable justification for giving assistance to relatively un- 
developed areas which are engaged in a program of rapid industrializa- 
tion. Experience has shown that the attainment of a certain degree of 
industrialization tends to increase both the size and the stability of real 
national incomes. Moreover, a better balance between industrial and 


¥ “Trade Make-Believe,” The Economist, November 30, 1946. 


% See Industrialisation and Foreign Trade, League of Nations Pub. (New York, Columbia 
Univ. Press, 1945), 
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would have to be made on the basis of the relative costs of home pro- 
duction and foreign procurement. 

Since as a practical matter this ideal is not likely to be achieved, the ~ 
existence of state-trading monopolies will almost inevitably do violence 
to the principles of multilateral trade and of trade in accordance with 
the principle of comparative advantage. The activities of those state- 
trading enterprises concerned with foreign procurement and those 
concerned with sales abroad will almost certainly be coordinated. It is 
too much to expect that the right hand of the purchasing agency will 
completely ignore the left hand of the exporting agency. There will 
inevitably be a tendency for state-trading enterprises to enter into 
bilateral arrangements, either explicit or implied, with other state- 
trading nations or even with countries in which foreign trading is in 
private hands. There is in this tendency the danger that nations will 
be forced into bilateral deals with state-trading nations in order to 
protect or expand their own trade.” 

State-trading enterprises, like all other governmental agencies, are 
instruments of national policy. In any well-organized government their 
operations will be coordinated and regulated in conformity with domes- 
tic price and production policies and with the international and political 
objectives of their respective governments. Since broad national policies 
may often be in conflict with the realization of the purely commercial 
advantages relating to individual foreign trade transactions, violations 
of the spirit, if not the letter of the provisions of the Charter with re- 
spect to state-trading practices are almost inevitable. This is likely to 
be true even if we assume the best of faith on the part of the govern- 
ments accepting membership in the ITO.” 

The foregoing is not to be regarded as a criticism of the United States 
proposals for an ITO Charter or of the work of the Preparatory Com- 
mittee. The course taken by the Redrafted Charier is probably the best 
compromise that can be achieved between the interests of those nations 
moving in the direction of economic nationalism and those which adhere 
to a system of private enterprise in international trade. The conflict of 
principles involved in the Charter is also a reflection of the conflict be- 
tween free and multilateral trade on the one hand, and controlled trade 
on the other, which is taking place in the countries represented on the 
Preparatory Committee. This conflict was expressed in an editorial in 
The Economist which stated that the British delegates to the London 


n Some safeguard against this contingency is provided in Article 40 of the Redrafted Charter 
which gives any member the right to make representation to the Organization regarding the 
practices of another member which are considered to be contrary to the purposes of the 
Charter. 

3 What has been said regarding state-trading enterprises applies equally to the operations 
of privately operated import and export associations in which foreign trade in particular com- 

modities or group of commodities is centralized in one organization. 
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woven by the ITO Charter is the section dealing with state trading. The 
recognition given in Section E of the Redrafted Charter of the right of 
members to monopolize foreign trade in any commodity represents a 
compromise with political and economic reality which is necessary to 
assure acceptance of the program by.a large number of countries. Most 
European countries employ state trading in one degree or another. The 
growth of state trade is in part an inevitable concomitant of the recent 
trend toward socialization of industry. Nations cannot be asked to 
permit free trading by importers and exporters in commodities the 
domestic production and distribution of which has been nationalized. `. 
The most that could be hoped for would be to require that foreign 
trading would be at least as free from governmental monopoly and - 
controls as domestic trading. But this objective would be difficult if 
not impossible to achieve in an international agreement. ; 
` But a recognition of the practical necessity of the position taken by 
the ITO Charter with respect to state trading should not blind us to its 
dangers.” The rationale of the sections of the Redrafted Charter on state 
trading is to fit state-trading practices into the pattern of multilateral 
trade conducted by private enterprise while preserving the multilateral 
character of trade as a whole. State-trading enterprises are required to 
conduct their operations in a non-discriminatory manner and in making. 
foreign purchases or sales of any product, to “be influenced solely by < 
commercial considerations, such as price, quality, marketability, trans- . 
portation. and other terms of purchase or sale, and also differential - 
customs treatment.’”™ In other words, state-trading enterprises are- 
` supposed to behave like unregimented private traders, buying where- ` 
ever they can at the lowest possible price with due regard for quality _ 


or selling to the highest bidder, regardless of any political or economic * ` 


considerations beyond the purely commercial ones relating in the par- ° 
_: ticular purchase or sale involved. . 

Theoretically it is possible to have.a multilateral trading system in a 
world of state monopolies, in which each transaction would be governed 
in accordance with the principle of relative competitive advantage both 
with respect to domestic sources of supply and to the various sources 
of supply abroad. Such a system would require the avoidance of bilateral 
deals and trade discrimination. To achieve the maximum benefits of 
international specialization, the prices of exportable commodities . 
should bear a close relation to their costs as reflected in the relative: 
scarcities of the factors of production employed in their domestic pro- 
duction, and the decisions regarding what and how much to import 

© See my “Questions of Foreign Economic Policy,” Commerical and Financial Chronicle, 
December 19, 1946, pp. 3215 ff. ‘ 

2 Redrafted Charter, Article 31, par. t. 
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Membership in ihe Fund 


Article 29 of the Redrafted Charter provides that members of the ITO 
shall also become members of the Monetary Fund. Some of the mem- 
bers of the Preparatory Committee took the position that special pro- 
vision should be made for countries which were not willing to join the 
Fund or which ceased to be members of the Fund, subsequent to their 
joining the ITO. Although this question was not finally determined at 
the London Conference, the report of the Preparatory Committee 
stated that it was generally agreed that any member of the ITO which 
was not also a member of the Fund should be required to enter into a 
special exchange agreement with the ITO, in which the member would 
agree not to frustrate the purposes of the Organization by means of 
exchange practices. Although the exact nature of this special exchange 
agreement was not determined by the Conference, it would appear that 
the purposes of the ITO could only be safeguarded by requiring thé 
member in question to assume all of the obligations of the Fund Agree- 
ment with respect to the use of exchange controls, discriminatory and 
multiple exchange practices, and to the maintenance of exchange rates.’® 

If the ITO should require all members not joining the Fund to assume 
all of the obligations of the Fund relating to exchange practices, the only 
valid reason for a member of the ITO not being a member of the Fund 
would be an unwillingness of the member to assume the financial re- 
sponsibilities incidental to membership in the Fund. It might well be 
argued, however, that it should be the duty of all members of the ITO 
to accept the financial as well as the other responsibilities for the crea- . 
tion of a stable and abundant world trade. If this interpretation is 
accepted, there seems to be no valid reason why membership in the 
Fund should not be made compulsory for members of the ITO." 


State Tradsng 
Probably the most serious breach in the pattern of multilateral trade 





tions regarding the use of exchange controls are suspended. The Redrafted Charter seeks to cor- 
rect this defect. 

18 Since exchange rate practices are effective instruments of commercial policy a member 
could defeat the purposes of the ITO by means of competitive exchange depreciation or dis- 
criminatory currency practices which fond have an effect equivalent to the trade practices 
outlawed by the Organization. 

4 In the event that a member of the TTO was not also a member of the Fund or in the event 
that a member of the Fund was not also a member of the ITO, difficulties would arise regarding 
the application of sanctions against non-members, The Fund Agreement permits members to 
discriminate in their exchange dealings with non-members (Article XI, Sec. 2); while the Re- 
drafted Charter requires its members not to make arrangements with non-members whereby the 
non-members would be automatically entitled to the most-favored-nation treatment under the 
Charter, including the benefits of tariff reductions negotiated with members in accordance with 
the provisions of the Charter (Article 36, paragraphs 2 and 3). 
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The last two exceptions outlined above involve substantial departures 

from the fundamental rule of non-discrimination. They were included 
in the Redrafted Charter in recognition of the difficulties which many 
countries are facing during the transitional period and are in harmony 
with the postwar transitional arrangements provided in the Fund 
Agreement. Many countries whose economies have been seriously dis- 
rupted by the war and whose reserves of gold and “hard” currencies are 
inadequate for their import requirements have sought to restore their 
‘trade in the postwar period by means of payments agreements and - 
other bilateral arrangements. There are at present in effect about 
seventy-five payments agreements involving fifteen European countries. 
Those responsible for drafting the Fund Agreement and the ITO 
Charter took the view that to ask countries to abolish these payment 
` agreements or make the balances arising out of the transactions under 
the agreements immediately convertible into third currencies would 
have the effect of severely disrupting the progress which has already 
been made toward the restoration of normal trade among these coun- 
tries. 

Article 28 of the Redrafted Charter provides two important safeguards 
with respect to use of these exceptions to the rule of non-discrimination. 
First, whenever the Organization, after consultation with the Fund, 
finds that the import restrictions or the exchange restrictions are being 
employed by a member in a manner which discriminates unnecessarily 
against the. trade of other members, the member must within sixty 
days remove or modify the restrictions specified by the Organization. _ 
_ Secondly, when.three-fourths of the members of the Organization have . 
accepted the obligations of Article VIII of the Fund Agreement, 7.e., 
notified the Fund that they no longer intend to avail themselves of the 
exemptions from the fundamental rules on exchange transactions pro- 
vided under Article XIV of the Fund Agreement, but in any event 
before December 31, 1951, the Organization shall review the exceptions 
to the rule of non-discrimination permitted under paragraph (6) above 
with a view to their early elimination. 

This review is to be undertaken in consultation with the Monetary 
Fund. This last safeguard is especially significant since it fixes a definite 
limit for the termination of the-transitional period during which these 
exceptions to the rule of non-discrimination are generally permitted. 
Without limiting the jurisdiction of the Fund with respect to matters 
involving the use of exchange transactions, this provision should enable 
the Fund and the ITO to coordinate their activities in terminating the 
general exceptions granted during the transition period by 1952." 


17 One of the criticisms of the Fund Agreement has been that it fails to establish a definite 
date for the termination of the postwar transitional period during which the general obliga- 
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clauses will depend in large measure upon the good faith of the members 
themselves in living up to the spirit rather than simply to the letter of 
their obligations. 

Certain exceptions to the rules regarding non-discrimination are 
worth noting. Mention has already been made of the exception granted 
in the event that 4 member’s currency is declared to be scarce by the 
Monetary Fund. The other important exceptions to the rule of non- 
discrimination may be summarized as follows:'6 

1. Prohibitions or restrictions essential to the equitable distribution 
among several consuming countries of products in short supply in ac- 
cordance with the provisions of Article 25, par. 2 (a) (i) of the Redrafted 
Charter. 

2. Export or import quotas imposed under intergovernmental com- 
modity agreements in accordance with Chapter VII of the Redrafted 
Charter. 

3. Conditions attaching to exports which ensure that the exporting 
country receives for its exports its own currency or the currency of any 
member of the Monetary Fund specified by the exporting country. 
(Thus Venezuela may require that exports of petroleum be paid for only 
in dollars.) 

4. A group of territories having a common quota in the Fund may 
apply restrictions otherwise consistent with Article 27 against imports 
from other countries which may not apply to trade among themselves. 
(Thus Britain could exempt her cdlonies or mandated areas from im- 
port restrictions applied against imports from other countries.) 

5. ‘Restrictions imposed or maintained during the transitional pe- 
riod ending December 31, 1951, by a member whose economy has been 
disrupted by the war, provided the measures do not involve a substan- 
tial departure from the non-discriminatory rules outlined in Article 27. 

6. Restrictions which would provide a member with additional im- 
ports above the maximum total of imports which it could afford in the 
light of its balance-of-payments position if its restrictions were con- 
. sistent with the rules on non-discrimination, provided such restrictions 

have the equivalent effect of exchange restrictions permitted to mem- 
bers of the Monetary Fund or, in case the ITO member is not a member 
_of the Fund, are permitted under the terms of any special exchange 
agreement between the member and the ITO. (This provision would 
permit members to employ clearing, payments or other arrangements 
of a bilateral character for the purpose of expanding their imports, 
provided the discriminatory import restrictions involved were equiv- 
alent to the discriminatory exchange restrictions authorized by the Fund 
Agreement under Article XIV dealing with transitional arrangements, ) 
18 Redrafied Charter, Article 28. 
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2. Where global quotas are not practicable, import licensing may 
be used, providéd that the import licenses shall not require the importer — 
to purchase the product from a particular country except for the pur- 
pose of allocating a quota iii the supplying countries in accordance 
with (3) below. Lat 

3. In the event that the ee applies restrictions in the form of 
a quota allocated among the supplying countries, the shares of the vari- 
ous countries should be determined in accordance with commercial 
considerations, such as, e.g., price, quality, and customary sources of 
supply. Where this method of allocating shares in a global quota is not 
practical, the member may allocate to member countries having a sub- 
stantial interest in supplying the product shares based on the proportion 
of the total imports each member supplied during a previous represen- 
tative period, with due account being taken of any special factors 
affecting the trade in that commodity. ` 
. 4. Members applying restrictions in accordance with one or more Sor 
the methods outlined above are required to publish complete informa- 
tion as to the method of administering the restrictions. 

5. Members allocating shares in a quota on the basis of the propor- 
tions of the total imports supplied by other members during a represen 
tative period shall upon the request of any other member having a 
substantial interest in supplying that product, or upon the request of 
the Organization, consult with the other member or with the Organiza- “ 
tion regarding the selection of the base period. 

6. The above provisions apply to tariff quotas as well as to import 
quotas. 

There are obviously great difficulties in the formulation of regulations 
which will assure the non-discriminatory application of import quotas. - 
A country may discriminate against the trade of another country in the 
choice of the commodities subject to the import restriction, or in the 
classification of the commodities to which the restrictions are to apply. 
Presumably the Organization could prevent discrimination based on an 
arbitrary classification of products. The provision which permits a mem- 
ber country to allocate a quota on the basis of commercial considera- 
tions is also susceptible to misuse. Government bureaus are influenced 
by a variety of economic and political motives and their judgment as 
to the purely commercial advantages of importing a particular commod- 
ity from one source rather than from another may very often differ from 
the combined decisions of private traders operating in free markets. 
Finally, mention has already been made of the dangers involved in em- 
ploying a previous period as a base for allocating import quotas. How- 

- ever, these difficulties are not likely to be solved by a refinement of the 
formal regulations of the Charter. The success of the non-discrimination 
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are to have a multilateral trading system: (1) convertability.of curren- 
cies for current trade purposes and (2) non-discrimination in the appli- 
cation of import restrictions. It is essential that nations be afforded the 
means of safeguarding their overall balance of payments, but if the 
methods employed are non-discriminatory as between sources of supply, © 
the multilateral character of the trading system may be preserved. One 
difficulty with the rule of non-discrimination is that when there exists 
a general shortage of a key currency the widespread introduction of 
non-discriminatory restrictions will have the effect of reducing trade not 
only between the key-currency country and the rest of the world, but 
will restrict trade generally. This happened in the period 1930-33 when 
a shortage of dollars led to the general imposition of exchange controls 
with respect to all foreign exchange and not just the dollar. Subse- 
quently, most countries sought to restore their trade by clearing and 

payments arrangements which avoided a further reduction of their for- 
` eign exchange reserves. 

The common aim of the Fund and the proposed ITO is to permit 
countries to safeguard their balance-of-payments position by the use of 
exchange and import restrictions under international supervision while 
at the same time preserving the multilateral character of world trade 
by requiring these restrictions to be non-discriminatory in their appli- 
cation to trade with other members. In addition these institutions, to- 
gether with the World Bank, the Food and Agriculture Organization 
and other international organizations sponsored by the United Nations, 
seek to reduce the need for a resort to direct controls by assisting 
countries in the making of fundamental adjustments in their economic 
structures necessary for the achievement of international equilibrium 
. and by providing a pool of international currencies which may be drawn 

on for short periods in tirne of emergency. In order to prevent the de- 
velopment of a scarcity in the world’s supply of a particular currency 
from leading to widespread restrictions on all trade, members of the 
Fund and the ITO are permitted to impose discriminatory restrictions 
against the scarce-currency country. In this way the rest of the world 
can continue to operate as a multilateral trading area." 

Article 27 of the Redrafted Charter provides that, subject to certain 
exceptions, import and export restrictions which are permitted by other 
articles of the Charter must be non-discriminatory. The following prin- 
ciples are to be observed in carrying out this general requirement: 

_ 1. In applying import restrictions global quotas should be employes 
whenever practicable. 

15 A serious defect in this scheme lies in the fact that in the event a key currency is declared to 
be scarce a number of countries may continue to require payment for exports in the key cur- 


rency. Thus a shortage of dollars may mean in effect discrimination against all of the countries 
in = so-called “dollar area.” 
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restrictions in effect within two years of its inauguration, means that 
the two reviewing actions will occur roughly at the same time.” It should 
be pointed out that under the Redrafted Charter no transitional period 
is provided with respect to the use of quantitative restrictions for bal- 
ance-of-payments purposes. Unless a member has obtained prior ap- 
proval for its use of restrictions for balance-of-payments purposes, such 
restrictions may be challenged at any time after the ITO is established. | 

.The second way in which the Fund may permit the imposition or 
retention of exchange restrictions on current transactions is by direct 
authorization. Article VIII of the Fund Agreement outlining the general 
obligations of members states that, subject to certain other provisions 
of the Agreement, members may not impose restrictions on payments. 
and transfers for current international transactions or engage in dis- 
criminatory currency practices without the approval of the Fund. This is 
a somewhat stronger requirement than that imposed under the ITO 
Charter since under Article 26 of the Redrafied Charter members may 
consult the Organization regarding the imposition of restrictions for 
balance-of-payments purposes either before or after the introduction of 
the restrictions. However, approval of the restriction may not be given 
by the Organization without previous consultation with the Fund. 

The third way in which the Fund permits members to employ ex- 
change restrictions is by declaring the currency of a member to be 
scarce. When the Fund has exhausted or is about to exhaust its supply 
of a particular currency and there is in the opinion of the Fund a general 
scarcity of that currency, it may declare that currency to be scarce..In- 
the event of such declaration all other members may impose restrictions 
on payments and transfers in that currency provided the restrictions 
are no more severe than necessary to limit the demand for the scarce 
currency in relation to the supply held by or accruing to the member 
imposing the restriction. Article 28, par. 1 (a) of the Redrafied Charter 
permits members of the ITO to employ import restrictions which have 
an effect equivalent to the restrictions authorized by the Fund in the 
event the Fund declares a currency to be scarce. This provision recog- 
nizes that a country may find it more convenient to employ import re- 
strictions rather than exchange restrictions to achieve the purpose of 
discriminating against a member whose currency has been declared 
scarce. 


The Rule of Non-Discrimination 
There are two fundamental rules which nations must abide by if we 


12 The beginning of the Fund’s operations has been set for March 1, 1947. 
B Fund Agreement, Article VIT. 
U Fund Agreement, Article VIL, Sec. 3 (b). 
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4. The. Gimaniation may at any time invite a member which i is im- 
posing import restrictions (whether they be imposed since the inaugura- ` 
tion of the Organization or before) to consult with it regarding the 
restrictions in force. Within two years of its institution the Organization 
shall review all restrictions existing at the time of its inauguration and 
subsequently introduced. > 

5. Any membèr which feels that its interests are injured by the im- 
position of a restriction by another member may make a complaint to 
the Organization. The Organization may after a full investigation rec- 
ommend the removal or modification of the restriction. If the member 
fails to act favorably on the recommendation of the Organization within 
sixty days, other members shall be released from their obligations under 
_ the Charter with respect to their dealings with the member imposing 
` the restriction. 


Cooperation with the Monetary Fund 


Article 29 of the Redrafted Charter provides that members of the ITO 
agree not to seek by trade action to frustrate the purposes of the Fund, 
and likewise not to seek by exchange action to frustrate any of the pur- 
` poses of the ITO. This means, in effect, that members of the ITO may 
not employ quantitative or exchange restrictions unless their effect 
would be that of actions permitted under both the ITO Charter and the 
Fund Agreement. If a case should arise where exchange controls would 
be permitted under the Fund Agreement, but quantitative restrictions 
would be prohibited under the-Charter, a member of the ITO could not 
employ either quantitative or exchange restrictions. Article 29 also re- 
quires the Organization to seek the advice and cooperation of the Fund 
-both as regards general policies and with respect to individual cases, 
where a balance of payments question is involved. In addition to pro- 
viding for cooperation with the Fund it was necessary to draft the ITO 
Charter so as to be entirely consistent with the Fund Agreement. 

Exchange restrictions on current transactions are permitted by the 
Fund Agreement in three general ways. First of all, there is the per- 
mission given to members to retain existing or introduce new restric- 
tions during the transitional period.“ Although no date is given for the 
termination of the transitional period, the Articles of Agreement state 
(Article XIV, Sec. 4) that five years following the date on which the 
Fund begins operation members retaining exchange restrictions under 
Article XIV must consult with the Fund as to their further retention 
and act favorably on such recommendations as the Fund may make. 
Since the ITO is not expected to begin operations until sometime in 
1949, the requirement that the Organization shall review all import 


1 Fund Agreement, Article XIV. 
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Since price-support and marketing arrangements for agricultural com- + 
modities are likely to be the rule in most agricultural producing coun- 
tries in the postwar period this exception may prove to be a serious 
departure from the fundamental rule unless members use the privilege 
sparingly and limit its use to emergency situations. Some safeguard 
against misuse is provided in Article 25, par. 2 (f) which states that the. 
restrictions ‘‘shall not be such as will reduce the total of imports relative 
to the total of domestic production, as compared with the proportion 
which might reasonably be expected to rule between the two in the 
absence of such restrictions. In determining this proportion the Member 
shall pay due regard to the proportion prevailing during a previous 
representative period and to any special factors which may have af- 
fected or may be affecting the trade in the product concerned.” 

Nevertheless, there is a very real danger that a country such as the | 
United States which, in the light of her probable future balance of pay- 
ments and the increasing importance of her industrial exports ought to 
be increasing the ratio of her raw material imports to domestic produc- 
tion, might use this loophole as a means of maintaining domestic prices 
and production of agricultural commodities. If we are to achieve a 
balanced international economy in a dynamic world, trade must not be | 
frozen according to the pattern of a previous period. This is a danger 
` inherent in all quota schemes which use as their principal criterion for 
the allocation of imports the trade relationships of a previous period.!® 

The most important exceptions to the general rule covering quanti- 
tative import restrictions are to be found in Article 26 of the Redrafted 
Charter entitled “Restrictions to Safeguard the Balance of Payments.” 
Import restrictions may be employed under the following conditions: . 

1. New import restrictions may be introduced in order to prevent . 
a serious decrease in a member’s monetary reserves or in the event that 
reserves are very low, to achieve a reasonable rate of increase in these 
reserves. 

2. Members are required to eliminate these restrictions whenever 
the conditions which gave rise to their imposition no longer exist. 

3. Members are required to consult the Organization before impos- 
ing restrictions for the purposes stated in (1) or as soon as practicable 
thereafter. Members may, if they so desire, consult with the Organiza- 
tion with a view to obtaining previous approval of restrictions which 
they intend to impose. 








same form asin the Redrafted Charter. It was obviously included as a means of making the ITO 
Charter consistent with the United States agricultural program. 
10 For a more complete discussion of this question see M: S. Gordon, ‘“Tnternational Aspects 


of America’s Agricultural Policy,” Am. Econ. Rev., Vol. XXXVI, No. 4, Part 1 (Sept., 1946), 
pp. 596-612. l 
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seeks to provide a multilateral system which is sufficiently flexible to 
withstand severe economic shocks. In addition to the means afforded 
countries for protecting their balance of payments in periods of decreas- 
ing external demand, the Fund is equipped with large reserves of inter- 
national exchange to serve as a buffer in the event of trade maladjust- 
ments. This system should be able to secure all of the alleged advantages 
of bilateralism for the protection of the internal economies of its mem- 
bers while preserving to the maximum degree possible the universally 
recognized benefits of multilateral trade. : 


Quota and License Restrictions 


Articles 25-28 of the Redrafted Charter establish certain rules for mem- 
bers regarding the use of import and export quotas and licensing. Article 
25 begins with a statement of the general rule against the maintenance 
of general import and export restrictions, “other than duties, taxes or 
other charges, whether made effective through quotas, import licenses 
or other measures, except as otherwise provided in the Charter.” The 
exceptions to the general rule are so numerous and involve so many 
complications that it might have been easier to write the regulations by 
enumerating the conditions under which quantitative controls may be 
employed rather than stating them in terms of exceptions. The necessity 
of tying in the regulations of the Charter with equivalent regulations of 
the Fund is in part responsible for the abstruse manner of their presen- 
tation. 

Paragraph 2 of Article 25 states that restrictions on imports and ex- 
ports may be imposed or maintained during the postwar transition 
period (terminating July 1, 1949) when such restrictions are essential 
to (1) the equitable distribution of products in short supply among 
several consuming countries; (2) the maintenance of wartime price con- 
trols; and (3) the orderly liquidation of temporary surplus stocks arising ` 
out of the war. Export or import quotas or licensing may also be imposed 
under intergovernmental commodity arrangements concluded in ac- 
cordance with the provisions of the Charter. Finally, Article 25 permits 
import restrictions on agricultural or fisheries products to be imposed 
when necessary to enforce governmental measures designed to (1) re- 
strict the production of similar domestic products or (2) to remove a 
temporary surplus of a similar domestic product by making the surplus 
available to certain domestic consumers free of charge or at prices below 
current market levels. 

The purpose of this last provision (Article 25, par. 2 [e]) is to enable 
members to carry out a domestic price-support program for agricultural 
products without interference from increased agricultural imports.® 


° This provision was contained in the United States Suggested Charter in substantially the 
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Admitting the risks inherent in a multilateral system, it is by no 
means certain that these dangers can be overcome through bilateralism’ 
or by the formation of economic blocs. One weakness of the position of 
the European apologists for bilateralism lies in their failure to show how 
a small group of nations outside the Western Hemisphere can render 
themselves economically independent of the rest of the world without a 
serious decrease in real income.’ Neither the sterling area nor the nations 
comprising the Russian bloc is self-contained. The problem is further 
complicated by the fact that most nations are looking to-the United 
States and Canada for loans urgently needed for the reconstruction of 
their economies, and the servicing of these loans requires the eee 
of a multilateral trading system. 

There is also a tendency among the critics of multilateralism to over- 
estimate the stability of trade under bilateralism. Different rates of eco- 
nomic expansion among countries tend to throw trade under clearing 
and payments agreements out of gear, thereby necessitating sharp re- 
ductions in exports. Moreover, bilateral agreements are negotiated by 
governments whose decisions are influenced by a variety of political and 
economic motives. Under these conditions major shifts in trade relations 
can take place even more rapidly than under conditions of free trade 
conducted in accordance with purely commercial considerations. - Al- 
though multilateralism may be on the defensive because of its unsatis- 
factory performance in the past, the experience of nations operating 
under bilateralism during the 1930’s is not entirely salutary.® It is not 
proper to compare multilateralism at its worst with bilateralism under 
ideal conditions. Bilateralism or other forms of trade compartmentali- 
zation are only justifiable in the event that the system of international 
payments has broken down or its functioning has been seriously im- 
paired. The program represented by the Fund and the ITO Charter 








against the trade of the scarce-currency country, it is assumed that trade will be redirected 
away from the scarce-currency country. Members having an unfavorable balance with the 
scarce-currency country will no longer be able to convert the proceeds of their favorable bal- 
ances with third countries into the scarce currency. But those members who are dependent on 
imports from the scarce-currency country (or on imports from countries demanding payment 
in the scarce currency) may be unable in the short run at least to obtain adequate supplies of 
essential imports from other sources or may be able to obtain them only at greatly increased 
costs. 

7 Mr. Frederic Benham points out that international trade has the same effect as technical 
progress in raising standards of living. Hence placing barriers on trade in order to promote full 
employment is akin to discouraging technological improvements as a means of avoiding tech- 
nological unemployment. See “Full Employment and International Trade,” Economica (Aug., 
1946), pp. 159-68. 

3 Recent reports indicate that Britain is finding it increasingly difficult to achieve a balance 
in her trade with several countries with whom she has negotiated payments agreements and has 
therefore been forced to restrict exports to those countries. See Michael L. Hoffman, “Belgium, 
Britain Seek Even Trade,” New York Times, January 8, 1946, 
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far in the direction of making full employment ‘an international obliga- 
tion as it is possible to go. Article 4 of the Redrafted Charter, which is 
similar to the corresponding provision in the Suggested Charter, states ` 
as follows: “Members shall take action designed to achieve and maintain 
full and productive employment and high and stable levels of effective 
demand within their own jurisdictions through measures appropriate to 
their political and economic institutions and compatible with the other 
purposes of the Organization.” 

A new article was included in the Redrafied Charter which ilps to 
meet the contention of those nations who fear the consequences of a 
depression in a major trading country. Article 8 is as follows: “The Or- 
ganization shall have regard, in the exercise of its functions as defined 
in the other Articles of this Charter to the need of Members to take 
action within the provisions of the Charter to.safeguard their economies 
against deflationary pressure in the event of a serious or abrupt decline 
in the effective demand of other countries.” 

Article 8 makes no substantive addition to the functions of the Organi- 
zation with respect to trade restrictions. However, emphasis is given to 
the fact that balance-of-payments difficulties are frequently traceable 
to depressions abroad. A similar safeguard is to be found in the scarce 
currency provisions of the International Monetary Fund Agreement. Al- 
though there appear to be ample provisions in both the Fund Agreement 
and the Redrafted Charter enabling countries experiencing balance-of- 
payments deficits resulting from sudden reductions in external demand 
to safeguard their balance of payments, such safeguards are by no means 
capable of affording complete protection to countries following full-em- 
ployment policies.4 Economies operating at high levels of production and 
employment are geared to a particular level of imports and exports.’ 
Even though it is possible for a country which experiences a sharp de- 
cline in foreign demand to maintain employment by compensatory 
spending and to adjust its balance-of-payments deficit by means of 
import and exchange controls, it may nevertheless suffer a decline in 
real income. It takes time to develop new markets for exports and new 
sources of supply for imports. The major problem of the full-employ- 
ment country is not simply the adjustment of its balance of payments, 
but finding adequate substitutes for essential imports. Thus, in the 
event the dollar is declared to be a scarce currency by the Fund, the 
countries likely to suffer most will be those countries which are highly 
dependent upon the dollar area for essential imports.’ 


í See my “U. S. International Financial Policy,” Canadian Jour. Econ. and Pol. Sci. (Aug., 
1946), pp. 313-21. 


5 See M. Kalecki, “Multilateralism and Full Employment,” Canadian Jour: Econ. and Pol. 
Set. (Aug., 1946), pp. 322-27. 


® When the Fund declaresa currency to be scarce and permits other members to discriminate 
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those provisions on which agreement was reached and included in the 
report of Preparatory Committee.” The Redrafted Charter includes pro- 
visions dealing with tariffs, quantitative restrictions and exchange con- 
trols, subsidies, state trading, cartels, intergovernmental commodity 
agreements, employment policies, economic development, and. general 
commercial practices affecting international trade. It will be the purpose — 
of this article to discuss those provisions of the Redrafted Charter which 
are especially concerned with the balance of payments and the estab- 
lishment of the principles of multilateral trade. The principal provisions 
of this sort are those relating to full employment, quantitative trade 
controls, exchange restrictions, and state trading practices. 


The Employment Provisions 


A basic issue involved in the acceptance of a multilateral trading pro- 
gram by a majority of the nations of the world has been whether or not - 
the United States can be counted on to avoid a major industrial depres- 
sion of 1929-33 dimensions. Nearly all economists the world over will 
readily admit that an ideal multilateral world economy will provide 
greater benefits to all countries than one in which. trade is organized 
along bilateral lines or where the area of multilateral trade is confined 
within small groups or economic blocs. The chief argument for bilater- 
alism and the compartmentalization of trade is that they are better than 
trying to operate in accordance with multilateral rules in an unbalanced 
world, or under a multilateral system which is always threatening to 
“ break down. Hence it is argued that countries following full-employment 
policies cannot afford to accept the obligations of a multilateral system 
unless the major trading countries of the world give adequate guarantees - 
that they will maintain domestic full employment or agree that their 
` imports will not fall below a certain level. Accordingly, therefore, some 

. of the countries represented on the Preparatory Committee sought to- 
include a provision whereby creditor countries would agree to utilize 
any excess of current receipts arising out of current international trans-- 
actions, for foreign investment, stock piling, or other purposes. Such a 
provision would place the entire responsibility for the maintenance of 
international equilibrium on the creditor nations and was therefore un- _ 
acceptable. to the United States. Moreover, it is obviously impossible 
to make the maintenance of full employment a definite international | 
responsibility for a country such ás the United States whose Congress 
has not yet been willing to recognize full employment as an obligation 
of the government to its own people. 

` The provision adopted by the Preparatory Committee goes about as 


3 See Report of the First Sesston of the Preparatory Committee of ihe United Nations Conference 
on Trade and Employment, London, October, 1946. 
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of their functions under one organization. Provided there is a close co- 
operation between the two institutions, however, it will make little dif- 
ference in the long run since it is expected that they will have a common 
membership. 

The basic elements of the ITO Charter were first published by the 
Department of State in December, 1945 in a document entitled Pro- 
posals for Expansion of World Trade and Employment. These proposals 
were transmitted to other governments as a means of implementing the 
trade provisions of the Atlantic Charter and of Article VII of the Mu- 
tual Aid Agreements between the United States and her allies during the 
war. The development of an international trade organization was also 
anticipated by the recommendation of the Bretton Woods Conference 
that the nations represented seek to reach an agreement for the removal 
of “obstacles to international trade, to bring about the orderly market- 
ing of stable commodities and for dealing with other economic problems 
arising out of the war.”! The Proposals as published in December, 1945 
were agreed to in principle by the British government at the close of 
the negotiations on the Anglo-American Financial Agreement. Since 
many of the provisions of the Proposals regarding the use of quantitative 
trade restrictions were parallel to those agreed to by the United King- 
dom under the terms of the Anglo-American Financial Agreement, the 
the British government has given the proposals a large measure of sup- 
port. This is understandable in the light of the fact that it is to Britain’s 
interest to bring the practices of other countries under the same regu- 
lations to which the British have already obligated themselves. In 
September, 1946 the U.S. Department of State published an elaboration 
of the earlier proposals under the title of a Suggested Charter for an 
International Trade Organization of the United Nations. This Suggested 
Charter was submitted to the Preparatory Committee of the Interna- 
tional Trade and Employment Conference which met in London during 
October and November of 1946.? The Suggested Charter served as a basis 
for discussion and as a working draft for the Preparatory Committee 
and agreement was reached on about 85 per cent of the articles in the 
Suggested Charter. In December, 1946 the Department of State prepared 
a redraft of the proposals entitled Preliminary Copy of Redrafi for an 
International Trade Organization. This redraft (hereafter called the Re- 
drafted Charter), includes those provisions of the Suggested Charter on 
which no final action was taken at the London Conference, as well as 


1 Final Act, United Nations Monetary-and Financial Conference, Department of State, 1944. 

2 The meeting of the Preparatory Committee of the International Trade and Employment 
Conference was called by the Economic and Socia] Council of the United Nations. A second 
meeting of the Preparatory Committee was held in April, 1947. When the Preparatory Com- 
mittee has completed its work, it is expected that the Economic and Social Council will calla 
conference of the United Nations for submission of the completed draft of the ITO Charter. 


QUANTITATIVE AND EXCHANGE RESTRICTIONS 
UNDER THE ITO CHARTER © 


By Raymonp F. MIKESELIL* 


Few students taking a realistic view of the future foresee a return to 
the unregimented international economy of the nineteenth century or 
even to the brief and rather precarious era of relatively free international 
dealings of the 1920’s. The foreign economic program which the United 
States is actively sponsoring seeks to establish common rules of fair 
dealing which will achieve the maximum benefits from international 
trade in a world of widely differing economic and political systems. This 
program does not represent a return to the international exchange and 
trading practices of the past, however congenial such a program might 
be to the special interests and policies of the United States. Rather it 
seeks to reconcile.the principle of multilateral trade with the trend to- - 
ward nationalization of production and commerce in the world today. 
This program is embodied in the International Monetary Fund and in 
the proposed Charter for an International Trade Organization. 

Exchange controls have been used in the past both as a means of con- 
trolling the balance of payments and for the protection of particular 
industries. Import quotas have likewise been employed for both pur- 
poses. In fact, a comprehensive exchange control system is generally 
combined with a system of import licensing, and the two methods of 
controlling trade are often indistinguishable in practice. Even tariffs, 
export subsidies and other instruments of commercial policy may be 
employed for balance-of-payments purposes as well as for influencing” 
trade in a particular direction. It is significant, therefore, that the pro- 
posed Charter for an International Trade Organization provides for ~ 
close cooperation between the Monetary Fund and the ITO. Under the 
terms of the proposed ITO Charter all matters involving the balance of 
payments of members are to be the subject of consultation with the 
Fund even though the practice in question falls under the category of 
trade restrictions rather than exchange restrictions. Whether or not the 
special functions of the two international economic institutions should 
have been performed by a single institution is a matter which only ad- . 
ministrative experience can decide. There are undoubtedly advantages 
to be gained by having separate institutions as well as by a unification 


* The author is associate professor of economics in the James Wilson School of Economics, 
University of Virginia. 
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from its war loan account at the banks, to redeem securities maturing 
in the portfolios of the Federal Reserve banks. Reserve funds were 
temporarily taken out of the market and this limited, to some extent, 
the ability or the inclination of banks to expand their loans and invest- 
ments, at least in the fringe areas of credit. The program also directly 
disposed of $23 billion of Treasury deposits which, if spent for other 
purposes, would have increased by that amount the already large supply 
of money in the hands of the public. 

This phase of the debt retirement program will come to an end this 
month. With the redemption of $3,261 million of Treasury notes ma- 
turing on December 15, Treasury balances in war loan account growing 
out of the tremendous sale of government securities in the Victory Loan 
Drive a year ago will have been largely eliminated. Hereafter, reduction 
in the total federal debt will depend primarily upon an excess ef current - 
income over cash disbursemients. While the effect of debt retirement 
thus far has been mildly anti-inflationary, further redemptions of bank- 
held securities, if financed by an excess of tax receipts over government 
disbursements, will be actively deflationary. Money will be taken from 
individuals and corporations and used to extinguish bank credit, thus 
reversing the wartime process of credit creation. 

A simila r effect can be obtained by net sales of government securities 
to non-bank investors, the proceeds being used to pay off bank-held 
debt. Such shifts of securities from bank to non-bank investors would 
also extinguish bank credit, and in addition would provide an outlet 
for accumulations of funds which otherwise would have to seek em- 
ployment elsewhere, quite possibly with inflationary effects. So long as 
inflation, or the threat of inflation, is our adversary, this aspect of 
increased sales of savings bonds to individuals, and possible sales of 
long-term restricted bonds to institutional investors, should not be 
overlooked. If we should enter a deflationary period, of course, a rever- 
sal of these public debt operations would probably be appropriate and 
quite readily attainable. Debt management as well as Federal Reserve 
policy must be responsive to changing economic conditions. 

Right now, faced with a possible resurgence of labor troubles, we can 
do no more than stand fast. Nevertheless, problems of money manage- 
ment and debt management should have our ¢onsideration as we enter 
a new phase in our financial affairs. I have outlined a modest approach 
to the restoration of credit control. There is opposition to, disbelief in, 
and timidity with respect to this modest approach, but it seems to me a 
it may be the best approach available to us in the circumstances in“ 
which we find ourselves. For the longer term we may need new methods 
or new powers. I am only concerned that we do not get into the habit of 


seeking “just one more power” until we have powers beyond our wisdom 
and our skills. 
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accumulation or consumer spending. And banks as investors may be ` - 
deterred from reaching out for the longer-term bank eligible bonds if the. 
- safety of premiums is no longer guaranteed. ` 
Nor should there be any reason for Treasury concern, if short-term 
'- rates are unfrozen. The Treasury would still be able to sell its short- _ 
term securities for refunding purposes just as it does now. Banks and . 
other investors: would hardly prefer to hold idle funds, from month to 
month, in anticipation of a minor change in rates which might not be 
forthcoming. The market for intermediate securities would be subject to 
greater uncertainty and therefore less attractive, especially to banks, 
but the Treasury’s long-term market need not be affected. Historically, 
there is no fixed relationship between long and short rates, and cer- 
tainly so long as the Federal Reserve System gives its support, the long- 
` term rate can be kept where it is. Downward pressure on the long rate 
would be relieved, but upward pressure, if it developed, could be suc- 
cessfully resisted. Finally, the cost of servicing the debt need not be 
increased by a rise in the shortest term rates. It has been estimated that 
the annual interest charge on the $65 billion of marketable government 
-securities maturing or callable before the end of 1950, excluding bills, 
is about $1 billion, or 114 per cent. If all of these securities- were re- 
funded with an average rate less than 13⁄4 per cent, there would be a 
reduction in the annual service cost. Inasmuch as ‘the major part of 
these short securities is held by the banks, or will be when they mature, 
this is not an impossible program! Refundings of government securities ` 
within the banking system could well be made with shorter maturities 
and at lower rates than during the war—we do not need to finance 


- through the banks with 2 per cent bonds. 


Such a program, of course, would seem to be thereverse of funding some 
- of the debt but, in present circumstances, the only funding of debt 
- which has real meaning is the sale of securities to non-bank investors, 
and retirement of bank-held debt with the proceeds. That could still 
be accomplished, so long as it is economically desirable, by stepping up 
sales of savings bonds faster and further, and by sales of long-term 
2% per cent bonds—with rollover removed—to institutional investors. 
This is the kind of debt management which really increases the cost of 
servicing the debt, but what you get is worth what you pay for it. 
~ Such a modest approach to money management would have to lean 
on and to support a complementary program of debt management, just 
as it has in the recent past. Since early this year the Treasury policy of 
using surplus balances to retire outstanding debt, held largely by the 
Federal Reserve banks and the commercial banks, has subjected the 
reserve position of member banks to moderate pressure at frequent 
intervals. This has been the result of Treasury withdrawals of funds . 
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another, to hold a “means-of-payment”’ to meet accruing and accrued lia- 
bilities in this form rather than in the form of hand-to-hand currency. 

But while the creation and expenditure of demand deposits does not 
necessarily reflect individual savings, their expenditure may, to a greater or 
less degree (depending on the volume of idle factors of production at the 
time and the use to which the deposits are put) result in a “forced” saving 
being imposed upon the community. It is true, therefore, as Professor Poin- 
dexter maintains (p. 313) that there are costs of bank credit creation, but 
the fundamental difference of which he fails to take cognizance is that the 
costs of bank credit creation are social costs borne by the community and 
in these respects involve no conscious or determinate cost to particular 
individuals or to the banks which created the credit. It is for precisely this 
reason that Professor Whittlesey! and others question whether the extraor- 
dinary earnings of commercial banks® are now justified in view of the fact 
that they stem from the vast and unprecedented war-deficit financing par- 
ticipated in by the banks.’ 

It may happen that in the process of transferring ownership of demand 
deposits certain owners will find from time to time that they are able to 
“save” a part of these deposits, but it is erroneous to conclude, as does 
Professor Poindexter, that these deposits, or even that element which can 
be regarded as savings, must be “lent” to the commercial banks if the banks 
in turn are to be able to lend to the government and other borrowers. 

The conversion of the “saved portion” of demand deposits into any of the 
various forms which savings may take (other than currency or bank-held 
assets) has no direct effect on the total deposits of commercial banks. The 
total deposits of the system neither grow per se because the public volun- 
tarily saves, nor shrink because they dissave.’ This is not to say, however, 
that the total deposits of particular banks may not vary due to changes in 
the savings and expenditure practices of their customers. Nor is the above 
statement intended to imply that the nature or type of the transaction in- 
volved has no effect on the future volume of deposits, or that the attitudes 


í See C. R. Whittlesey, “Problems of Our Domestic Money and Banking System,” Am. 
Econ. Res., Vol. XXIV, No. 1, Supplement (Mar., 1944), p. 252. 

5 The net profits of member banks in 1945 were 11.0 per cent of invested capital compared 
with a national average for all corporations (including banks) of 7.6 per cent. See Roland I. 
Robinson and Caroline Cagle, “Member Bank Profits in 1945,” Federal Reserve Bulletin, April, 
1946, p. 381. Preliminary figuresindicate that bank profits during 1946 will be at an even higher 
rate. Figures published in the November, 1946 issue of the Bulletin, p. 1239, reveal that during 
the first six months of 1946 member bank net profits (after all taxes) were 13.2 per cent of in- 
vested capital despite an increase in total capital accounts. 

€ Of the total of $90,613,000,000 of United States government obligations held by the com- 
mercial banks as of the end of 1945, all but $15,071,000,000 were acquired during the period 
1939-45 (Federal Reserve Bulletin, June, 1946, p. 632). : 

1 This assumes that depositors do not act en masse, that there is no alteration of conditions 
which would prompt a mags withdrawal of deposits, that there is no element of panic in such 
. deposit withdrawals, and that there will be, therefore, a compensating effect in the operations 
of large numbers of depositors. 
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of depositors with respect to the use of deposits is immaterial.’ But it does 
imply (with the above qualifications) that the decisions of existing de- 
~ positors, whether to “lend” through the commercial banks or not to “lend” 
through them, ‘has no direct effect on the lending (4.¢., credit-creating) 
_ ability of the commercial banks. 

~ LELAND J. PrrrcnarD* 


-8 If, for example, the transfer of ownership of demand deposits is merely for the purpose of 
transferring title to existing properties and securities, the implications are those associated 
with business stagnation, but if new properties or new issues of securities are being acquired, 
this is evidence of increased business activity and will foster greater opportunities for the com- 
mercial banks to make safe and profitable loans and investments—and create more demand 
deposits. Similarly a decreased preference for cash-balances will lead to an increased velocity of 
deposits and will (typically) be associated with an expansion of deposits. 


* The author is associate professor of finance in the School of Business of the University of 
Kansas, 


is Price Dispersion and Aggregative Analysis 


The dispersion of commodity prices in any general upward or downward 
movement has been recorded and analyzed by many investigators. As yet, 
however, no study of the recent price trends of individual goods included in 
the Bureau of Labor Statistics wholesale index has appeared. Because of 
current wage adjustment and inflation problems, analysis of the 1939-46 
period is of importance. The present paper briefly presents the results of an 
investigation into the prices of manufactured products during those years. 

The manufactured or “finished” goods index contained, for 1939, a total 
of 611 separate commodity quotations. We have compared the individual 
prices of these items in 1939 (monthly average for the year) with the prices 
of the identical items in August, 1946.2 That month, the latest for which 
data are available at the time of present writing,* was the first full month 
following the general removal of government price controls. 

Of the 611 commodities listed in 1939, a total of 367 are represented 
“item-for-item” in 1946; comparable quotations on the other 244 products 
are not to be had for exactly the same items in the same markets. Those 
244 commodities were, therefore, eliminated in the present study; substitute 
items, which the B.L.S. legitimately includes in its broader, weighted aver- 
age, were not considered comparable for our more specific purposes. 

Thus circumscribed, what does analysis of the 367 items show? The range 
of price changes is from a decline of 10 per cent to an increase of 443 per 

` cent. Three hundred and thirty-eight goods increased in price, 11 declined, 
and 18 showed no change. Sixty-two prices, or about one-sixth of the total 


1 Tn this country, notably by Wesley C. Mitchell and Frederick C, Mills, as well as by mem- 
bers of governmental departments such as Labor and Commerce. - 
2? The basic data were obtained from two B.L.S. sources: Wholesale Prices, December and Year 
1939 (Serial No. R.1069) and the mimeographed bulletin designated “LS 47-966; Price—542,” 
for August, 1946, 
2 December 14, 1946. 
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TABLE I 
Per Cent of No. of 
Price Change Items 
Decline: 
œ 10 11 
No change 18 
Increase: 

0- 24.99 122 
25- 49,99 93 
50- 74.99 42 
75- 99.99 19 

100-124.99 20 
125-149.99 7 
150-174.99 17 
175-199.99 9 
200-224. 99 4 
225-249.99 1 
Over 250 4 





TABLE II.—PERCENTAGE PRICE INCREASE IN 367 SPECIFIC COMMODITIES 
Avoust, 1946 COMPARED WITH 1939 





Commodity Per cent Commodity ) l Per cent 


Shellac 442.6 Fresh lamb, Chicago 155.7 
Dried apples 374.0 Cotton toweling, New York 155.3 
Lard 353.3 Oatmeal, New York : 153.5 
Cured pork bellies 333.9 Hams, Chicago 151.5 
Rye flour 245.2 Lath, Douglas fir, No. 1 R 140.1 
Edible tallow 217.2 Cotton flannel, bleached 139.1 
Cotton drills, gray 210.8 Cotton goods (percale) ; 135.9 
Fresh pork 210.8 Beef: fresh, carcass, steors, Chicago 134.9 
Cheese, whole milk 207.0 Cotton blankets 126.2 
Cotton sheeting, brown (4 yds. per Ib.) - 196.7 Peanut butter “125.3 
Cotton sheeting, brown (3.5 yds. per lb.) 195.6 Door knobs, New York 125,2” 
Corn meal, yellow 195.5 Flow, wheat, straight, Kansas City 123.2 
Cotton denims - 192.8 Lumber (Douglas fir, mill: No. 1 common) 123.1 
Cotton muslin (Osnaburg, 7 oz.) 190.5 Fish, pickled cod 119.9 
Cotton print cloth 180.1 Veal, fresh 116.1 
Cattle feed (bran) 179.4 Beef: fresh steer carcass, New York 114.2 
Cotton wrapping twine 176.6 Oleomargarine, white, animal fat 113.0 
Creamery butter (Chicago, 92 score) 175.9 Milk: powdered, skimmed 112.8 
Cider vinegar 174.9 Trousers: men’s work, khaki 111.6 
Creamery butter (New York, extra) 171.7 Boxboard, liner, 85 pound test, central territory 111.5 
Cotton muslin (bleached, series 3, 4 yds. perlb.) 171.6 Glucose, 42 degree, unmixed 110.8 
Wheat flour 171.5 Beans, stringless, No. 2 110.1 
Cattle feed (middlings) 170.2 Cotton gingham, 32 inch 110.0 
Cured bacon 170.2 Boxboard, ner, 85 pound test, eastern territory 107.6 
- Ground bones (fertilizer) ` 169.6 Men’s shirts, work : 107.3 
Cotton goods (flannel, unbleached, $ oz.) 168.4 Cotton goods, sheeting: bleached, Series 2 106.5 
Menthol 168.2 Lumber, green 104.7 
Cotton duck, Army - 166.8 Cotton goods, shirting: Percale 103.5 
Cotton duck, numbered 165.7 Blankets: Part wool 102.6 
Muslin, bleached, Series 2 165.5 Flour, wheat, patents, Portland, Oregon 101.7 


Creamery butter (San Francisco, extra) .161.6 Hosiery: cotton, men’s 101.6 
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‘ TABLE [1—Continued 
Commodity Per cent Commodity Per cent 
Coke, beehive 95.6 Boilers: Heating 50.6 
Poultry, New York 94.7 Butts, steel 50.1 
Rice (Blue Rose) 93.5 Fuel oil, Pennsytvania f ' 49.8 
Cast-iron plpe 93.4 Book paper, mill 49.8 
Lumber 90.1 Cylinder ofl, Oklahoma 49.8 
China wood of] 86.6 Bolts, track 49.5 
Cattle feed (linseed meal): 85.6 Soap, washing powder 48.9 
Poultry, Chicago 85.0 Bread, Cincinnati . 48.4 
Evaporated milk 84.8 Lead pipe 47.6 
Lumber, spruce 83.9  Sulting, uniform serge, fine grade 47.3 
Corrugating paper (eastern territory) 82.9 Beds: Wood 47.3 
‘Boxboard, corrugating paper .009, central ter- Children’s shoes: youth’s ‘ 47.4 
ritory f 82.8 Arsenic, white 46.7 
Wheat (standard patents, Buffalo) 82.5 Dining room buffets 46,7 
Oil: linseed 82.0 Superphosphate fertilizer 46.4 
Fish: herring 80.2 Glycerine 46.0 
Locks, mortise 79.9 Kerosene, water white 45.5 
Rice (Edith) 78.2 Coke, byproduct—Chicago ` 45.1 
Oleic acid 75.5  Sulting—trousering, cotton warp 45.1 
Crackers: Soda 715.3 Bread, New. Orleans |, - 44.9 
Oil: Neutral, Pennsylvania 74.4 Soap, laundry bars, yellow 44.7 
~ Twine: binder 74.0  Ironerms, electric, automatic 43.6 
Cotton thread 72.6  Mon’s suits, 3-plece 43.5 
Shipping case, pine 71.3 Fuel of]: North Texas 43.5 
Burlap ` ‘11.1 Molasses, New Orleans, fancy 43.3 
Windows (2 light, pine) 70.1 Boxboard, chip—single manila lined $90, east- 
Lumber: Ponderosa pine 68.3 ern territory 42.5 
Doors, Ponderosa pine 67.7 Men’s shoes—calf oxford 42.4 
Window shades 67.6 Desks, flat-top 42.3 
Wheat: standard patents, Minneapolis 66.9  Oil—neutral, South Texas 42.2 
Ollcloth: shelf 65.0 Blankets, wool 42.2 
Ollcloth: table 62.6 Brick, silica, standard 42.0 
Men’s shoes: Calf oxford 62.6 Men’s shirts, dress “AL 
Suiting, uniform serge, medium grade 61.8 Cigars 40.9 
Boxboard, chip No, 90, central territory 61.7 Bolts: stove 40.8 
Cylinder oil, Pennsylvania 61.4 Zine oxide, leaded grades 40.3 
Soap, textile (Industrial) 60.6 Women’s shoes, black oxfords and straps 39.9 
Woodscrews 60.1 Gasoline, Oklahoma 39.3 
Coke, byproduct: Alabama 60.0 Coke 39.2 
Clothing, men’s suits 59.7  Boxboard, chip, single manila lined, eastern ter- 
Castor oil, medicinal 57.8 utory y 39.1 
Bread (Chicago) 57.0 Wagon, 2-horse 38.9 
Boxboard, chip No. 90, eastern territory 56.4 Vises, solid box, 50 lbs. - 38.8 
Bedroom dressers and vanities 56.1 Soda water (beverage) i 38.5 
Oikloth, wall 56.0 Children’s shoes: Misses’, tan, oxford 38.4 
Steam radiators 56.0 Tile: drain 38.4 
Men’s ahoo, calf oxford 54.2 Soup: chips or fakes 38.1 
Mattresses 54.0, ~Paint: Whiting, commercial 37.5 
Bread (New York) 53.8 Windmills (Agricultural) 37.0 
Jute, raw $3.4 Brick: fire clay Í 36.8 
Quebracho extract 53.3 Dining room tables 36.7 
Soap, chips or fakes (industrial) 52.7 Bread, San Francisco 36.5 
Brick, front, light-colored 52.7 Typewriter desks 36.2 
Dress goods, flannel 52.5  Gasoline—Natural, Oklahoma 35.8 
Nails, wire 52.3 Thread, linen, shoe 35.8 
Milk: condensed 52.0 Rivets; large, }-inch up 35.7 
Paint color, powdered bone black 51.8 Matches, factory, regular 35.7 
Women’s shoes: Kid, strap 51.4 Harness (leather) - 35.4 
_ Brick, common building 51.3 Kerosene, water white, series one 35.2 
` Soap: powdered or granulated (Industrial) 50.7 Salt, granulated, Chicago 34.7 
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TABLE Il—Continued 

Commodity Per cent Commodity Per cent 
Brass sheets (yellow) 34.6 Caffeine, contract 21.2 
Stearic acid, triple pressed 34.6 Blankets: Comforters, wool-filled,sateen-covered 21.1 
Wire, yellow brass, No. 4, round 34.4 Grain binders : 21.0 
Stoves, cocking, coal 34.2 Augers, steel 20.9 
Laundry tubs, 2-part, cement . 34.2 Hammers, carpenters’ 20.1 
Coke, by-product, New Jersey 34.2 Lime, common building 20.0 
Lavatories 34.1 Plug tobacco 20.0 
Dining room chairs 34.0 Wire fence: barbed, galvanized 19.9 
Office chairs, sido 33.8 Sweet crackers 19.6 
Lumber, Douglas fir, B and better, drop siding 33.8 Corn binders 19.3 
Bedroom: beds, metal 33.2 Spades 19.3 
Pretzels 33.2 Tank plates, steel 19.1 
Copper sheets, hot rolled 33.0 Boilers: range, 30 gallons 19.0 
Mutton, fresh, dressed 32.2 Agricultural implements: potato digger 19.0 

Laundry starch 31.9 Agricultural implements: Feed grinder, power, 
Roofing, slate-surfaced 30.8 burr type 18.9 
Cooking stoves, oil 30.7 Tie plates, steel 18.6 
Granulated sugar 30.5 Grain threshers, largo 18.3 
Sewer pipe 30.4 Grain threshers, small 18.3 
Tubes, yellow brass, base size 30.1 Harvester-threshers 18.2 
Paint: roof and barn, red 29.9 Rivets, small 18.1 
Salt cake, ground 29.8 Planes, jack 18.1 
Children’s shoes: child's, gun metal, oxford 29.6  Agriculturalimplements: drill, grain, horse-drawn 18.1 
Cereal products, corn 29.5 Dried fruits: seedless raising 18.1 
Bedroom: springs, bed, coil 29.3 Manure spreaders 17.7 
Baked beans, 18-ounce, canned 28.4 Batteries: dry, radio 17.5 
Wire fence, annealed, plain 28.4 Harrow: disk, horse-drawn 17.4 
Tissue paper, white _ 28.4 Pipe: galvanized-steel 17.4 
Solder 28.3 Hoes 17.3 
Brick, sand-lime 27.8 Soap: powdered or granulated 17.0 
Copper sulphate 27.1 Hayloaders 16.9 
Chisels 27.0 Water closets 16.9 
Gravel, building 26.7 Corn planters, 2-row 16.5 
Window glass, Single A 25.5 Agriculturalimplements:; cultivator, 1-row riding 16.5 
Office chairs: swivel 25.4 Grape juice 16.4 
Cocoa, powdered 25.3 Agriculturalimplements: plow, walking, 2-horse 16.3 

Soap, laundry bars, white 25.2 Agricultural implements: engines, more than 10 
Power sprayers (Agricultural) 24.8 hp. . 16.2 
Harrows: spike-tooth 24.5 Cement: Portland 15.9 
Plow bolts 24.4 Soap: Tollet, bars or cakes 15.9 
Concrete reinforcing bars 24.3 Agricultural implements: rake, side delivery 15.8 
Tableware: dinner sets, 100 pieces, semivitreous 23.6 Lime, building: hydrated 15,8 
Tractor: crawler 23.3 Agricultural implements: plow, tractor, mold- ; 
Hatchets 23.3 board, 4-bottom 15.7 
Wire fence: galvanized, No. 9 -23.2 Steel sheets: galvanized, No. 24 15.7 
Women’s shoes, colored, elk blucher 23.2 Agriceltural implements: 2 plow tractor 15,2 
Tableware: Teacups and saucers, white, granite 22.9 Cereal breakfast foods: wheat 13.0 
Agricultural implements: mower, borse-drawn 22.8 Agricultural implements: rake, sulky (dump) 14.9 
Cutlery: carvers, 9-inch 22.8 Creosote, ofl, crude 14.8 
Roofing: Prepared, medium 22.8 Bathtubs, 5 foot 14.7 
Cream separators 22.7 Living room tables 14.4 
Tableware: Plates, white, granite 22.5 Concrete blocks 13.9 
Corn picker-huskers , 22.3 Potassium iodide 13.9 
Pipe covering, asbestos 22.2 Ensflage cutters (silo filler) 13.7 
Plaster board 22.1 Cigarettes 13,4 
Spikes (track equipment) 21.7 Plow, tractor, moldboard, 2-bottom 12.9 
Hand rakes 21.6 Plow, tractor, disk, 4-bottom 12.8 
Steel barrels 21.6 Hay forks 12.6 
Steel rails 21.5 Ammonium sulphate 12.4 
Harrows: Spring-tooth 21.2 Tractor, 3-4 plow 12.3 
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TABLE T—Continued - 

Commodity Per cent - Commodity Per cent 
Tobacco, snuff 12.1 Anilin oll 4.3 
Salt, American, medium 11.9 Ternplate 4.1 
Steel sheets, annealed, box, No. 27 11.9 Toluene, pure 3.1 
Structural steel 11.9 Roofing: prepared, indtvidual shingles 2.6 
Wrapping paper, menila, mill 11.9 Leather products: men’s gloves 2.5 
Soap: washing powder 11.6 Smoked salmon 0.4 
Calcium compounds, arsenate 10.8 Women’s leather gloves 0 
Soap: cleansers 10.7 Coal-tar color (indigo) 0 
Planters, corn, t-row, 1-horse 10.2 Muriatic acld 0 
Roofing: strip shingles 10.0 Plate glass 0 
Stee] boiler tubes 9.9 Tinplate 0 
Ammonia, aqua, 26 degree - 9.3 Gingerale, delivered 0. 
Linoleum, inlaid, lightweight (floor) 9.2 Epsom salts, U.S.P. 0 
Shirt collars, soft 9.0 Chloroform,’U.S.P. 0 
Pipe: black-steel, } inch 9.0 Aluminum sulphate 0 
Floor covering: linoleum, plain 8.8  Coaltar color (jet) 0 
Floor covering: felt base, rugs 8.4  Coabtar color (black) Oo. 
Axes 8.3 Nitric acid 0 
Plow, sulky, 1-bottom 8.2 Sulphuric acid 0 
Floor covering: felt base, printed 8.0 Coal-tar color (brown sulphur) 0 
Paint: inside flat, house, al] colora 7.8 Soda, ash 0 

` Building materials: board, insulation 7.5  Sodtum bicarbonate 0. 
Wire fence, woven . 7.5 Caustic soda y 0 
Sinks, 8-inch back, apron, drainboard 7.2 Silicate ~ 2 
Sodium compounds, sulphide crystals 6.7 Copperas ~ 8 
Floor varnish 6.6 Sanitary cans £3 per 1,000 factory ~3.2 
Tile: floor, standard . 6.5 Iodine —3.6 
Paint: outside, white, flat, house ‘6.3 Corn starch, per pound, New York -3.8 
Cigar bores, cedar veneer 5.7 Gas, natural and manufactured ~4.0 
Tile: wall, glazed, white 5.6 Benzene 6.2 
Auto body steel sheets 5.6 Borax crystals 6.3 
Angle bars, railroad 5.5 Stiff collars ~7T4 
Paint: porch and deck, all colors 5.4 Anhydrous ammonia —9.4 
Matches: safety 5.3 Calcium carbide : —9.7 
Milking machines 5.2 -Plate glass, per sq. it., 3-5 ft. 0 
Paint: enamel 4.8 Plate glass, per sq, ft, 5-10 ft. 0 





number, advanced by more than 101.5 per cent; 62 other prices, by less 
than 10.1 per cent. 
The median item shows an increase of 34 per cent. The upper quartile is ` 


` 63 per cent, the lower quartile 16 per cent. The inter-quartile range thus 


equals nearly one and one-half times the median. The simple arithmetic 
mean is 53 per cent. Table I gives the distribution.‘ Table IT presents the 
detailed list. 

What significance may such variations be said to have for matters of 
economic policy as well as theory? I think their pertinence is fairly obvious. 
Such dispersion clearly emphasizes the serious fallacy of simple generaliza- 
tions implying any uniform ability of employers to make substantial up- 
ward wage adjustments; it also indicates the presumptive inaccuracy of 
many employers’ current contentions concerning their continuous need for 
individual price increases to permit wage increases or to maintain profit 


t The median and quartile values given in the text were calculated from the original array, 
not by interpolation of the class intervals of the distribution. 
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margins. Regardless of individual allegations by ex parte groups in the pres- 
ent contest over price-wage policies, the fact that 20 per cent of the 367 
items show price rises of more than 100 per cent since 1939 suggests that 
the degree of inflation in certain industries is far more marked than any 
general’ indexes can reveal, and that in others it is far less. The B.L.S. 
weighted index for all manufactured goods, for example, shows a rise of 54.1 
per cent for the period in question, while the unweighted average of the 
increases in our 367 comparable items is 53.4-per cent. But, of these 367 
strictly comparable commodities, 109 products rose by more than 54.1 per 
cent in price, and 55 of them rose by more than double that amount. 

These findings thus emphasize what thoughtful students have long 
known: that to the extent that cyclical strains result from maladjustments 
within the economy, careful attention needs to be paid to dispersions in 
prices, and in wage and profit rates. For in matters such as these, aggrega- 
tive considerations may be extremely misleading. Economic theory requires, 
nay necessarily is, generalization; but fruitful abstraction, to be valid and 
not merely logical, must meet certain tests of specificity. This is perhaps as 
often ignored by economists as by labor and business protagonists. The ' 
data in Table I should serve as a reminder that any overall economic index 
is made up of parts which may be, in fact usually are, widely divergent. 

RALPH C. Epstern* 


E I made this point twelve years ago by saying that “entrepreneurs do not invest capital in 
manufacturing as a whole, nor are laborers employed by, or unemployed in industry in general.’ 
General averages at best give only a notion of ‘general drift’.”’ (Nat. Bur. of Econ. Research, 
Industrial Profits in the United States, p. 589). To be sure, the point was not original with me; 
others had made it and were making it simultaneously. But since that time there has devel- 
oped, on the part of many economic writers,an extreme over-emphasis on aggregative analysis. 
The writer does not question the utility of such analysis, provided it proceeds with recognition 
of the frequently deceptive nature of aggregative phenomena. This is equally true whether the _ 
aggregate generalizations relate to average data or to marginal tendencies. 


* The author is professor‘of economics at the University of Buffalo. . 


The Burden of Import Duties: A Comment 


In a recent article, Earl R. Rolph has shown that under certain circum- 
stances it is possible for import duties to do more damage to exporters than 
to importers.’ This is an important point, but the presentation is somewhat 
confusing. The following comments are intended to clarify the problems 
rather than to challenge this major conclusion. 

The analysis assumes constant total money income and full employment 
in each country, an increase in all import duties at the same time, and ` 
flexible exchange rates which adjust automatically so as to preserve an 
exact balance of payments without flows of gold or credit. This leads to the 
conclusion that the first effect of the new tariffs is to reduce the number of 
dollars available abroad with which foreigners could pay for our exports. It 
is our exporters who, through a shift in exchange rates, lose income. The 


1 Earl R. Rolph, “The Burden of Import Duties,” Am. Econ. Res., Vol. XXXVI, No. 5 
Dec.,, 1946), pp. 788-812. 
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rest of the analysis has to de with the effects of the exporters’ attempts to 
shift the incidence of this loss by restricting exports and by competing with 
other resources in the home markets. The assumptiojis are acceptable as a 
first approximation. Over a long period of time tariffs may actually be 
equivalent to an appreciation of the currency. Eliminating the assumptions 
of perfect competition and of full employment would necessitate allowing 
. for other effects, such as foreign trade multipliers, but a long-run analysis 
abstracting from these effects may be permissible in the process of making, a 


“ preliminary theoretical analysis. 


The difficulties arise from the peculiar definition of “burden.” “Burden” 
is defined not as the net real loss to a country as a whole, nor is it defined as 
the loss to a group within a country through a redistribution of income at 
home, nor this loss plus the net overall loss. As Rolph uses the term, 

“burden” means a sort of monetary “incidence” of the tax, limited to the 
yield of the tax. If there is no yield, there is no burden.’ On this definition, 
a prohibitive import duty would put no burden on the former importers; 
and the burden of a sales tax, if the elasticity of demand happened to be 
unity, would be entirely on the seller. Most analyses of the effects of tariffs 
have not been made by the use of this sort of definition of burden. Indeed, 
it is a definition which is quite confusing, if not meaningless. 

The impression that Rolph’s conclusions are at variance with those of 
Mill and the neo-classical economists is misleading. They are talking about 


` different things. The neo-classical economists were concerned with the net 


real exploitative effects of tariffs for the country as a whole, and with the 
redistribution of income at home. Rolph is talking about the “burden” 
which turns out to be a kind of monetary redistribution at home caused by 
the tariffs as a tax without regard to how the government spends the money 
or to the real effects on welfare. Rolph’s objection to assuming that tariffs 
are collected in kind is also a result of this confusion. If, as with the neo- 
classical economists, the analysis is attempting to estimate the net effect 
on the total real income of the country as a whole, then it doesn’t matter 
how the duties are levied, nor how the government spends the money, ex- 
cept as the latter may affect production. Any impression Rolph gives that 
the neo-classical economists were wrong is of course erroneous. They cer- 
tainly did prove that a country can take advantage of its monopoly influence 
over its import and export prices to exploit another country. x 

The objection to including consideration of how the government spends 
the tariff revenue (of which other taxpayers are relieved) results from the 
fact that “burden” in Rolph’s incidence sense does not mean the loss to 
certain groups through‘redistribution of income at home. Although Rolph’s 
main conclusion has to do with this redistribution, his analysis takes ac- 
count of only part of it, and only in a monetary sense. All in all, the new 
definition of burden is not a very useful one, and Rolph’s important con- 
clusions could have been arrived at without it. 

‘There is one inaccurate statement in a comment on Kaldor: “ . . . his 


3 Ibid., p. 805, n. 34. a 
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argument is not general. It may pay a country to subsidize exports and 
worsen its real terms of trade. On Mr. Kaldor’s diagram (ibid., p. 379), if 
France’s reciprocal demand lies under OF’ before any tax, it would pay 
France to subsidize exports.” Presumably Rolph means r, not OF’, yet it is 
easily shown by simple geometry that, apart from transport costs and tariffs, 
it is impossible for France’s reciprocal demand curve to be under this point. 
At most there might be situations where it would pay to reduce tariffs. 

The peculiar definition of “burden,” and the erroneous impression given 
that the neo-classical economists were wrong should not, however, be al- 
lowed to conceal the fact that there is a real contribution in the article: a 
pointing-up of the fact that after exchange rates have adjusted to the tariffs, 
the redistribution of income at home may injure exporters much more than 
importers. This effect is, of course, in addition to the net real exploitation of 
the foreigners, and it is not unknown to other writers. It might even be pos- 
sible to show that the more effective the exploitative effects of tariffs, the 
more the domestic redistribution of income injures exporters rather than 
importers. 


James N. Morcan* 


3 Ibid., p. 803, n. 30. ; 

* The author, now at Harvard University under a Research Training Fellowship from the 
Social Science Research Council, will join the staff of the department of economics of Brown 
University in the fall. 


MEMORIAL ` 


Edwin Francis Gay 


Edwin Francis Gay, the first American economic historian to win inter- 
national recognition, was born at Detroit on October 27, 1867, and died at _ 
Pasadena on February 8, 1946. After studying in preparatory schools in the 
United States and Switzerland, Gay attended the University of Michigan, 
from which he took his A.B. degrée in 1890. Seeking the comprehensive 
training that he was to advocate for his students, often to their distress, 

. Gay went to Germany in 1890 to begin twelve years of intensive study and 
research. He attended the Universities of Leipzig, Géttingen, Zurich, and 
Berlin; read widely in the British Museum; and delved into the great manu- 
script collections of the Public Record Office. During vacations he roamed 
over Great Britain and the Continent to see the landmarks of civilization 
and to acquire first-hand knowledge of agriculture, industry, and trade. A 
broad program of courses and seminars in theoretical and applied economics : 
and in political, social, ecclesiastical, and economic history led to the Ph.D. 
degree from the University of Berlin i in 1902. Gay also studied Italian and 
Latin, and he acquired in Europe the fluency in French and German that 
he never lost. One wonders whether since the days of Aristotle there has 

' been such thorough preparation for a scholarly career. 

Gay reached Leipzig in time to attend the last lectures given by Wilhelm: 
Roscher, the founder of the Old Historical School. Gustav Schmoller, the 
founder of the New Historical School, was his major professor at the Uni- 
versity of Berlin and the director of his dissertation. Articles based upon z 
dissertation, entitled “Zur.Geschichte der Einhegungen in England,” 
vised accepted opinions concerning the nature, extent, timing, and ie 
nificance of the English enclosures. 

Tn 1892 Gay married Louise Fitz Randolph, an ideal companion in his 
travel, study, and widely varied career. She was, I believe, the first woman _ 
to attend lectures at the University of Berlin. The shock from losing her 
probably hastened Gay’s death a few weeks later. 

Beginning with the rank of instructor, in 1902 Gay succeeded Ashley ’i in 
the chair of economic history at Harvard, the first ever established in this 

‘country. He was promoted to assistant professor at the end of one year and 
to professor after three years. In 1908 President Eliot chose Gay as the | 
first dean of the Harvard Business School. Only his strong conviction that _ 

-- business is a profession for which one needs graduate training similar to that 

given in law and medicine induced Gay to turn from scholarship, teaching, 

` and the guidance of research to university administration. Demonstrating 
the great organizational capacity that marked his entire career, Gay put the 

Business’ School on its feet, financially and scholastically, and indelibly 

colored its subsequent policies. He not only secured the advice of outstand- 

ing business men on educational problems but enlisted their cooperation in 
placing the graduates in positions that.permitted full utilization of their 
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training. He resigned his deanship in 1919 to become president of the New 
York Evening Post; became editor as well in January, 1920; and held both 
positions until January, 1924. He widened the appeal and increased the cir- 
culation of the Post, which had been limited largely to financial circles in 
the metropolitan district. 

In the meantime, during the first world war, President Wilson had called 
Gay to Washington to work upon problems of civilian consumption and to 
devise means for increasing the supply of ships available for military use. 
At one time or another he served as director of the Division of Planning 
and Statistics of the United States Shipping Board and as head of the Im- 
ports Bureau of the War Trade Board. Through scientific reduction of un- 
essential imports, Gay' made nearly a million additional tons of shipping - 
available for war purposes at one of the most crucial stages of the German 
submarine campaign. Without this cargo space, the achievements of the 
- United States in the first World War would have been impossible. Since it 

was an important factor in our landing a million soldiers in France six 
months ahead of schedule, Gay was widely acclaimed, along with General 
Hugh Johnson, as one of “the two miracle men of the Army.” In 1929 Gay 
‘served the government again in a survey conducted by the National Bureau 
of Economic Research for the Committee on Recent Economic Changes of 
the President’s Unemployment Conference. 

Capitalizing his early arrival, Gay played a leading role in calling other 
scholars to Washington during the first World War. Realizing that experts 
would be needed during the critical period of postwar readjustment, he 
tried to prevent the hasty demobilization of trained personnel upon the 
termination of hostilities. Some of the men retained at Washington formed 
an important nucleus for administering the programs of economic and social 
control begun under Herbert Hoover and expanded under Franklin D. | 
Roosevelt. Gay was largely instrumental in preserving the records of war 
agencies which proved indispensable in the second World War, and at the 
darkest hour of this conflict he was consulted again concerning shipping 
problems. 


While managing the New York Evening Post, Gay was elected to the’ 


Board of Overseers of Harvard and took an active interest in the adminis- 
tration of the University. In 1924 he returned to Harvard as professor of 
economic history, and in 1935 he was appointed to the Henry Lee professor- 
ship. He retired the following year to take a position on the research staff 
of the Huntington Library at San Marino, California; and after the retire- 
ment of Dr. Max Farrand in 1941 he became director of research, and held 
this post until his death. 

-During the depression of 1920-21, Gay and Professor Wesley C. Mitchell 
took the lead in planning and organizing the National Bureau of Economic 
Research. Gay was elected the first president. In 1924-33, the formative 
period, he served with Mitchell as co-director of research. Gay also played 
a leading role in the organization of the Council on Foreign Relations and 
in establishing Foreign A fairs. From the first issue he was a member of the 
editorial board. He served in 1921-33 as secretary-treasurer of the Council, 
and in 1933-40 as vice-president. 
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Assisted by Sir William Beveridge, in 1929-30 Gay organized a ne i 


national Committee on Price History, which undertook systematic his- 


tories of' prices in Austria, England, France, Germany, the Netherlands, $ i 


Spain, and the United States. If the research had not.been interrupted by 
, War, the results might have fulfilled Gay’ s dreams since his graduate-student 


“days of having complete histories of prices and wages in the leading coun- | 
' tries with an occidental civilization. In this undertaking Gay was also in- 


fluenced very strongly by the highly significant results obtained by Professor 


. - E. C. Mills in his Behavior of Prices, a study that Gay followed with ex- 


_ traotdinary interest at every stage of its preparation. 
In 1932 Gay’s former students honored him with a Festschrift entitled 


Facts and Factors in Economic History. Reflecting the breadth of his teach- ` 


‘ing, the topics ranged from “The Economics of Population in Ancient 
-Greece” and “Medieval Spanish Guilds” to “Bata, Chief Figure of the 
World’s Shoe Industry” and “American Politics at the Crossroads.” Every 
region and most of the leading universities in this country and Canada were 
represented by the contributors. One of them is now president of the 
Economic History Association; one has been Under-Secretary of Com- 


merce; and two have been president of the American Economic Association. - 
Gay was the leading founder of the Journal of Economic and Business .., 
' History in 1928. He was the first editor and shaped its policies until the 


` pressure of previously accepted responsibilities forced him to resign. In 
` 1929 Gay was president of the American Economic Association, and in 1940 
“he was unanimously chosen as the first president of the Economic History 
* Association. “The Tasks of Economic History,” the title he gave his presi- 
dential address, was adopted as the title of the annual supplement of the 


. Journal of Economic History, He was a prime mover in the organization of - 


- the Committee on Research in Economic History of the Social’ Science 
Research Council in 1941. The new strength and new hope he” derived 
~ from these activities brightened his last years. 

Gay was the first native-born American to occupy a chair in economic 


history in an’ American university. Both through teaching and guidance of ` 


research he dominated economic history as very few American scholars have , 


ever dominated any major academic field. During the last three decades it 
has been difficult to form a committee of recognized economic’ historians 
. without naming an’ embarrassing majority of Gay’s students or of his 


`` students’ students.*Men trained either under him or under men he has 


trained hold a high percentage of the chairs in economic history in the New 
World. Largely because of his unselfishness in criticizing the work of others 
and because of his abiding interest in vital current problems, his own 
scholarly output was exceedingly slender for a man of his stature. Two 
articles on the English enclosures at the turn of the century, a few articles 
on current events in the 1930’s, and a series of articles on the Temple 
family after he went to the Huntin tington Library were his only major con- 


tributions. Except for-a discussionjof “The Putting Out System” in the. 


. Encyclopaedia of the Soctal Sciences, none of‘his unprecedented ‘knowledge 
of the Industrial Revolution, derived from decades of brilliant and paneat 
: research, ever saw the light. 
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Very few men have inspired, promoted, or directed research with com- 
parable effectiveness. His students kept in touch. with him and drew in- 
spiration from him for decides after their formal study ended. Perhaps no 
other American economist has had so many scientific books dedicated to 
him. Certainly very few have ever expended their energy as freely in stimu- 
lating research or used their wisdom as conscientiously or effectively in 
criticizing the product. As a teacher, scholar, executive, administrator, in- 
ternationalist, and man of affairs Edwin F. Gay will not soon be replaced. 

`” EABL J. HAMILTON 


Northwestern University 
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Economic Theory; General Works 


The Theory of Price. By GEORGE J. Sticter. (New York: Macmillan. 1946. 
Pp. vii, 340. $3.75.) 


Professor Stigler’s Theory of Competitive Price (reviewed in the December, 
1942 number of this Review) has now been augmented by Part IIT contain- 
ing a hundred-odd pages on Imperfect Competition and Part IV consisting 
in two chapters on the topics of Multiple Products and Capital and Interest. ` 
This review will be concerned only with an evaluation of the new material. 

The author has presented a provocative, if spotty, discussion of some of 

‘the problems of monopoly and reveals himself as a wholly admirable and 
ardent crusader against monopoly of all kinds, including labor monopoly. 
The topics appear to be all-inclusive: advertising, non-price competition, 
discrimination, the highly useful concept of cross-elasticity of demand, dif- 
ferentiated products, oligopoly, bilateral monopoly, price rigidity, and even 
the “trust” problem, complete with investment bankers, promoters, “un- 
fair” competition and the NRA. There are many ideas and certainly no’ 
lack of opinions. Everything is there—except, as will be explained later, a 
fundamental understanding of the central idea underlying the subject which. 
is supposedly being interpreted for the student (this is a textbook). Prob- 
Jems at the end of each chapter are on the whole excellent, and should 
contribute substantially to developing the student’s facility in using the 
technical apparatus. 

A first serious criticism must, however, be made on the ground of organi- 
zation. The chapter headings of Demand, Costs, Pricing, and Pricing of 
Productive Services are carried over from the “competitive” portion of the 
book; yet it appears (quite naturally at this stage) that there is little to be 
said about the first two which does not lead into the third or fourth. As a 
result we have “pricing” throughout; and such vital topics as advertising, 
discrimination, oligopoly, non-price competition, cartels, etc., are merely 
cut into slices and a portion served up in each of several places, as though 
a card on this subject (calling for two pages more) had again been drawn 
from a well-shuffied pack. For instance, several of the basic propositions on 
discrimination between independent markets are sketched (two pages) in 
the chapter on Demand, whereupon we suddenly shift to oligopoly; when 
the subject is again encountered in the Pricing chapter we have two more, 
pages, on the problem of “seepage” between markets not quite independ- ` 
ent. Similarly, oligopoly is substantially developed under Demand, only to ` 
reappear in the Pricing chapter (under the heading of ““Duopoly”) where 
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several more advanced problems are commented upon. When some of the 
topics are reached, it is found that they have already been exhausted else- 
where (or so the author thinks). Thus with ““Monopolistic Competition” at 
the end of the Pricing chapter; but'in order not to leave the space blank we 
are given instead an assortment of two pages each on (a) “The Concept of 
an Industry” (which “we can no longer postpone”), and (b) some added 
reflections on non-price competition. “Comparisons of Competition and Im- 
perfect Competition” are treated in the chapter on Costs, before Pricing has 
(presumably) appeared at all. “Bilateral Monopoly” gets a page and a half 
under Pricing with what is almost an apology for bringing up the subject 
since “there must be very few cases”; when it is again mentioned under 
Pricing of Productive Services we are told that union wage bargains (of 
which there seem to be more than a few) are “much the most important 
case of bilateral monopoly” (p. 300), yet in this latter case no limiting 
parameters are even suggested and the entire accompanying discussion of 
collective bargaining is carried on without reference to the concept. Such 
contradictions and loose ends are frequent and confusing. On page 215 it is 
“consumer ignorance” which gives rise to monopolistic competition, whereas 
on page 240 “consumer information” becomes “necessary” to it (since it is, 
“necessary” to Stigler’s preconceptions that the demand curves in this case 
be highly elastic, of which more later). Our criticisms have passed from mat- 
ters of pure organization to a questioning of how far the author has really 
digested his new subject. 

The concept of ‘‘monopsony”’ receives mention under: “Rivalry i in Buy- 
ing” (p. 249) in the chapter on Costs (where, incidentally, rivalry in buying 
is repeatedly and confusingly contrasted with rivalry on the demand side), ` 
and it appears again by name in relation to wages in Pricing of Productive 
Services. But the only theoretical treatment of it is elsewhere: page 254 
with a diagram, where it is repeatedly referred to as monopoly, and pages 
245-46 with tabular and algebraic treatment where it is referred to merely 
as “imperfect competition.” These latter pages are at the beginning of the 
Costs chapter, where some of the worst effects of Professor Stigler’s random’ 
_ methods of assembly and (shall we say?) carelessness are strikingly illus- 

‘trated. We start with the proposition (reiterated) that the cost-of a produc- 
tive service to a firm is its alternative earnings in competing uses, a principle 
supposedly illustrated in Table 18. But Table 18 deals only with the firm in 
question and from it emerges. instead the principle that the entrepreneur 
will pay a productive service its marginal value product to him. Passing 
over this confusion; the next heading is “Technical Derivation of the 
Cost Curves.” We now have a table dealing only with monopsony (but 
never referred to as such), labeled Monopoly, and referred to in the text as 
illustrating “the detailed derivation of the cost curves under imperfect com- 
petition.” To the student it must appear that thisis a continued (“detailed”) 
development of the same subject, vis. marginal value product, whereas the 
. latter has in fact been dropped and an entirely different one taken up. 
Furthermore, the principle embodied in the table (monopsony) is made to 
appear as synonymous and coextensive with “imperfect competition”! The 


` 446 l THE AMERICAN ECONOMIC REVIEW 


argument ends abruptly with an algebraic formula, whereupon we pass dis- 
continuously to the next unrelated topic: “an important problem concern- 
ing monopoly profits.” a 

When we arrive at the chapter on{Pricing of the Productive Services 


under Imperfect Competition, we find, of course, that ‘“‘the general principle 


. has already been sketched” in chapter 12 (for 12, read 13), and so the 
chapter turns instead to two specific topics in the labor field: some brief 
remarks on labor mobility and a discussion of union policies and their his- 
tory. Interest, although clearly regarded as a “service” by the author, ap- 
pears, separated by “Multiple Products,” in another book—the omnibus 
Book IV. There is no treatment in the entire volume of either rent or profits 

'. (except for fragments so casual that the subjects are not even listed in the 
` index), an unfortunate omission for a book avowedly designed as a text. 
It must be clear from the foregoing that the new portion of Professor 


` Stigler’ s book seems to this reviewer distinctly inferior to the old. Yet this 


‘judgment in itself is of minor importance beside an, understanding of the 
reason why it should be so: This reason is not far to seek, for the author 
` himself is quite explicit in his introductory paragraphs to the new chapters, 
that he is now taking up what is to him, by contrast with “perfect” compe- 
tition, the unsystematic part of economic theory. It cannot be overstressed 
that, although “imperfect” (monopolistic) competition has in fact come to 


be widely accepted as either (a) more general than pure competition, and `, 


‘shading into the latter as an extreme, or (b) at the very least, more specifi- 
cally applicable to a portion of the economic system than is pure competi- 


tion, and hence designed to replace it in part, it is none of this to Stigler. It 


merely refers to the “literally infinite number of possible deviations from 

perfect competition” (p. 197), a hodge-podge without any system of its own 

(until we have more “factual knowledge”) and from which selection can 
only be made by intuition (p. 198). 

Stigler is in fact a thoroughgoing ‘“‘perfectly competitive” theorist. Com- 

: petitive theory is the basic framework of economic analysis (p. 21) and 


“competition is a better single assumption ... than monopoly” (p. 23). 


(I believe the reverse to be true for reasons set forth in Monopolistic Compe- 
tition, chapter IV, summarized on ‘page 68; but, in any event, why must 
` there'be a single assumption?) “Monopoly (or better, . . . imperfect compe- 
tition)” is like friction in physics, and hence to be dispensed with in the 
. “first approximation.” Although it was in protest against all this that the 
theories both of “imperfect” and of monopolistic competition developed, 
they have led him only to reafirm—and repeatedly—the old position. The 
only two reviews I have seen of the first half of Stigler’s book have both 
chided -the author for not organizing his subject in the natural and easy 
way, beginning with the individual firm and “imperfect” competition. But 
what these reviewers could not have realized is crystal clear now—that such 
change would require, not merely a reversal of order, but a revolution in 
the author’s thinking. 
In addition to this “faithful unto death” attitude towards perfect com- 
petition, and (I should like to believe) as a possible explanation of it, there 


z 
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is confusion and misconception in rare degree as to what ‘ Bapata and 
monopolistic competition theories are all about. Let us return tò the au- 
thor’s “intuitions,” by. which he orients his readers to the subject. They are 
. given in the opening chapter of the new material (number 11), offered 
specifically as “a detailed statement of the author’s Weltanschauung which 
underlies the selection of content in subsequent chapters.” It consists of 
sixteen pages on the “trust problem,” a general survey of all that was com- 
monplace in the literature of that subject long before anyone had ever heard 
` of “imperfect” or monopolistic competition; and a final two pages on “Other 
Departures from Competition.” Now, as for the first, there is no objection 
per se to including a discussion of the theory of industrial combination in a 
theory of “imperfect” (monopolistic) competition. Just as firms without 
any monopoly power may obtain some by combining, so those which 
already have some may by combining increase what they have—extend the ` 
area of their monopoly. The danger lies in conceiving of such combination 
as of the essence of the problem (as Stigler clearly does), in the sense that 
without it the situation would be essentially “competitive.” It is significant 
that the very extensive literature on “imperfect” and monopolistic competi- 
tion contains virtually nothing about combination, not because there is any 
question about its being monopolistic, but because it has nothing to do with 
the re-orientation of theory which is at issue. I repeat, however, that there 
is evidently no reason why the theory of cartels should not be integrated 
with this type of general value theory (and given as much space as desired), 
were it not for the accompanying misrepresentation of the latter, to which 
we now turn. 

What of the non-trust-problem part of the subject—the last two ‘also , 
ran” pages of the basic chapter? These are of dire portent indeed for what is 
to follow. We find that: (1) the “other departures” to which ‘economists 
have also paid much attention in recent times . . . are due to a fundamental 
characteristic of consumer markets—consumer ignorance” (sic, p. 214); 
(2) product differentiation, described here and elsewhere as the differentia- 
tion of “virtually identical commodities,” is “the effect of this ignorance” 
(sic, p. 215); and, for the bouquet, (3) there would still be much product 
differentiation under perfect competition “because of the great variety of tastes 
and needs of consumers” (my italics). Now if Professor Stigler wishes to ` 
draw out his own system from a set of strange propositions of this sort, it is 
his privilegé. But he should not represent it (see Preface) as a survey of the . 
topic in question in “modern price theory.” It is indeed hard to understand 
how anyone could have arrived at such an interpretation. 

Let us comment briefly on the above propositions. (1) Far from being the 
explanation of those “departures from competition” which economists have 
discussed in recent times, consumer ignorance has played virtually no part 
at all in explaining them. Important as it may be, and especially in connec- 
tion with the particular subject of advertising, it is a fact that by far the 
greater part of the literature on “imperfect” and monopolistic competition 
” has been written without reference to it, and would remain intact under the 
assumption of perfect consumer knowledge. (2) Product differentiation is 
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explained, not by consumer ignorance, but (a) in part by the heterogeneity 
of “nature,” including both “land” and its products and the services of 
human beings, and (b) probably in greater part by the conscious production 
of variety: in response to the demand for it, a' demand arising from the 
diversity of tastes and needs. (3) Variety of tastes and needs leads, as stated, 
to product differentiation; but far from being consistent with perfect com- 
petition, it signifies individual scales of preference as between the products 
of different firms, and hence demand curves for these products which are 
not perfectly elastic, which are characterized, in fact, by all degrees of 
elasticity. Such curves are not consistent with perfect competition—on the 
contrary, they indicate monopoly, which may be admitted into the analysis 
without compromising one iota whatever competition is also present. Now 
there are some critics of this type of theory who believe that its importance 
has been overstated, and, without sharing their judgment, I am bound to. 
respect it. But when our author warns his readers in the midst of such 
misconceptions as these that “the recent literature of economics has mate- 
tially exaggerated the importance” of product differentiation, I can only 
state flatly that, since’his misunderstanding of the recent literature goes to 
its very roots, his interpretations of it and his opinions about it in a text- 
book are mischievous, to say the least. 

Let us observe how this is so in our leading case of gradations in sub- 
stitutes. Although we read, on the one hand, that “‘cross-elasticities can 
vary from infinity to a small value, and any division of this range into 
monopoly, monopolistic competition, and near perfect competition, must 
be arbitrary” (p. 239), yet such a division between monopoly and monopo- 
listic competition is in fact made, and the actual gulf between the two con- 
cepts in the author’s mind is revealed by the difference in the way they are 
treated. Monopoly is fundamental, defined to exclude competition (p. 221) 
(although never referred to as pure monopoly), and most often associated 
with an industry. Monopolistic competition; on the other hand, is a matter 
primarily of consumer ignorance (as stated above; see also p. 329 note, and 
passim), where products are “technologically very similar or even identi- 
cal” (p. 218 and passim), referred to as only “‘quasi-monopoly” (p. 215), 
characterized by quite elastic demand curves, and seemingly different only 
in minor degree from “competition” itself. All this is not very different from 
what could be found in the textbooks twenty-five years ago. I can only 
_ conclude that the student who takes these chapters of Professor Stigler’s 
as a guide will be off to a bad start in understanding what writers on “im- 
perfect” and monopolistic competition have been talking about in recent 
years. : 

EDWARD H. CHAMBERLIN 
Harvard University 


Le Mécanisme des Prix et la Structure de V Economie..By JEAN MARCHAL. 
(Paris: Librairie de Médicis. 1946. Pp. 250. 240 fr.) 


Utilizing what time he could snatch for academic work during and 
immediately following the nazi occupation of his country, Professor 
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‘Marchal has given us a volume which is definitely more than “another 


French economics book.” It has analytical stature; in America it would be ` ` 


considered an advanced undergraduate or first-year graduate text in gen- . 
eral price theory, with its particular emphasis (60 per cent by weight or 
volume) on imperfect competition. His text may be considered a French’ 
counterpart of Stigler’s Theory of Price. It is a clear and lucid presentation ' 
in the best tradition of French expository writing and devoid of lofty claims 
to theoretical originality. The language is so simple that the American 
teacher should find large portions, particularly of Part II (Imperfect Com- 
petition) suitable for supplementary reading by students with even a 
limited knowledge of French. Two chapters in particular, derived from von 
Stackelberg’s Markiform und Gleichgewicht and dealing with bilateral 
monopoly and duopoly-oligopoly, respectively, surpass in logic and clarity 
any presentation this reviewer has seen in English, and merit translation 
for the benefit of students unable to grasp the French original. (How long, 
incidentally, will it be before Stackelberg’s own work becomes available in 
English?) Marchal’s method is arithmetical’‘and graphical where it departs 
from the literary. Mathematics of collegiate grade and pretensions to un- 
necessary rigor are reduced to a minimum. More care might perhaps have 
been devoted to selecting simpler figures in the arithmetical examples, and 
to increasing the legibility of many of the diagrams. 

But Professor Marchal is writing as a social scientist rather than a 
technician. In Part I of his book, devoted to a brief and in some sections 
sketchy, treatment of “The World of Perfect Competition,” the stress is on 
the socially optimal character of the purely competitive “solution,” and | 
there is an underlying criticism of the entire construction as Utopian and 
visionary. In contrast to the ‘(Dream)-World of Perfect' Competition,” 
“The World of Imperfect Competition,” especially the world of Edgeworth- 
Bowley duopolies and oligopolies, is the “real” world. It is a world not only 


on situations less than optimal, but of complete economic chaos and |. 


disequilibrium, stabilized only by frictions and rigidities. From its short- 
comings Marcha] in his concluding chapter sees escape either by the elimina- 
tion of the profit motive through consumers’ cooperation on a grand scale 
or through the simulation of perfectly competitive conditions in a regime of ` 
national planning subject to economic “rules.” He does not consider or even’ 
mention anti-trust policy or any other conceivable reversal of the apparent 
“decline of competition,” nor yet the “defenses of monopoly” suggested by 
Boulding or by Schumpeter. _ = 
Cut off as was Marchal from the. main currents of economic thinking 
while this book was being written, he cannot be criticized severely if por- 
tions of it resemble somewhat the fashions of last season, too outmoded to 
be wearable and still too modern to be picturesque. His reading has been 
chosen well and digested thoroughly, but it covers little of value later than 
Hicks’ Value and Capital. Even in the field of his particular interest, im- 
perfect competition; Marchal has not had the opportunity to read Triffin 
on the problems of defining “the industry,” nor the Hoffman-Nicholls 
- analysis of cumulative effect of successive monopolies at various stages of a 
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productive process, nor the developments arising from the discontinuous or 
“kinked” demand curve in the theory of oligopoly. The definition and dis- 
cussion of “pure competition” could have been improved by a reading or 
re-reading of the relevant sections of Knight’s Value, Price and Profit, and 
the treatment of planning by the supplementing of Meade with the more 
` extensive work of Lange and Lerner. His treatment of cost, particularly 
with relation to supply, is inferior to Alfred Marshall’s Principles where it 
departs therefrom (by telescoping market and short-run adjustments), and 
it does not utilize at all the refinements of Viner and of Harrod. The dis- 
cussion of consumers’ surplus is purely Marshallian. 

There are also a number of problems side-stepped or evaded which an 
American teacher, particularly at the graduate level, sometimes stresses. 
For example, Marchal is willing to postulate the measurability of utility, 
and presents no consumption indifference curve analysis at all. The phe- 
nomena of diminishing returns and increasing costs are not related in any 
adequate manner. Nor are problems of complementarity, particularly in 
production, where problems of “variable proportions” in joint costs are 
` slurred over. Even in the generally superior second part, the reaction of © 

monopoly on the marginal productivity of labor and on the income of 
. workers—the Robinson relation between the elasticities of demand and 
substitution—is not presented. Strangest of all in a French economist of 
‘logical and analytical bent, there is no chapter on general equilibrium sum- 
marizing the contributions of Walras and the Lausanne School. 

Of forthright technical errors, however, there are few. At one point 
(p. 29) Marchal calls a linear demand curve iso-elastic, and at another 
(p. 66) he identifies a competitive firm’s supply and (short-run) average cost 
curves. Monopoly and monopsony seem confused in the suggestion (p. 139) 
that a monopolist can increase output and employment by evading the pay- 
ment of rent. Perhaps more important philosophically, he attacks (p. 184) 
the Marxian allegation of exploitation of the proletariat on the basis of the 
Pigou-Robinson definition of “exploitation”—a semantic as well as an 
economic slip. Such errors, however, frequently enter the first editions of 
works composed under less arduous conditions than this one, and can be 
eliminated readily in subsequent revisions. And as it stands, this book, if 
accorded widespread reading, can go a long way toward lifting French 
theoretical economics from its prewar doldrums. 

. Bi i M. BRONFENBRENNER 
Chicago, Illinois 


Economics. By Jonn Ist. (New York: Harper. 1946. Pp. x, 731. $4.50.) 


In the preface to his long-awaited textbook, Professor Ise says he has 
“resisted the lure of lucre and the blandishments of the publishers for about 
thirty years.” He should be gently chided for withholding from us for so 
long the benefits of his wisdom and knowledge. For this is no ordinary text- 
- book. Into it the author has poured the accumulated wisdom and knowl- 
edge of a-lifetime spent as one of our most distinguished teachers and he 
has imbued the conventional material of a principles textbook with a warm 
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human piiiseophy that makes the reading of it an exciting and | stimulating 
experience. In comparison, the average pemaples text appears sterile in- ` 
deed. 

In adopting a broad philosopiical attitude towards many economic ques- 
tions, Professor Ise has recognized a fact that many elementary text writers ° 
seem to ignore. This is that large numbers of students taking basic prin- i 
ciples courses are,not planning to become specialists i in the field of economics 
and therefore do not need as rigid a schooling in theoretical analysis as is 
often thrust upon them, which, according to Professor Ise, gives them a 
false idea of the precision with which economic principles operate. Professor 
Ise belongs to that school which believes that modern education tends to 
concentrate too much on facts and vocational training to the exclusion of 
thought and originality. He considers that fundamental human values 
should be reasserted and that the broader implications of man’s cultural 
heritage should be stressed in place of the present emphasis on material and 
technical achievements. 

Ise is very critical of capitalism and indeed does not think it has much of a 
future. His criticisms are, however, based not merely on the fact that the 
system operates inefficiently in many ways but also on the fact that it has 
led to spiritual decadence, a decay of human values, and a growing emphasis 
on cheapness, tawdriness, and dull standardization. Although he is of the 
opinion that some type of collectivism will take the place of capitalism 
and that “socialism is preferable to communism or fascism because it is the 
only democratic form of collectivism,” nevertheless he believes that no 
mere economic reorganization will do us much good unless, through real 
education of the individual, we achieve a moral rebirth. Throughout. his 
book Ise emphasizes this and loses no opportunity of stressing the human ` 
angle of economic problems. For instance, he emphasizes the human costs 
of specialization (Chapter 6) and the fact that the diffusion of stock own- 
ership and concentration of economic power have led to the undermining 
of “the sense of individual responsibility which is fundamental to a capi- 
talist society” and to the loss of “certain spiritual values that went with’ 
management and control” (Chapter 8). Later, after discussing the technical 


difficulties of a socialist state, he concludes that its success in the final. - 


analysis would depend on education and individual realization of the issues 
involved (Chapter 41). ` 

The adoption of this broad philosophical approach permits Professor ise 
to range over a very wide field of human knowledge and to discuss such 
things as geographical determinism, eugenics, sociology, and politics, and 
specifically such interesting things as the murder of the Italian socialist- 
Matteotti, the usefulness of the photoelectric cell, courtship and marriage 
conventions, and the Soviet “purge” trials. He also refers to the views of 
such different persons as Mark Twain, Will Rogers, Leland Stowe, Jawa- 
harlal Nehru, Major Alexander de Seversky, Ruskin, Plato, and “General” 
Jacob Coxey, not to mention quotations from the Bible, “Alice in Wonder- 
land,” and Shakespeare. 

It should, however, not be thought that Professor Ise allows these in- 
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' teresting ideas to obscure his elaboration of those basic economic principles 
which it is the purpose of an elementary textbook to enunciate for beginning 
students. On the contrary, he is to be congratulated on his remarkably clear 
descriptions of those basic principles. Ise hasa most admirable gift for 
clarity and coherence that is a very welcome contrast to the incredible 
verbosity of some texts which ramble on through masses of factual detail 
which only confuses the student. While Professor Ise never loses an op- 
portunity to exercise his well-known wit at the expense of some of the 
folkways of our society, he does not let extraneous matter interfere with his 
descriptions of such things as the operation of the price system, the nature ` 
of the banking system, or the types of taxes imposed. Much of his philoso- 

_phizing is concentrated in the last two hundred pages, in Parts VI and VII 
entitled “General Aspects of Capitalism” and “The Other Isms,” which 
follow the five-hundred page treatment of basic principles under conven- 
tional chapter headings. What Professor Ise has succeeded in doing is to tie 
together many strands of human thought, albeit in a controversial way, and 
to show the place of economics in the main body of human knowledge. In 
doing this, he has made economics an exciting and alive science calculated | 
to-arouse the interest of any student with normal intellectual curiosity. 

After an introductory. chapter on Elementary Concepts, Professor Ise 

spends 140 pages on Production in which he discusses the factors of pro- 
duction, population problems, specialization, and the types and size of 
business organizations. Great emphasis is placed on the evils of monopoly. 
Indeed, all through the book it is obvious that Professor Ise regards 
monopoly and “Wall Street finance” as the worst feature of our economic 
system. He returns to the attack again and again, sometimes winging 
barbed shafts of Veblenian irony at the activities of big business but more 
often launching bold frontal attacks in extremely outspoken language. The‘ 
activities of corporation directors, investment bankers, coal-mine operators, 

. oil interests, insurance executives, and munition makers are all denounced 
with vigor. 

Part IL of Ise’s book deals with prices and consists of eight chapters 
totalling 113 pages. Ise claims that he has not elaborated the intricacies of 
value analysis as much as has been done in some recent books because he 
does not believe that this is important for nonspecialists who do not expect 
to take further courses in economics. He has, however, done a remarkably 
good job of outlining the conventional market situations. His chapter on 
the significance and functions of the price system in a capitalist economy, 
which precedes the conventional curve analysis, is a particularly clear and 
practical discussion. Later in the book, in Chapter 42 on Communism, he 
discusses the problem of the allocation of resources under the Soviet system 
and the contrast is a useful one. In his price analysis chapters Ise never for- 
gets to show the practical implications of his theoretical analysis. 

Part IV is entitled Exchange and consists of 95 pages, which is not 
many for a section which tries to-cover money and banking, price levels, 
business cycles, domestic trade, and international economic relations. As a 
result of this compression, the material on business cycles and international 
trade is not entirely satisfactory. l ; 2 
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Ise gives a good description of the characteristic phases of the business 
cycle but.a rather vague and cursory treatment of its causes with a little 
too much emphasis on the odder theories. He obviously does not think _ 
much of “pump-priming” and says, in criticizing reflation measures (p. 321), 
“When the depression has been running for awhile, the natural forces of 
recovery are usually strong enough to bring a gradual revival of business 
which will perhaps be sounder.if the government does not try to force it by 
inflation measures.” There is, however, no account of the modern and more 
sophisticated theories, as ‘expressed by Professor Hansen in “Fiscal Policies 
and the Business Cycle,” for instance, nor of the ideas that gave birth to ` 
the original “Full Employment” Bill. Judging. by’ the weight given to 
monopoly in this book, the author is more interested in the structural 
maladjustments i in the economy than in “‘over-saving” and “compensatory ` 
spending.” The multiplier principle is not explained. ‘Keynes gets less space 
than.the “Ham and Eggs” and Townsend Plans.’ 

The two chapters on international economic problems are likewise de- 
ficient. Much space is devoted to the usual arguments for and against 
tariffs but Ise virtually ignores the more modern problems arising out of 
the growth of direct controls and state trading. Quotas are not mentioned 
at all; exchange control receives one paragraph; Bretton Woods is not - 
mentioned although considerable space is devoted to the gold standard. 
The Reciprocal Trade Agreement program is referred to very briefly with- 
out much explanation of its nature and purposes and not until seven pages 
after a much longer discussion of the iniquities of using the tariff as a polit- 
ical football. It is not stated that the Reciprocal Trade Agreement pro- 
gram put an end to that thirteen years ago. Worst of all, there is no discus- 
sion of the relationship between the flow of long- and short-term capital, 
interest and dividend payments, and merchandise trade, nor of the status 
of the United States as a creditor nation. . 

Part V deals with Distribution including public finance. This latter chap- 
ter largely ignores modern theories of compensatory fiscal policy; Ise does 
not think much of the idea that expenditures are beneficial because they 
“put money in circulation.” His chapters on labor are carefully designed to 
give the student a fair ‘picture of the situation and help them avoid gen- 
eralizations and black and white contrasts. A curious arrangement of 
emphasis is noticeable, however, when Ise spends three pages on union 
monopolistic restrictions but only two lines on mediation, with no mention 
of the U. S. Conciliation Service at all. Similarly, in his otherwise excellent 
chapters on Rent and Some Land Problems,.he spends four pages on the 
single tax but ignores agricultural price-support programs. Ise might also 
have spent some time on the nature of corporation profits instead of dealing 
only with those of the individual entrepreneur. He could easily have found 
space for this by devoting less space to the “acquisitive” profits of muni- 
tion-makers, swindlers, and grafters, etc. This lack of balance in Ise’s treat- 
ment of important subjects becomes rather PRUDE and detracts from the 
usefulness of the book. 

‘The last two hundred pages of the book on “General Aspects of Capital- 

ism,” “The Other Isms,” and “Thé War and Postwar Economy” are likely 
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_ to arouse a great deal of controversy. Ise pulls no punches in his chapters on 
the capitalist system. He believes indeed that we have ‘‘all the ingredients 
' for a Fascist regime” in the United States and he lashes out at business con- 
trol of politics, the press, radio, education, and foreign policy. He is surely 
less than fair to his colleagues i in the profession, however, when he says that 
“education in the social sciences is largely a process of propagandizing in 
favor of the status quo, or better, a process of inoculating students against 
thinking about important questions” (p. 550). 
One of the principal criticisms which can be made of Professor Ise’s 
' book is that he tends very often, through the omission of certain facts and 
the overemphasis of others, to.give the elementary student a somewhat 
distorted picture of the capitalist system. For instance, the activities of 
Boss Tweed, Samuel Insull, the 19th century railway magnates, Sir Basil 
Zaharoff, and other persons of doubtful economic morality are discussed 
but there is no mention of such organizations as the Committee for Eco- 
nomic Development. The atrocities of King Leopold in the Belgian Congo, 
the operations of the U. S. Marines in Nicaragua, and other unsavory as- 
pects of capitalist imperialism are emphasized but no mention is made of 
the growth of the idea of trusteeship or the “Good Neighbor” policy. It is 
surely hardly true now that New York banks dictate the choice of Cuban 
presidents, as Ise says on page 558. While considerable space is given to 
_ the various ways in which company directors can deceive stockhholders, 
there is no statement of the fact that the corporation is the most efficient 
institution yet devised for mobilizing capital for purposes of production. 
Many of Professor Ise’s criticisms of capitalism have a somewhat old- 
fashioned air about them as if no changes had taken place since the worst 
days of the late 19th century. 

Ise is no Marxist, however, even though he does keep on using words 
like “imperialism,” “reactionary,” and “fascist.” In essence he reminds one 
ofa supporter of William Jennings Bryan, crying out from the West against 
the “corruption, false values, and monopolistic exploitation of Eastern 
` bankers and business men. “Many men go to the penitentiary for stealing 
chickens,” he says on page 551, “but a’few have gone to Congress for steal- _ 
ing a railroad or a corporation or a hundred thousand acres of land or a 
million dollars.” 

Ise’s approach is certainly entertaining and provocative. Conservative’ . 
persons will be outraged but even liberals may wonder about the wisdom 


"of exposing beginning students to certain sections in view of the extreme- 


ness of some of the statements made. There is no doubt, however, that 
Professor Ise has produced a remarkable book which should, and undoubt- 
edly will, be widely read and discussed. 
JAMES D. CALDERWOOD 
Okio Siate University 


Economics in One Lesson. By Henry HAZLITT. (New York: Harper. 1946. 
Pp. xi, 222. $2.00.) : 


This two-hundred page lesson is devoted to an exposition of the ledding 


' 
4 


BOOK REVIEWS . 425 


“fallacies” that’ in ihe estimation of the aithor infect much contémporary 
economic thought and policy, and to a reassertion of the common-sense ` 
verities of old-fashioned economic liberalism. Firm in the conviction that 
we cannot get something for nothing, and that we cannot pay Peter with- 
out robbing Paul, Mr. Hazlitt argues that current ideas to the contrary 
flourish chiefly because of a failure to trace through the effects of particular 
measures from their immediate impact to their ultimate, generalized con- 
sequences for the entire society. 

In a series of twenty-three well-pointed chapters the author reviews fine : 
gallery of fallacies, running the gamut from the broken window argument’ 
to the theory of oversaving. Throughout the book runs the same basic 
theme: the broken window makes work for the glazier and the glass maker, 
but the necessity of repairing the window leaves the householder with that’ 
much less to spend on other things. The increased demand for the glazier’s 
services is immediate and obvious, whereas the. other goods that go un- 
demanded are not so readily visualized, and so the real impoverishment of 
the community goes unnoticed. 

In the same vein Mr. Hazlitt argues that public works to sustain employ- 
ment mean taxes that prevent other goods from being demanded; that ` 
governmental provision of easier credit for farmers or others promotes pro- 
duction by the less efficient and handicaps (through taxes or competition 
for capital) the more efficient who are not beneficiaries of public aid, leading 
in the end to a reduction in productivity aoe the economy as a whole 
and an impairment of real income. 

The general confusion of special and panei interests is examined in a 
series of chapters keynoted by the question ““Who’s Protected by Tariffs?” 
and the particularist character of the traditional tariff arguments is spot- 
lighted by a satiric chapter on “Saving the X Industry. 4 

The fallacy that what is good for the industry is ipso facto good for the 
country is sharply attacked within the setting of “parity” prices for :agri- 
cultural commodities and governmental programs for “stabilizing” com- 
modities, agricultural and otherwise, whether to be achieved through loan 
programs to facilitate withholding of supplies from the market, or through 
restriction of production, or both. Such restrictive programs interfere with 
the attainment of maximum efficiency in production by limiting the out- 
put of the more competent producers, and saddle on the community the 
burden of sustaining marginal, high-cost producers who would normally be 
weeded out by the pressure of unsupported prices. What is seen is the help- 
ing hand extended to the immediate victims of the squeeze imposed by un- 
controlled prices; what is not seen is the lost demand for other goods that 
consumers cannot buy because of the prices they are forced to pay for the 
protected commodities. Moreover, if the support of prices is effected 
through government loans or purchases of “surplus” commodities for 
storage, the day of reckoning is only postponed. Ultimately the sheer weight 
of accumulating stocks and the increasingly heavy costs of carrying them 
will result in a catastrophic breakdown of the support schemes and an in- 
comparably greater mplabily o: prices than before. 
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Mr. Hazlitt has no more sympathy for government attempts to fix maxi- 
mum prices than for efforts to establish floors under sick commodities. 
Such efforts result in a disparity of production and demand, and induce 
progressively more serious distortions at the successive levels of production ` 
and distribution. Legal price-fixing cannot cure the basic difficulty of scar- 
city of goods or surplus of money. And by discouraging production and 
distorting the normal relationships of the market the scarcity of goods in 
ee to desires is enhanced rather than corrected. 

An equally dim view is taken of efforts to raise wages either through 
minimum wage legislation or through union action. Increases in money 
wages benefit particular groups of workers at the expense of employers and 
other workers, but do not in the long run and for the whole body of workers 
raise real wages at all. Rising real wages can come only through overall im- 
provements.in technology and efficiency in the use of al] resources, whereas 
much union policy, by compartmentalizing productive processes and re- 
stricting output, has tended to reduce rather than to enhance the total 
productivity of the community. ~ 

Turning to the purchasing power theorists Mr. Hazlitt argues that the 
demands for the products of industry come not from the workers alone but 
from all recipients of income, and that an increased command over goods 
for one group proportionately reduces the ability of others to buy. To the ` 
` extent that artificial shifts in the command over goods are accomplished 
_ they tend to distort the relationships of prices and costs, and to curtail the 
production of goods and the flow of real income throughout the economy 
by inhibiting enterprise. 

Mr. Hazlitt still puts reliance on the operation of a free price and profit 

"system to achieve the best possible balance in the production and distribu- 
' tion of all kinds of goods and services. Profit prospects provide the most 
` effective incentives and guides to production; profit and loss realizations 
encourage the efficient and weed out the inefficient. No authoritarian or 
arbitrary system of management of our economy could make fewer mis- 
takes or proceed more effectively to liquidate the consequences of past 
errors of judgment. 

The author still believes in the old-fashioned virtue of thrift and sees in 
saving the mainspring of a progressively dynamic economy. For saving, 
coupled with investment in the means of production, opens the way to 
expanded output and higher real incomes for all. What is harmful is not 
saving, but sudden changes in saving and investment brought about by 
uncertainties, to which the vagaries of public policy are an important con- 
tributing factor. Efforts to influence the flow of saving and investment 
through: tampering with the interest rate or other means is bound, like the 
manipulation of other prices, to retard production and thwart the achieve- 
ment: of maximum real production and income. 

Mr. Hazlitt has thrown down a vigorous, skillful, and provocative chal- 
lenge to sophisticated formulations of theory and policy, and it must be 
conceded that all too often the forest has been neglected as a consequence 

of preoccupation with the trees. In stimulating nettled reactions his book 
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performs a useful service. Moreover, if his general premises are granted ` 
his conclusions naturally follow. But the premises themselves demand 
examination. 

In the main Mr. Hazlitt = implicitly assumed an economy that is very 
near to the point of full employment, with all resources utilized pro- 
ductively. Under such circumstances an expansion of production in one | 
direction must divert resources from other lines, and governmental! credit 
extended to one group of producers would tend to reduce the resources 
available to others who were going it alone. By the same token efforts to 
increase the purchasing power of one group would simply reduce the buying 
power of others competing for the same goods. : 

But Mr. Hazlitt has not shown that his analysis is applicable to an 
economy that is functioning below capacity, when an expansion in one area 
will attract resources, not from other uses, but from idleness. Under such 
circumstances it.is not clear, for example, that government spending on 
public works, whether financed by taxation or borrowing, will divert either 
funds or resources from more productive to less productive uses. The choice 
then is not necessarily between production of different kinds of goods and 
services, but between use and non-use of resources that are at the disposal 
of the community as a whole. The experience of the United States and other 
countries during the earlier phases of rearmament and war clearly showed 
that a great increase in production was possible in many lines before it 
began seriously to cut into the output of normal civilian goods. Only rather 
late in the game did it become necessary to choose between butter and guns. 

In dealing with conditions of acute scarcity such as emerged later in the 
war itself Mr. Hazlitt argues that the imposition of maximum prices created 
scarcities by holding prices down as spendable incomes increased, and de- 
plores the resort to rationing as a substitute for price increases to determine 
the allocation of available supplies. Rationing, he says, does only a part- 
of the job performed by price, “because rationing merely limits the demand 
without also stimulating the supply, as a higher price would have done.” 
But generally speaking an increase in the production of rationed goods was | 
precisely what was not desired when resources scarce in relation to military 
and civilian demand had to be apportioned in terms of priority of need 
rather than of desires backed by purchasing power. 

In fairness to Mr. Hazlitt it must be noted that he directs his gid 
primarily to peacetime price-fixing, and passes over the exigencies of war- 
time policy with the comment that “we shall not examine here the wisdom 
of wartime price-fixing. The whole economy, in total war, is necessarily 
dominated by the State, and the complications that would have, to be 
considered would carry us too far beyond the main question with: ‘which 
this book is concerned.” But the same comment could be applied’ to many 
of the problems confronting the state in a period of underemployment, 
problems with which “non-common-sense” economists have been wrestling 
for a couple of decades. 

Mr. Hazlitt might say in rebuttal that the way out of the impasse of- 
underemployment is to release the initiative of enterprise by- removing 


Y 
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. restrictions on the freedom of enterprisers to seek and enjoy profits. But he- 
fails at any point to recognize that the search for profits may itself prove 
restrictive of productive activities, as when the prospective gains from 
combination appear to be greater than those obtainable from competition. 
He has not come to grips with the problems arising out of the unequal 
distribution of economic power, nor with the influence of other factors, such 
as the quest for security, that bear on the formulation of industrial policies. 
The author extols the virtues of a.free price and enterprise system as 
though it were a system that we now have in essence, but have strangled 
. in an enveloping mass of bureaucracy and red tape. But he has not shown 
. that the cutting of the tape would release the full energies of which the 
system is potentially possessed, nor has he undertaken to blueprint the 
changes that would be necessary to establish the system in which he be- 
lieves. 

Mr. Hazlitt has contributed a smoothly written, swiftly moving, and per- 
suasive addition to the contemporary literature of laissez-faire that will, 
. serve to backstop the views of those whose answer to any contemporary 
problem is to do away with government meddling with business. That it 
has elicited laudatory comments from such figures as Louis Bromfield and 
F. A. Hayek will occasion no surprise. Even the “sophisticated” economist 
may find himself agreeing with the author’s analysis and conclusions with 
respect to many specific questions. Nevertheless, the lesson as a whole is 
too easy, and the “common-sense” answers are really answers only because, 
' the basic problems have been oversimplified so much as to divorce them - 
from the complex reality that confronts us today. 

- ARCHIBALD M. Mclsaac 


Princeton University 


The Social Framework of the American Economy: An Introduction to Eco- 
nomics. By J. R. Hicks and A. G. Hart. (New York: Oxford Univ. 
Press, 1945, Pp. xvi, 261. $2.75) 


This admirable little book represents an attempt to provide an introduc- 
tion to economics which will avoid both the Scylla of too precipitous a 
plunge into value theory and the Charybdis of institutional description tak- 
ing the form either of a “dull collection of facts or . . . a.discussion of practi- 


~~ cal policies which may be lively enough, but which it is hard to raise much 


above the intellectual level of political propaganda” (p. xi). Professor Hicks’ 
solution which first appeared in England in 1942 and which Professor Hart 
has ably “translated” for American use, is both interesting and original. It is 
. to introduce the beginner to a kind of “economic anatomy” (pp. 233-34)— . 
the factors and structure of production, the character and composition of 
national income. With this as a base, it is hoped that “economic physiol- 
ogy’’—value and distribution theory—for which a following volume has 


< - been promised (p. xiii), will seem less remote and unreal. 


An introductory chapter discusses the scope of economics, the nature and 
necessity of economic theory, and, most usefully, includes a list of the more 
important sources of the statistical information upon which much of the 
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remaining diasin is based. It may be observed, parenthetically, that; 


familiarity with this chapter alone might have obviated the embarrassing _ 


question which a class of sophomores put to the reviewer approximately a ` 


year ago: What do economists do, anyway? 


The book continues through a discussion of the process of production and. 


the division of the product between consumption and investment, to'a 
provocative account of the factors of production, which are reduced. to 
_ populationand capital. Almost one-half the entire book is then devoted toa 
clear and interesting exposition of the computation of the national income, 
its structure, and the role it plays in economic life. 

The raison d’être of the text has already been indicated. Over and above 


this, however, the book has three distinct merits. It is compact and,within ` 


the limits set for it, coherent and self-contained. It is beautifully organized 
and there is no wastage, so that the discerning reader can see the signifi- 


cance of each part of the economic anatomy to the whole; and no important, 


parts are omitted. 

At the same time, however, the limits set for the book are E E 
There is no fostering of any illusion that all of economics has been surveyed, 
however cursorily. Explicit reference is frequently made to matters that 
have not been discussed and to problems that have not been solved. Many 
of the conventional textbooks now in use attempt to say something about 
every conceivable economic topic, thereby depriving their readers of the 


excitement of realizing that unopened doors, yet to be tried, still lie ahead. ` 


Finally, the book strikes a beautiful balance.between simplicity and sub- 


tlety. It is completely lucid, yet a beginner will not find all of it easy. There . 


are portions he will need to read and re-read, and he will have to think.. 


_ In other words, it leaves the teacher his function. 
GEORGE P. ADAMS, JR: 
Cornell University i ai 


A Preface to Economics. By LESTER V. CHANDLER. (New York: Harper. 
1947. Pp. ix, 289. $2.50.) - 


For some time now, American economists have been keenly aware of the 
need for a major re-examination of the teaching of the basic, introductory 
course in economics. The problem is not one of methods, but of subject 
matter. The close of the war brought to our colleges a more.mature and 
critical student and has further aggravated the problem. To underline the 


gravity of the situation, one need only refer to the files of the American , 


Economic Review during the last half decade. Quoting John M. Clark, “In 
the postwar generation, economic students may rightly insist that. their 
study be focused around the major problems of their own time and- place. 
. The traditional treatment of numerous special problems too often gave 

the student a multitude of trees and no forest. . .. "2+ 
Professor Chandler’s Preface to Economics attempts with a notable meas- 


17. M. Clark, “Educational Functions of Eanomics After the War,” Papers and Proceed- 
ings, Am. Econ. Rev., Vol. XXXIV, No. 1, Pt. 2, Suppl. (Mar., 1944), p. 58. 
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ure of success to supply in part this existing need. Although it should be 
noted that the author allegedly only “seeks to provide background mate- 
rials that will enable the beginning student to understand more quickly and 
appreciate more fully the significance of materials presented by the usual 


texts,” the book does more than supplement the usual material: It attempts - - 


to provide historical.and problematic background for the study of the 
operation of the contemporary economy. 

Many currently used textbooks seem to overlook the fact that the early 
classical economists derived their principles from the economy of their 
day. The writings of the classical economists were studied and taught 
against the practical settings of the then current policy considerations. 
Abstractions of such principles from their historical setting throws but little 
light on the problems of interest to the student of this day. . 

Professor Chandler recreates the framework for classical economics and 
skillfully notes the historical development which resulted in the-present 
framework of the economy. Here then is a new tool to replace the all too 


. usual introductory chapters on “Basic Economic Concepts” or “Human 
` Wants and Limited Means.” With such a preface, the student need not be 
` plunged headlong into a detailed theoretical study of competition or im- ` 
„perfect competition or limited to a description of the more important 


economic institutions with a modicum of historical and statistical data. The 
unfortunate consequence of the use of either a pure theory or of an in- 


 stitutional text is the complete confusion or utter boredom of the student. 


In size, the book is slight. It contains only 285 pages, divided into four- 
` teeh chapters. Opening with several chapters which treat in survey fashion 
` the emergence of the business firm from the technological development of 
- the last century, the author then relates modern production and exchange 
to the economic and technological development since the Industrial Revolu- 
~ tion. 

The author introduces the concept of national output and relates this to 
price and distribution in a capitalist society with special reference to the 
United States. He points out briefly, but lucidly, the areas within which 
the analysis of competitive price is today applicable and the areas in which ` 
it is insufficient. The last chapter is devoted to short descriptions of the 
various fields of economics and the application of the principles discussed 


. in the previous chapters to these fields. 


Mr. Chandler avoids the shortcoming of many a traditional textbook, 
“which, after discussing the organization of the productive unit, plunges 
straightway into the price system—if it does not start out with such a dis- . 
cussion. Chandler also avoids the usual implication that the market place 
regulates itself not only under a competitive system but even under non- 
competitive conditions. Instead, he integrates a depiction of the social 
controls which tend to effect equilibrium in the market place with a discus- 
sion of value. Incidentally, the concept of equilibrium itself is here explained 
with unusual clarity and simplicity. 

The wisdom of the sequence of organization used in the Preface to Eco- 
nomics is, however, open to some question. It appears that a more orderly 
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organization would have been achieved if the author had presented first the 
concept of national income and then the organization of the business firm 
(Chapter IV). If we are to gear the subject matter to the policy problems of 
our day, it may be argued that the national income, which figures so largely 
in contemporaneous discussion of policy problems, should precede the less 
familiar concepts of marginal analysis and form of business organization. 
The analysis of the firm would seem more logically placed adjacent to the 
discussion of the price system. Chapter X, on the function of price and 
competition, might be more effective if it followed the discussion of com- 
petitioniand laissez faire contained in Chapters XII and XUI. Finally, the 
chapter on distribution, Chapter XI, appears to us misplaced in its present 
position, which breaks the continuity from the firm to market to price. 
It might have been better to follow the order common in most textbooks, 
that is, after a discussion of value and price. 

In addition to the matter of arrangement, there is at times an inexact 
use of terms. Moreover, the value of some of the data presented in the book 
is not apparent. The detailed lists of the technological and scientific dis- 
coveries of the last two centuries and the two-page listing of the assets of 
the larger corporations appear to be superfluous for the points the author 
is attempting to make. The space thus consumed could have been more ad- 
vantageously utilized in elaborating the treatment of more significant 
areas. For example, the lack of quantitative data with regard to the discus- 
sion of separation of ownership and control and the distribution of income 

could have been supplied. 

The book, as the author notes in his introduction, is ‘not intended to 
serve as a complete text for an introductory course in economics. It could 
serve most advantageously together with any of the better theoretical texts 
presently used. The acid test of such use will be the reaction of the students 
themselves. We gave some copies of the book to students taking an in- 
troductory course in economics. They are presently assigned a well- 
established textbook. The expression of one of the students is illuminating 
and represented the consensus of the group. “Now,” he said, “I begin to 
understand what it is all about.” It appears that the students derived more 
understanding of “principles” from this slight text than from the volumi- 
nous book from which they had been struggling to abstract economic sense 
for a semester. 

Sar LEVITAN and Lovis SALKEVER 

Associated Colleges of Upper New York 


An Iniroduction io Modern Economics. By VatpEMar CARLSON. (Phila- 
delphia: Blakiston. -1946. Pp. ix, 337. $3.50.) ; 


To all teachers of elementary economics there has come at one time or. 
another, I suppose, a vague feeling or realization of the unreality of their 
subject to the minds of their students, and an awareness of the struggle on 
their students’ parts to visualize and integrate the elements into a broader 
whole. Such was undoubtedly the feeling of Professor Carlson when he 
planned and constructed his book. His frame of reference is commonplace 
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to writers in economics, yet his point of departure is, to say ‘the least, 
unique. That there are virtues as well as defects in this technique should be 
evident. - : 

The broad, general point of view, the integration of the myriad complexi- 
ties of economics with the socio-political aspects of a democracy, the initia- 
tion of the beginner into fiscal policy and compensatory devices at the outset 
(giving him an almost tangible reason for pursuing further his study), the 
treatment of international trade—these are the important virtues one ands 
in this unusual text. 

One notes, however, a number of major deficiencies, particularly the in- 
adequate treatment of price and value and the complete omission of a 
discussion of income distribution. In addition, there are such matters as the 
philosophic approach to, and hence nonspecific treatment of money, credit, 
business cycles, taxation and other topics; the unquestioned acceptance of 
the goal of full employment; and some gross misstatements . . . all of these 
deserve some comment. 

Professor Carlson writes, “Social evaluation must be accepted as funda- 
mental in the determination of prices. . . . ’’ A statement such as this, while 
undoubtedly generally correct, may be quite misleading as an introduction 
to price theory, especially if the reader thinks of such goods as wheat, nuts, . 
bolts or salt instead of neckties. The entire analysis of price is much simpli- 
fied; in fact it is so simple and incomplete that it fails to convey the full 
meaning of even the most elementary price theory. There is no emphasis on 
business decisions, on the different time periods, the attraction of profits. 
The discussion of costs is unconvincing and superficial and, except by im- . 
plication, the concept of profit maximization (where the incremental 
revenue equals the incremental cost) is omitted. The lack of attention given 
to demand and all it involves is unfortunate, as is also the absence of any 
diagrammatic illustration. In addition, the author is guilty of several care- 
less statements: monopoly, he writes, “includes not only a single seller but a 
single buyer.” Although this momentary marriage of monopoly with 
monopsony is modified subsequently, the damage has been done. Again, he 
writes, “During a time of less than capacity operation costs can be reduced 
merely by utilizing portions of the idle plant.” This implication that costs 
per unit may so simply be reduced ignores the logic of diminishing returns 
and is likely to produce unfortunate results. 

There is an interesting and valuable digression on competition as a dis- 
integrating force in our economy. The author has, however, not em- 
phasized that he is comparing competition as an integrator (in theory) with 
competition as a disintegrator (in practice). The result must only be mis- 
leading, especially to beginning students. í 

In his introduction, Carlson says, “Some economists will deplore the 
omission of any formal discussion of distribution.” Certainly nothing need 

‘be added! 

The quasi-philosophic approach to money and credit glosses over many of 
the salient elements of both topics and concentrates upon the broader 
aspects of credit control. Thus, these broader questions of policy (of a 
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` central monetary authority) are brought readily within the range of the 


beginner, yet the beginner has not been equipped with the tools essential 
for a full understanding of the mechanics. There is, for example, no €x- 
planation of the gold standard, its importance or its defects. True, the gold 
standard is in the advanced stages of rigor mortis, yet its thesis is still so 
basic to much of our monetary thinking and activities, including the In- 
ternational Monetary Fund, that the student has been deprived of a most « 
essential element. . 

` The more important theories of business cycles are omitted too. In fact, 
the author’s approach seems to be: we are all aware that we have business 
cycles and we should all believe that the way to mitigate or avoid them is to 
employ broad fiscal (spending) policies. And his interest in these policies of 
public finance is such that he gives no attention to the criterion of taxation 
or to an evaluation of the effects of various forms of taxation. Perhaps the 


- most fallacious single statement of the entire volume occurs in the discus- 


sion of fiscal policy. Carlson discusses Ford’s changeover from the model T 


‘to the model A in 1927 and concludes that “the diminution of purchasing ' 


power caused by the Ford action was the leading reason for the business 
recession experienced in that year.” Carlson apparently believes the Ford 
organization was completely idle during the changeover, for he ignores the 
effects of Ford’s vast capital expenditures completed during. this same 
period. 

There seems to be an undue emphasis on full employment merely for the 
sake of full employment. The uncritical acceptance of this all-too-glittering 
goal, with no inquiry into its efficiency results is unfortunate. Carlson might 
at least have pointed out that he assumes the goal of a maximum total fow 
of goods and services will be attained when the economy reaches “full em--' 
ployment.” 

One final point requires attention. Portions of the text read like portions 
of a primer of political economy. This is, of course, most satisfactory, but it 
is accomplished at the expense of some of the more salient components of 
elementary economics. Eight full pages (and more) are devoted to a con- 
sideration of Marxism and its implications (and one brief paragraph to- 
elasticity of demand!!), and there is considerable emphasis and reemphasis 
upon: classes and the “inevitable” struggles of the bourgeoisie and the 
proletariat. Pedagogically, this treatment is extremely likely to impart an 
unfortunate bias in the minds of elementary students of the subject. I 
hasten to add that I would not shelter anyone from exposure to these 
matters; I merely criticize the unbalance in Carlson’s treatment and em-. 
phasis. It seems also that his.discussion of the labor problem and unions 
suffers unnecessarily from this background. 

The loss entailed in the sacrifice of directness and specific detail in this 
treatment of modern economics is, upon balance, much more than a match © 
for the gains of the general, broader point of view. I feel that many will © 
prefer not to use this book as a text, although many others will find it use- 
ful to refer to occasional chapters for background. Specifically, the chapters 
dealing with full employment and fiscal policy, the one on the theory and 
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practice of competition, that on population problems and another on the 
principles of interregional trade, would make for excellent supplementary 
reading in the “typical”? elementary course. Professor Carlson has blazed 
: the way in his new approach to modern economics; I believe we shall 
shortly see others following his trail. . 
Merton W. ERTELL 
The University of Buffalo 


Elements of Economics. By EDMUND WHITTAKER (New York: Longmans, 
Green. 1946. Pp. xvii, 393. $3.50.) : 


The appearance of a four-hundred page elementary textbook at a time 
in which most new and revised texts seem to approach (if not exceed) one 
thousand pages, is agreeable and refreshing, so much so, in fact, that the 
reader may unintentionally find himself anticipating as complete a topical 
coverage as he would expect from a text designed for more than a one- 
semester course. This very lack of completeness and directness is the most 
serious defect in a book otherwise carefully planned and interestingly and, 
well written. 

Professor Whittaker’s style is good; he has included a surprising amount 


` of material and has presented it in an engaging manner. Generally, he de- 


velops most of his topics more simply than do authors of other elementary 
texts. In certain areas, such as the comments which qualify the goal of 
profit maximization, the presentation of the incidence of taxation, the in- 
troduction to interest and the survey of comparative costs, his treatment is 
unusually good. These merits seem, unfortunately, insufficient to elevate 
the book to a place of prominence among the twenty-odd elementary texts 
currently in use. 

The reader notes several significant omissions and several significant 
weaknesses. Among the omissions are such topics as the consideration of 
the more important theories of the business cycle, a discussion of the 
regulation of business combinations, a description of the International 
Monetary Fund and World Bank, an evaluation of specific devices of 
governmental fiscal policy, and a general survey of the contemporary prob- 
lems faced by the American’ economy. Among the weaknesses are the 
presentation of price (value) theory and the analysis of contemporary labor 
problems. It is, of course, impossible to know reasons (other than the desire 
for brevity) for these omissions and scant coverages; even though the 
reasons are valid, the omissions do detract from the book. 

After presenting the framework of economics simply and interestingly 
in his first chapters, the author plunges immediately into a consideration of 
demand, supply and price. This seems to have caused considerable difficulty 
and to have entailed a loss of continuity, for the analysis of price had 

-promptly to be interrupted to insert a section on markets and later on to 
insert a section on business organization and corporation finance, and the 
discussion of money and credit which facilitate exchange had to be post- 
poned until the latter part of the book. The advantage of beginning an ele- , 
mentary text with price theory is debatable, for there do seem to be certain 
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preliminaries which logically and perhaps even. sequentially ought to . 
precede, 

In addition to this general observation, there are certain aa 
errors and procedural inconsistencies which should be mentioned. Profes- 
sor Whittaker begins his price analysis directly with market equilibrium 
without giving the reader any background to explain what demand and - 
supply are! (Ten or more pages later a very good, though brief, discussion of ` 
demand is given.) The reader is advised that the equilibrium price is that at 
which demand equals supply; thus he is unable to distinguish correctly - 
between “demand” as a series of amounts at various prices and “effective 
demand” as the amount taken at a price. Throughout an entire chapter 
which is devoted to the utility approach to demand, the impression is given 
the reader that utility is quantifiable and measurable, an impression which 
is not reformed until (perhaps) too late. Then, in introducing the concept 
of profit maximization in terms of marginal cost and marginal revenue, the 
author fails to ‘‘prove” the concept, and in fact some of his illustrations in- 
dicate something quite the opposite. There are discussions of short and long 
periods without any indication of specific meanings attributable thereto, 
and although much emphasis is wisely given to business decisions, there is . 
only slight attention devoted to comparisons of the competitive positions 
of individual firms. Instead of building his price theory around (say) pure 
competition, monopoly, monopolistic competition and variants, Whittaker 
has superimposed them almost as afterthoughts. 

The five chapters devoted to income distribution contain certain points 
which are questionable. Despite the considerable effort to explain marginal 
productivity in simple terms, the “net” aspect of marginal net revenue 
productivity is not emphasized, nor is the essential difference between 
marginal net revenue productivity under purely competitive and monopo- 
listic conditions brought out. In the discussion of rent, economic rent and 
contractual or business rent are confused. The discussion of interest might 
have been simplified greatly if the term “capital” (which has so many 
possible meanings) had been abandoned in tovor of another term such as 
“loanable funds.” 

The analysis of money is weakened by the omission of an adequate de- 
scription of the present monetary system of the United States, particularly 
with reference to what many consider its “mixed up” nature. And the credit 
discussion is similarly weakened by the inadequate analysis of how com- 
mercial banks create and maintain demand deposits which circulate as 
media of payment, and by the lack of emphasis on the importance of excess 
reserves in the process of credit expansion. In the discussion of international 
trade, no satisfactory attempt seems to have been made to present the basic 
economic arguments for free trade in refutation of the protectionist argu- 
ments. 

Although one should not expect the same completeness and detail from a 
text designed to serve the purpose which Professor Whittaker intended and 
a text which has a broader goal, it is almost impossible to prevent a knowl- 
edge of the latter from influencing the evaluation of the former. As the basis 


get 
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for a brief, general study of economics, Professor Whittaker’ s book: would 


seém to serve adequately. However, as the basis for a more complete course | 
i (more than a single semester), I fear that it presents too iii serious short- . 


comings. 
"MERTON W. ERTELL 
T he U niversity i Buffalo S 


Beyond Supply and Demand—A Reappraisal ‘of Institutional Economics. By 
“s Jonn S. Games, (New York:.Columbia Univ. Press. 1946. Pp. xi, 105. 
$1.60.) 


“This is a book about thé theories of‘ Thorstein Veblen and of other _ 


- economists who have been inspired by his work,” that is, the institutional- 

`. ists. The author distinguishes the institutionalists from the “standard” 
theorists by their differences on two principles. Institutionalists accept the 
principle of coercion or aggression as the dominant theme of economics 
rather than competition. This leads to corollary differences between the two 
schools so that the institutionalist: 

(1), Denies the automatic organization of economic society; 

(2) Regards money as the nucleus of complex forms of human bebavior 

. rather than-as a unit of calculation; 

(3) Distinguishes -between the nature of pecuniary and industrial em- 
ployments—the jobs of making money and making goods; 

(4) Emphasizes the evolutionary or institutional factor, that is, that 
politics may determine economics through a change in institutions, whereas 
standard theorists regard government interference in economics as perverse. 

` A second identifying principle of the institutionalists js the general ac- 
ceptance of the doctrine of organic unity, the Gestalt theory that the whole 
determines the parts. 

The author divides the institutionalists into two groups, the first of which 
includes Veblen and the second, all the others, the neo-Veblenians. He men- 

. tions Commons, Mitchell -and Hamilton as leaders in the field and makes 
‘incidental reference to a few others, but he makes no effort to distinguish 
specific economists or specific parts of their work as being institutional or 
standard. 

The institutionalists are shown to have neglected theory and their 
theoretical progress since Veblen amounts to little. Institutionalists have 
been devoted to-specialized monographic work and participation in public 


policy formation. This work has been very valuable to the community in’ 


the depression, the war, and reconstruction but “one is almost tempted to. 


say that most of:the contributions to economics made by institutionalists 
add up to high-grade clerical work.” Meanwhile, Keynes by restating 
standard theory so that it comes to grips with involuntary unemployment 
has attracted the young, eager students who might have been attracted to 
Veblen. The author concludes that institutional economics is run-down at 
the heels. 

Now, he thinks, is the time for institutionalists to see their larger mission 
and “to develop a useful economic theory; free from egocentrism, of the 
relative view, and tending instead towards general validity.” The author 
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believes that RNR holds the key to the niy of economics and 
that the institutionalists by studying the latest findings of psychology could 


lay the foundation for a valid general theory adequate to deal with the i 
economic problems of these troubled times. 


A fundamental question that the author does not discuss is whether the `’ 


standard theorists would not be better able to erect the theory of general 
validity, once having recognized the true psychological nature of human 
behavior. Admittedly the standard theorists have done a better job in re- | 
taining the skills of theorizing. by constant practice in the last quarter 
century. All they lack is the proper psychological foundation for the theory. 
Why can they not recognize and use the two principles of the institu- 
tionalists, the dominance of coercion and the doctrine of organic unity, - 
which the author believes are amply confirmed by the psychologists? 

The answer is probably that psychology will never advance to the point 
where these principles can be scientifically demonstrated as truth. The most 
that can be expected is that they be treated as dogma. Thus there could be 
two schools, those who believe the dogma (the institutionalists) and those 
who deny it (the standard theorists). It would still be necessary for the 
institutionalists to erect a structure on their foundation to be recognized as 
a school on an equal footing with standard types of theory. 

Many institutionalists, perhaps the majority, will quarrel with the author 
for tying them directly and exclusively to Veblen. The greater part of the 
work of the institutionalists on monographs and on public policy can be 
better tied to the theories of Commons than to the theories of Veblen. As a 
_ practical measure they are more interested in the immediate attenuation of 

conflict of Commons than the Utopian goals of Veblen. 
` The system of Commons deserves treatment in any reappraisal of i in- 
stitutional economics. Is the system that emphasizes the legal and govern- 
mental foundations of economics as seedy today as the Veblen system? 
Doesn’t recent experience indicate that further progress is possible in the 
' day-to-day application of Commons’ teachings to economic problems? Can 
the author’s charge that “since there has been no adequate philosophy 
among economists, there has been no adequate psychology” be leveled 
against the Commons group, since they make rather large use of John - 
Dewey in the capacities of philosopher and psychologist? 

My experience as a graduate student at Wisconsin in the years 1937-39 
leaves the impression that the Wisconsin group would fare no better than 
the neo-Veblenians on the question of how well they have maintained an 
interest in the theoretical and broader aspects-of institutional economics. 
My fellow students were far more interested in Keynes than Commons, 
partly because the faculty placed more emphasis on a knowledge of the 
standard theories in the “prelims” and partly because the students felt 
Keynes’ work had more direct application than Commons’ to the problems 
of economic stagnation. But perhaps more important, with the retirement of 
Commons from the faculty there was no one left who was interested in 

‘developing the broader view of the field. Many disciples remained but 
each had withdrawn into his speciality. 

The author calls for institutionalists to undertake two short-run tasks: 


i 
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first, to rewrite Veblen and secondly, to write a comprehensive treatise on 
money. Neither will do much to forward the higher goal òf a general theory. 
Economists capable of working on the general theory are capable of under- 
standing Veblen in the original. Money has been so broadly treated by 
standard and institutional economists in the past twenty years that an 
institutional view at this time would add little in the way of a fresh ap- 
proach. 

This is a thin book of the “call-for-action” type. It might better have 
` þeen a thick book with fuller consideration of this large and important 
group of economists, but the author has hit at the primary problem of the 
institutionalists. It is one thing to call for action and another to produce a 
new Veblen or Commons. More encouraging is to view the book as a symp- 
tom of reaction by the institutionalists to the dominance over economic 
thought enjoyed by the Keynesian “standard” theorists. This book may be 
a sign of further work in this field. 
Wr F. KENNEDY 

University of California, Santa Barbara College 


National Economies 


Gosudarsteenny Byudzhet SSSR. (The State Budget of the U.S.S.R.) By 
N. N. Rovuysx1. (Moscow: Gosfinizdat. 1944. Pp. 385. 21 rubles.) 


Second only to the overall economic plan, the budget of the U.S.S.R. 
serves as a basic instrument for regulation of the Soviet economy and the 
attainment of efficient utilization of available resources. The-Soviet budget, 
in fact, is really the summation of the national financial plan which parallels 
the basic economic plan (expressed mainly in physical and constant ruble 
terms) and helps enforce ‘‘control by the ruble” as a means of insuring 
economic operation and use of resources. 

The volume reviewed here was prepared as a text for courses in Budget 
Planning and Finance in the Soviet Institute of Finance and Economics. 
Designed to help train financial and economic planners, the book considers 
the Soviet budget from a very general point of view, paying a good deal.of 
attention to the reciprocal relationships between the budget and economic 
activity in different parts of the economy, as well as to the purely admin- 
istrative aspects of budgetary planning, composition and execution. 

All parts of this volume will serve as useful and informative reading for 
‘foreign students of the Soviet economy since Dr. Rovinski presents much 
material that is hard to get outside the U.S.S.R. because it is scattered 
among a number of relatively inaccessible specialized volumes. It should be 
noted that this volume is one of the most readily available of recent Soviet 
economic publications in this country, copies being available not only in ` 
New York and Washington, but also at Harvard, Syracuse and a number of 
other university libraries. Parts I, II, and V are probably the most impor- 
‘tant sections and are discussed briefly below. 

In Part I, Dr. Rovinski outlines the general structure of the Soviet budget, 
conceived of as the totality of the budgets of all governmental units. He 
presents a good deal of interesting information on the relationships between 
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the all-union, republic (R.S.F.S.R., Ukraine, etc.), and local budgets, both 
as regards expenditures (whose pattern is determined by the different 
functions of each governmental unit) and as regards the division of tax 
income, the largest part of which for all budgets comes from the national 
turnover (sales) and profits taxes. In the division of tax income between 
different levels of government, an effort .is made to have the share of re- 
public and local budgets depend to a substantial extent upon the success of 
enterprises located within their borders. By this means, the Soviet planners 
seek to ensure the cooperation of authorities below the all-union level in the 
effort to maximize output, 

Part II treats the relationship between the planning of government ex- 
penditures and operation of enterprises subject to economic accountability 
(khozraschot). The core of this relationship is the fact that these organiza- 
tions (industrial plants, retail stores, etc.) are both major sources of revenue 
as collectors of the turnover tax and earners of profits from which the 
profits tax is taken, and recipients of government funds in the form of sub- 
sidies, if necessary, as well asin the form of investments for increasing work- 
ing and fixed capital. To clarify this reciprocal relationship, Dr. Rovinski 
gives a detailed discussion of the financial planning and management of 
khosraschot enterprises. Particularly interesting is his discussion of how 
present and future profits are estimated as guides to economic planning. 
This section provides a good deal of insight into Soviet accounting and 
planning practice, and helps make very concrete the notion of khozrachot, 
as it actually operates in the Soviet economy. 

In Part V, Dr. Rovinski gives a detailed picture of the actual execution 
of the Soviet budgets, indicating not only the institutions involved in the 
mechanism of revenue collection and expenditure, but also the Soviet 
procedure for continuous check upon the fulfillment of the budgetary plans. 
The system of credits through which budget allocations are made available 
to different branches of the Soviet economy is discussed in full detail, both 
from the point of view of the banking system which extends credits and 
from the point of view of the major economic organs (ministries) which have 
discretionary powers over the.allocation of funds assigned them. The role of 
the Ministry of Finance in supervising the execution of the budget is made __ 
clear in a fashion which indicates that this ministry ranks with the Gosplan 
as a major instrument for state control of the Soviet economy. : 

In view of the illuminating picture of the Soviet financial system pre- 
sented in this volume, it is to be regretted that its contents are available 
only to those who can read the Russian language. It is to be hoped that the 
time is not far distant when means will become available to permit the 
publication in English of this and other basic Soviet studies. 

HARRY Scewanrz 

Syracuse University 


Asia Between Two World Wars. Vol. I, Proceedings of the Graduate Seminar 
on Economic Problems of Modern Asia. By J. E. Normano. (New York: 
Tranian Inst. and School of Asiatic Stud. 1944. Pp. xi, 89. $2.00.) 

The late Dr. Normano described this brief study as “an interpretation” 
in which he would endeavor to place “facts and ideas into a somewhat fresh 
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pattern.” Most attention is given to developments in China, Japan, Asiatic 


', . Russia and India, although there are references to other areas in the Near 


and Far East. The author discusses the economic “process”? and its “forms” 
before considering what he terms the “moving frontier” and industrializa- 
tion in Asia. He then describes the conflict of economic ideologies taking 
place in Asian countries, and influences that work toward “a synthesis” 
rather than the adoption of a particular form such as private capitalism. 
Throughout the volume factual and descriptive materials are used only 
illustratively. 

‘Asia Between Two World Wars, in the reviewer’s judgment, is interesting 
chiefly for its discussion of ideological conflicts in the rapidly changing econ- 
omies of the East. The author describes the resistance in eastern countries 
to laissez-faire capitalism, stemming from traditional economic forms and | 
from such cultural mores as family, caste, and clan. Similarly, while the 

“Soviet experiment is influential, it encounters serious cultural opposition. 

In Normano’s view, China and India, for example, will attempt neither 

a capitalistic nor a Soviet type of economy. “Asia not only resents rugged 
individualism, but objects at the same time to the full suppression of the 
individual by the state.” The alleged “individualism” of the Chinese does 
not exalt the significance of the person as such, but rather, stresses the 
' family, local government by family heads, and the guild form of associated 
activity. India, similarly, has communal tendencies antithetical both to 
western capitalism and to an all-powerful state. “Asia’s vision is the ‘in- 
dividual in the collective’.” 

‘Japan i is discussed in a separate section in which Dr. Normano concludes 
that it is incorrect to regard the economy of modern Japan as capitalistic. 
He views the Japanese economy as a “combination of social feudalism and 
technological industrialization.” He refers approvingly to Admiral Mahan’s 
statement in 1900 that Japan, in exception to the Asiatic mainland, had 
become Teutonized. Normano does not, however, discuss whether the de- 
velopment of China or other eastern countries will result in a synthesis 
resembling that of Japan. 

The discussion of the frontier movement and industrialization in eastern 
countries contains interesting references to particular developments, ard is 
sprinkled with quotations. However, the materials are poorly organized, 
and the reader is provided little analysis. 

Joun D. SUMNER 
. University of Buffalo 


Economic Systems; Postwar Planning 


Scientific Man vs. Power Politics. By Hans J. MorcenrHav. (Chicago: 
Univ. of Chicago Press. 1946. Pp. vii, 245. $3.00.) 


The purpose of this oddly titled and ambitious volume is to demonstrate 
that “the belief in the power of science to solve all problems and, more 
particularly, all political problems which confront man in the modern agè” 
typifies “a general decay in the political thinking of the Western World.” 
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The author easiness to show “why this belief i in the redeeming powers of 
science is misplaced, to point to the elements of philosophic and political 


thought from which this belief has arisen and in which it manifests itself, - 


and, finally, to indicate those intellectual and moral faculties of man to 
which alone the problems of the social world will yield.” 

The argument of Professor Morgenthau can be briefly summarized. From 
the seventeenth century to the present, rationalism has represented an in- 


` creasingly powerful current in Western thought. Dazzled by the success of | 


the natural scientists in solving problems of the physical world, we have 
fallen victim to the delusion that “science is able, at least potentially, to 
solve all the problems of man.” “Whatever else may separate the White 
House from the Kremlin, liberals from conservatives, all,” says the author, 
“share the belief that if not now, at least a politics can a be replaced 
by science, however differently defined.” 

The “dogmatic scientism of our age” has produced “intellectual confusion, 
moral blindness, and political decay.” It has “misunderstood the nature of 
man, the nature of the social world, and the nature of reason itself.” In as- 


suming that the world is governed by laws which are accessible to human | 
reason, it ignores the infinitely intricate and complex character of social . . 


phenomena; it seeks to minister to the ills of the body politic with over- 
simplified panaceas which are doomed to defeat and frustration. ‘‘Politics,” 
the author tells us, “is an art and not a science.” An understanding of 
political problems must start with the assumption that politics is rooted in 
the lust for power which is common to all men. To eliminate it is beyond the 
ability of any political philosophy or system. “What is required for its 
mastery is not the rationality of the engineer but the wisdom and moral 
strength of the statesman., We must beware of the social reformer, the 
planner, the expert, the braintruster, and all the apostles of pseudo- 


~ 


scientific nostrums. The basic political problem in every societyfrevolves - 


around the distribution of power, and that problem “‘can be solved only by 
political decision and not by scientific devices.” “There is no escape from 
the evil of power.” Let us then entrust our tragic destinies to statesmen 
who have the wisdom and insight to recognize the lesser evil, who can 
“gauge accurately the distribution and relative strength of opposing forces” 


and who can “however tentatively, anticipate the emerging pattern of new’ 


constellations.” ““The achievement of the wisdom by which insecurity is un- 


derstood and sometimes mastered is the fulfillment of human possibilities.” 


Despite eloquent passages and robust.controversial writing of a high 
: order, this volume leaves the impression, in Mr. Justice Holmes’ phrase, of 


“churning the void to make cheese.” Naive.rationalists, if there are any _ 


left, should find the book a healthy irritant. But this reviewer cannot escape 
the ‘feeling that the author is beating a dead horse, and that the very war of 
words upon which he has embarked has led him in the direction of exaggera- 
tion and overstatement. “The limitless character of the lust for power,” 
upon which he constructs his psychology and politics suggests the very 
kind of rational simplism against which he is constantly inveighing. Politics 
is a struggle for power, but it is also more than that. The reconciliation and 
adjustment of the conflicting interests and ambitions of individuals and 
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‘groups in both the national and international community are the very es- 

sence of the political process. It is in this area that the really difficult prob- 
lems of coping with the irrationalities and bewildering complexities of the 
social world present themselves in their most challenging form. To pre- 
scribe, as Professor Morgenthau does, the wisdom and the intuition of the 
statesman in meeting these challenges and to drop the matter there, hardly 
_ carries us very far. In fairness to Professor Morgenthau, it should be re- 
corded that his self-proclaimed object was to “picture the disease,” and not 
to “cure it.” If the dominant impression which one carries away from this 
book is that of a tangential crusade in which straw men are vigorously 
demolished, the explanation may be that Professor Morgenthau attributes 
rather more innocence to his professional antagonists than can properly be 
credited to them. : 
MERLE Fatnsop 
Harvard University 


National Income and Product; Income Distribution; 
Consumption Statistics 


Studies in Income and Wealth. Vol. 8. By Conf. on Research in Income and 
Wealth. (New York: Nat. Bur. of Econ. Research. 1946. Pp. xiv, 297. 
$3.00.) 


The proceedings of the Conference on Research in Income and Wealth 
provide an interesting reflection of the changes in the center of interest 
among those working in the field. In the first two volumes, embodying the 
results of the meetings of 1936, 1937 and 1938, methodological articles pre- |. 
’ dominated. In Volumes III to VU, the main emphasis was on empirical 
material and problems relating to the national income of the United States. 
Volume VIII, containing the papers presented to the Conference meeting of 
April, 1944—unfortunately without a summary of the discussions—is a 
mixture with, however, more emphasis on international aspects than any 
preceding volume. Of its eleven articles, three continue the discussions on 
methods (Taxes, Government Expenditures, and National Income by 
Haberler and Hagen; The Construction of National Income Tables and 
International Comparisons of National Incomes by Liu and Fong; Measure-- 
ing National Consumption by Fabricant); three deal with various aspects 
of the estimation of the national income of the United States (Family In- 
come and the Income Tax Base by Hart and Lieblein; Estimated Income 
Distribution in Three Surveys of Consumer Requirements by Noyes and , 
Hilgard; Method of Estimating the Distribution of Civilian Money Income 
in 1942 by Potter and Rosenblatt); three describe national income estimates 
for individual foreign countries (Germany by Doblin; Soviet Russia by 
Studenski; Northern Rhodesia, as an example of a primitive colonial area, 
by Deane); and two apply national income data to explore problems in 
international economics, the one in qualitative terms (National Income as 
a Determinant of International Policy by Smithies) and the other on a 
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quantitative basis (International Industrialization and Per Capita Income 
by Bean). l 
The paper by Haberler and Hagen covers ground that during the last 
decade has probably been the fávorite subject of debate among national 
income specialists—the treatment of government revenue and expenditure. 
Tbe analysis, however, is more complete and- more systematic than the 
' previous discussions and contains a good deal of new argument, though 
generally following prevailing opinion, particularly the approach taken by 
Hicks (Economica, May, 1940). Among the innovations is the consistent ap- 
plication of a test of invariance ‘‘which requires that the measure of real 
(i.e., deflated) national income should be invariant to all purely institu- 
tional, monetary and price changes.” The far-reaching implications of this 
test for many national income problems are not explored in this article— - 
- and this is not necessary for its purpose—but the authors use the test effec- 
tively in settling several controversial questions in the treatment of the’ 
government’s contribution to the national income. Starting with the defini- .. 
tion of the government’s contribution to national income as the money 
value of the government’s final output, there are two main questions to be 
settled. First, the determination of what is final output, which necessitates a 
-, decision as to what is to be excluded as transfer payments and as inter- 
mediary output; and secondly, how final output is to be valued. On these 
' much debated controversies the authors take the following position: They 
choose payments by the government to factors of production as the basis 
of valuation in preference to tax receipts. They decide that government 
interest outlays should be included in national income only in so far as they 
constitute payment for current use of physical capital and hence exclude 
interest on the federal debt as a transfer payment. They come out for the 
distribution of government payments between intermediate and final prod- 
ucts on a case-by-case basis, the decision depending upon the nature of the 
government service rendered, though they advise dropping this distinction 
in international comparisons because of the difficulties of allocation. War 
expenditure is to be regarded as a category of its own, akin to consumption 
and hence is to be included in national income. Some of the ground gone over 
by Haberler and Hagen is also covered, although in less detail, by Liu who 
` generally comes up with the same conclusions. The difficulties of fitting the - 
government contribution into a calculation of real national income through 
deflation of the original values are recognized. However, only an admittedly 
unsatisfactory compromise is proposed, namely, to deflate by “an index of 
the ‘price’ of government output derived by adjusting an index of the prices 
of privately-produced services believed comparable for differences between 
the movement of public and private wage and interest rates.” 

Smithies deals in interesting fashion with the use of national income fig- 
ures in connection with three problems: (1) the determination of the con- 
tribution of member countries to international organizations; (2) the settle- 
ment of lend-lease debts; and (3) the setting of reparations. 

In the matter of contributions, Smithies concludes that the amounts to be 
levied domestically should be proportional to each country’s supernumerary 
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income, which is determined, at least for wealthier countries, as the income 
exceeding the level at which savings become zero. The additional problem - 
created by the need of transferring the contributions into an international 
currency, in practice generally the more difficult matter, is specifically ex- 
cluded from the discussion. Smithies’ suggestions even though open to many 
objections, are of particular interest in view of the recent difficulties en- 
countered by the United Nations Organization in trying to assess one-half 
of total contributions on the United States. . 

The solution proposed in the settlement of lend-lease debts is rather in- 
conclusive, and possibly cannot avoid being so. Smithies takes as the cri- 
terion whether the countries involved maximized their war effort, which 
means whether the ratio of war expenditures to national income reached 
50 to 60 per cent, the level which in practice has been found to be associated 
with the maximum sustained effort of any belligerent in World War II. 
This test probably means that if the debtor country did reach such a level 
of war expenditures, there should be no payment for lend-lease supplies 
consumed during the war, leaving open the question of how to settle for . 
` lend-lease goods in existence or delivered after the war. 

The discussion of the reparations question shows more clearly than the 
rest of the article that Smithies’ contribution was written nearly three years 
ago. It is still mainly concerned with the problems as they presented them- 
selves after World War I. There is no discussion of capital or labor repara- 
tions which present most of the difficulties we are now struggling with. The 
concrete part of the discussion is mostly concerned with Germany. The con- 
clusions here are'that the amount demanded as reparations will have to be 
a compromise between the maximum that can be squeezed out of the coun- 
try and the amount which will maximize the chance of democratic govern- 
ment in Germany; that reparations should be low during the period of re- 
construction and thereafter should be set at a constant or decreasing’ 
figure; and that they should be stipulated in commodities. 

For many readers, Bean’s paper on the relation between industrialization 
and national income will be the most interesting part of the volume, par- 
ticularly for those who enjoy’ broad vistas. The observation that in any . - 
country income per head is higher in industry, and most other occupations, 
than in agriculture is, of course, not new; nor is the one that predominantly 

, industrial countries have a higher income per head than countries that are 
predominantly agricultural. Bean’s contribution is to go beyond these gen- 
eralities, but he would be the first to admit that all his paper could do was to 
indicate a vast field for research and to take the first steps toward a thorough 
exploration of the ground, 

Bean uses two main sets of data, first, Colin Clark’s figures for thirty-five 
countries on the proportion of the labor force engaged in agriculture and per 
capita national income in 1925-34; and second, the proportion of the labor 
force in primary, secondary and tertiary occupations and the per head na- 
tional income in 1939 in the forty-eight states of the United States. The 

_ correlations are shown only graphically and no numerical values of the 
_ equations are given. In all cases it is found that national income goes up 
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first place. Serious studies of the distribution of income would be based on 
analyses of that distribution and that income; but there are practically no 
data on income and no more on wages, interest, rent and profit. This would 
not matter, of course, if only the articles had been written with the data in 
mind. Unfortunately they give no such impression. 

A second difficulty is that some of the writers seem to overlook what i is 
being distributed. The editors properly introduce the selection with two 
articles on the national income but, with rare exceptions, the others are 
written without reference to the pie that is being cut up. Wages are studied 
more or less in a vacuum; not only is the analysis well sheltered from a 
knowledge of any institutional factors; it is also free of any connection 
with national income theory. In some degree this is also true of the other 
aspects of the distribution problem. Or, to put this differently, the methods 
of analysis suitable for microscopic studies are carried over and applied 
to macroscopic problems. An attempt is made to treat wage determination 
with an analytical tool devised for the economics of the firm. Modern econ- 
omists do not explain the general price level by reference to marginal costs 
and the degree of monopoly alone: they recognize that other determinants 
are required—specifically those dealing with aggregate demand. It is no 
more reasonable to discuss the general wage level without reference to the 
determinants of the level of employment. The theory of distribution will 
gain significance when it is integrated with the theory of the national in- 
come. Meanwhile it remains as the weakest section of economics: and inci- 
dentally perhaps the oldest. 

But the book as noted has very great merit. The articles selected are 
often the ones that an economist would like to have at hand. They are also 
in many cases suitable for assignment to students. A valuable bibliography 
is appended. The only regret is that the economist has relatively so little 
to offer on the subject at this stage. 

Lorie TaRsHis 

Stanford University 


Business Cycles and Fluctuations 


The Economics of Disturbance. By Davo McCorp Wricut. (New York: 
Macmillan. 1947. Pp. ix, 115. $2.50.) 


Professor Wright’s purpose is to discover the basic cause of disturbance 
in an economy that is assumed to be responsive to the desires of consumers 
and is expected to achieve other values than mere stability. 

If we begin with the problem of why ex ante prices tend at times to get 
too high in relation to disposable. income, attention is at once directed to 
such alleged obstructions to orderly development as the following: hoarding; 
saving, in any amount or at an improper rate; repayment of bank loans 
(leading to credit contraction); sellers’ policies of including in demanded ~ 
prices, before the income to cover them has been distributed, such costs 
as profits, interest, and depreciation charges. 
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After analysis; however, it is concluded that these difficulties either could 
be surmounted by the adoption of liberal monetary policies, or would not 
exist in a continuing stationary economy. The thesis thus emerges that it is 
growth itself which generates the fundamental (uncorrectable) disturbances. 
. The course of progtess cannot always be smooth. s 

On the monetary side resources for growth in the tool-making (capital 
goods) industries are provided by savings. What is there to insure that (ex 
- ante) savings will get adjusted to an ideal volume of investment? The fol- 
lowing sets of possibilities are among those examined. 

1. The economy, at all times, has the ability to absorb any amount of 
capital’ It- would have such power if new wants and new techniques are 
_ substituted for the old in sufficient volume. 

2. The social mechanism contains a regulator that automatically adjusts 
savings accurately to investment requirements. 

3. The planning agencies, whoever they may be, scattered or centralized, 
are able to predict changes in wants with precision by such methods as in- 
ferring from aggregate income and. its component items. 

Thé reader will note that these conditions pertain rather more to equi- 
librating than to optimum results. It is one thing to prevent (ex ante) 
savings from going to waste. It is quite another matter, however, to get the 
degree of capital investment that would be adjudged ideal by the applica- 
tion of some other standard of reference. But in the author’s opinion we are 
not even justified in holding optimistic opinion, about results in an unbut- 
tressed economy even from the point of view solely of the narrower cri- 
terion. There will be constant fluctuations in the capital requirements of 
the economy, and it is too much to expect that intended savings will adjust 
themselves in rough accordance. The growth of income always brings with 
it new demands to be satisfied, but, in the short run, the response of con- 
sumers to rising income tends to be delayed. As for the automatic regulator 
that the classical economists thought they had discovered in the interest 
rate, modern theory has torn to pieces the doctrine that the rate iapases 
the proper control over the disposition to save. 

May it not be, however, that an enterprise economy can be made toler- ° 
able by the deliberate use of hitherto neglected devices of regulation? One 
suggestion of this ilk is that the rate of spending, t.e., the velocity of circu- 

„lation of the currency, be controlled by such devices as taxing idle bank 
deposits and stamping common currency. In the author’s opinion the use 
` of such controls to ameliorate the general situation might create serious 
_ maladjustments in particular sectors of the economy. Forced spending 
would tend-to create artificial prices, perhaps, in the stock market. Policies 
of “coaxing,” as distinguished from “forcing” idle funds into use on occa- 
sions of slack, on the other hand, by subduing price and wage rigidities, 
cannot always be expected to be sufficiently powerful. From all this the 
further conclusion emerges that about all we can hope for under capitalism 
is to assure reasonably tolerable conditions with the aid of state-directed 
compensatory spending. 
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But doesn’t this conclusion amount to a confession that private capital- 
ism is moribund? If it isn’t, why should it require so powerful a crutch? In 
reply, the author argues that there would be conflicting demands, even 
under socialism. The exercise of authority to ration the flow of consumers’ 
goods or to restrict employment in the tool-making industries, in the 
interests of stability, would amount to a denial of legitimate consumers’ 
aspirations in particular situations. Like capitalism, if it is to meet the same 
tests, socialism also would have to rely heavily upon spa se ria spend- 
ing. “Given slack in the productive system” (p. '76), . . . “intensely felt 
desire for certain durable goods, and 4 wish to give the consumer what he 
wants when he wants it, and Lord Beveridge himself with the aid of all ' 
H.M. Army, Navy and Marines could not stabilize the construction indus- 
try.” The basic difficulty besetting capitalism is not its “many headed con- 
trol of industry” but rather the growth-produced strain on its powers of 
adaptation. 

Professor Wright’s findings represent a charmingly brief synthesis of well- 
known model-derived analyses of the determinants of output buttressed by 
some “model” explorations of his own. The reader’s appraisal of the validity 
of his theme will necessarily depend upon his estimate of the care that is 
employed to avoid the well-known pitfalls of this method. No one would ` 
deny, of course, the indispensability in.the social sciences of the device of 
consecutive building up from simple and assumed premises. Mental abstrac- , 
tion is our substitute for physical isolation of complicating data. But it is 
highly necessary, also, never to forget the limitations of the abstract syn- 
thetic method. It is always possible that similar results may develop in 
dissimilar ways, so that conclusions, though logical, are not relevant. Of 
more importance, however, is the fact that the grant of complete discretion 
to the thinker in respect to the setting-up of (perhaps quite wild) assump- 
tions clutters up the literature with such a mass of highly conditioned find- 
ings as to impose an unintended bias on the layman. 

Since Foster and Catching, particularly, such syntheses have generally 
been set up in such a way as to carry the presumption that the probabilities 
are all against the occurrence of the reasonably satisfactory. There simply 
appear to be far more cases in which evil, rather than good, results will oc- 
cur. Definitions of the good, however, by implication usually assume the 
necessity of impossible results. In the reviewer’s opinion the author’s 
principal service in this volume is to demonstrate this point with unique 
clarity. 

Throughout the work Professor Wright stamps himself as critical and 
self-exacting. While his methodology is generally Keynesian he is quite ex- 
plicit, as noted, in insisting that Keynes’ psychological law of consumption - 
has general validity only in the short run. He admits the difficulties of ad- 
justing ex ante savings properly to a volume of investment that should 
and must be expected to fluctuate. But he is critical, nevertheless, of the 
.tenets of the mature economy school. Thus “there seem ample poverty and 
population in the world—notably Asia—to absorb all our investment. . 
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The.spark submitted to be lacking is foreign trade and foreign “Investment” 
` (pp. 88-89). A little more clearly each day it is beginning to appear that 
economists are getting around to giving between-the-war errors of policy 
their proper measure of responsibility for current misfortunes. o 

; l HAROLD L. REED 
orai University 


~ Monetary Policies and Full Employment. By WILLIAM FELLNER. (erR 
. Univ. of California Press. 1946. Pp. xx, 268. $3.50.) 


„As its title indicates, this book deals with (1) the conditions necessary ' 
for stable full employment—or at least high-level employment, and (2) the 
efficacy of monetary policies in achieving and maintaining continuous high-, 
level employment. Most of the book, and in my opinion the most interesting 
‘ part of it, deals with the first topic; the treatment of monetary policies is 


'«, shorter and contains fewer new ideas. This review will emphasize the more 


original and controversial aspects of the book. 

Though Professor Fellner employs a consumption-savings-investment 
framework for his analysis of employment levels, be rejects some of the 
reasoning and conclusions that are ordinarily associated with this approach. 
He is especially skeptical of the “secular stagnation” and “under consump- 
tionism” theses, and he is critical of the theories that make the rate of in- 

“ vestment depend on either the current rate of acre aan or the rate of 
` change of consumption. He points out that investment “ . . . is determined. 
partly by the amount of investment that is undertaken in ‘order to supply 
increased output for consumption and partly by the amount of investment, 
that is undertaken to supply increased output for further investment’’. 
(pp. 29-30). “If all investment was intended to be for consumption rather > 
than for further investment, the economy would be contracting without: 
interruption, provided that the marginal propensity to consume is smaller 
than one” (p. 29). Thus, the willingness “to invest for further investment”. 
occupies.a very important position in Fellner’s employment and cycle 
theory. It is unfortunate, therefore, that he does not define the concept 
more clearly and that he fails to describe in more detail the determinants of ' 
“investment for further investment.” 
Fellner also questions (in Chapter HÌ) the “stagnationist” and “mature 

, economy” theories that are usually associated with Professor Hansen’s 
name. He doubts that population growth has exerted any substantial stimu- 


_ ~ lating influence and cites statistics suggesting (1) that over several decades 


the marginal propensity to consume has shown no secular decline, (2) that 
over this period the per capita marginal propensity to consume has not been - 
less than that of the population as a whole, and (3) that the size of the family 
~- has but little effect on the average propensity to consume within a given . 
income class. He also questions the stimulating’ effects‘ of{technological 
changes and new resources (pp. 73 ff.). His judgment is that “... the ma-- 


E _ terial considered in this chapter fails to lend plausibility to the population 


growth argument and to the technological argument of the stagnationist 
` school of thought. Other materials may not; and untried multiple correla- 
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tion hypotheses may yield different results to some ingenious investigator” 
(p. 83). 

ae analysis of general wage policy and its relation to employment points 
out that Keynesians fail to consider the effects of wage and profit levels on 
the willingness “to invest for further investment,” and it concludes that 
under certain circumstances general wage reductions may be expansionary 
in their effects on employment. 

In addition to the controversial materials already mentioned the book 
contains interesting discussions of the effects of monopoly on employment, 
the effects on employment of a changing composition of output, the reasons 
for rigidities of interest rates, the interest-elasticity of the demand for 
liquidity, shifts of liquidity preference, the effects of monetary policy on 
liquidity preference and interest rates, and the wage and price control prob- 
lems that would probably result from a policy of guaranteeing full employ- 
ment rather than merely high-level employment. Recent history underlines 
Fellner’s warning that the maintenance of full employment without inflation 
in an economy with many powerful special-interest groups is a difficult task 
and may not be possible without the use of direct governmental controls 
that are distasteful to both workers and employers. 

Though some of them will often disagree with its conclusions, professional 
economists should find this a stimulating book. Both its contents and its 
style are probably too difficult, however, to commend it to the general 
reader or to undergraduates. 

Lester V. CHANDLER 

Amherst College 


Public Investment and Full Employment. Studies and Reports, New Series 
No. 3. (Montreal: International Labour Office. 1946. Pp. ix,. 348. 
7s. 6d.) 


The International Labour Organisation has taken an active interest in a 
counter-cyclical public investment policy ever since its first session in 1919. 
Resolutions concerning national planning and international cooperation 
' with respect to public works were adopted in 1937 and 1944-45. The 
present volume was prepared by Benjamin Higgins for the International 
Development Works Committee of the ILO. 

The book is based on the assumption that in a number of countries— 
called the “excess-savings countries’—there will be a problem of unem- 
ployment “arising out of a deficiency of effective demand” (p. 9). The au- 
thor believes that besides public investments there should be investments 
timed in accord with an anti-cyclical policy. Public investment policy, in the 
opinion of the author, should aim not only at stabilizing the construction 
industry, but beyond that should make its contribution towards stabilizing 
the economy as a whole. 

The whole book discusses the possibilities and difficulties of such a policy. 
It is undoubtedly the most comprehensive examination available in this 
field. It presents analytical arguments, examines administrative and tech- 
nical procedures, surveys the experience of various countries with respect 
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to the effect of public works employment policies during the Great Depres- 
sion, reviews the plans and administrative provisions made by various 
countries in preparing for use of public investment policies in the postwar 
world. It concludes with a number of recommendations which have been 
approved by the ILO committee for which the book was prepared. 

These recommendations include: The timing of public investments for 
counter-cyclical purposes with consideration for the varying needs of dif- . 
ferent regions in a country. Not only the volume and financing of public 
investments, but also of public services should be varied in accordance 
. with economic needs. Capital outlays and operating expenditures should 

be separated in government budgets. A government should plan and pre- 
pare public investment programs for five to ten years, plus additional useful 
programs to be used as a reserve. Agencies for coordination of public invest- 
ment programs should be established. The programs should include financial 
aid for regional and local governments. 

The author of this book and the committee are aware of the difficulties 
of an anti-cyclical public investment policy, but they believe that these 

- difficulties can be overcome by appropriate institutional arrangements. 
They believe that the proper timing and financing of public investments 
have to play a major role in an effective full employment policy. 

In appraising these claims of the author, it must be noted that he uses, 
at least in part, a rather broad concept of public investments. At times 
he seems to include “human improvements or public services” (p. 35), or 

` extraordinary or non-recurring government expenditures (p. 50), or even 
“public investments in stocks (inventories)? (p. 251) as anti-cyclical - 
‘policies. Included in public investments are, of course, investments in gov- 
ernment-owned enterprises. Thus a considerable part of the much quoted 
Swedish public works program consists in capital expenditures of govern- 
ment-owned enterprises. “The availability of such large public enterprises, 
into which new funds can be poured, clearly facilitates the policy of timing 
` public investment to offset depressions” (p. 208). Besides this incidental 
remark the author does not analyze in detail the interrelationship between 
the economic and organizational structure of the economy on the one hand, 
and the scope of public investments on the other hand. The relative im- 
portance of the area of public investments varies in different countries. In 
recent discussions in Great Britain it has been pointed out, for instance, 
that the nationalization of certain industries would extend the opportunities 
of the government to influence investments. 

The author is aware of the time required for getting plans for public in- 
vestments prepared and authorized. To a considerable extent he relies on 
variation in the method of financing public investments in addition to the 
more limited variation in volume. He recommends the use of a capital 
budget and regards the Swedish budget arrangements as the nearest ap- 
proximation to an ideal fiscal pattern. 

Very valuable is the author’s survey of the arrangements made in various 
countries for coordination of national and local public investment planning 
and for policy coordination on the national level. . 
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With respect to the United States, the author quotes the concern of 
“some officials” that the country is left “with no adequate means of stimu- ` 
lating, guiding, and integrating public investment for the nation as a 
whole” (p. 275). He also concludes from his survey that “in the United 
States ... the volume of carefully planned work that can be provided in 
the next few years will fall short of needs” (p. 275).! 

As contrasted with opinions widely expressed only a few years ago, there 
exists at present considerable skepticism about the effectiveneness of public 
works as an anti-cyclical device in this country. This skepticism does not 
seem to exist to the same extent in other countries which have advanced 
further in preparing for a coordinated public investment policy. This book 
serves a good purpose by describing the work done or not done in 'this 
respect in various countries. 


GERHARD COLM 
Washington, D. C. 


Inflation and the American Economy. By SEvMour E. Harris. (New York: 
McGraw-Hill. 1945. Pp. xxiv, 559. $4.00.) 


As Professor Harris points out on his first page, an adequate study of war- 
_ time inflation requires a study of the whole economy, and likewise a for- 
ward look at the prospects of inflation requires forecasts of many variables, 
This is not, however, because inflation is a symptom of a general breakdown 
of the economic body, as he suggests. On the contrary, during the entire 
war period and so far in the postwar era, the American economy has dis- 
played extraordinary vigor, whether measured by the volume of activity, 
the size of the product, the standard of living of the community, or the 
capacity of the economy for rapid readjustment. A complete description of 
inflation must cover much ground, simply because all kinds of activity are 
affected and nearly all quantitative measures are distorted by it; not be- 
cuse it is symptomatic of any malady other than the inflation itself. 
Professor Harris’ book meets the requirements which he sets. It offers 
an extremely useful compendium of economic data that have been af- 
fected by, or have helped to account for, the inflation. He is justified in - 
claiming that his 154 tables and 116 charts constitute perhaps the most 
comprehensive statistical history of our war economy. That it is equally 
adequate as a “blueprint for the future” is not so clear. This is not due to 
any failure on his part to attack the right problems. He is just as assiduous 
in listing and discussing the causal forces which seem to operate as he is in 
-assembling data. But his eclecticism sometimes interferes with clarity; he is 
so tolerant of conflicting views that he seems at times to contradict himself, 
or if he does indicate his own view he fails to make clear wherein the op- 
posite case is the weaker. For example, his treatment of high wages as a 
deterrent to production does not seem fully consistent with his insistence 


1 When the author refers to “needs” he means both the need for particular public investment 
(“product effect of investment”) and the effect on employment and production ag a whole 
(“process effect of investment”). Thisis a very useful distinction. 
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on high wages as a source of market demand (see pp. 310, 317, 369, 528, 
539). Usually he associates the need for rising wages with advancing 
productivity, but on page 369, advancing wages “‘are not a deterrent so 
long as demand is high enough” to pay them; that is, so long as prices 
move up with them. I think the analysis here is basically correct, but I 
cannot reconcile it with his general attitude toward price controls, which 
he would maintain far into the postwar period, and wage controls which 

. I judge he regards as purely a wartime expedient. 

The principal difficulty I have with the book arises from a lack of pre- 
cision of statement. His definition of inflation (p. 7) illustrates this “fuzzi- 
ness.” It, reads: “By inflation in the civilian economy we mean a rise of 

- prices which results from an excess of demand for civilian goods over the 

supply of these goods made available to the civilian population at prices 

of the preceding period.” So far as I can see, this means, “By inflation we 
mean. a rise of prices” since a rise of prices can hardly result from anyż 

_ thing else than an excess of demand over supply at prevailing prices. Yet 
he claims that this definition is more ‘‘sophisticated” than earlier definitions 
which associate inflation with an excess of money. Those definitions at least 
gave the term “inflation” some content beyond “rising prices.” 

Other concepts which seem to me too vague to be useful are those of 
taxes on “surplus,” as distinguished from those which fall on consumption, 

‘investment and costs (pp. 459, 525); the distinction between expansion of - 
currency hoards and a decline in the rate of turnover of currency (p. 190); 
the idea that the rise of savings during the war was a cause of the decline 
in demand for consumption goods rather than a different way of describing 
the same thing (p. 2). There is apparently a contradiction in lines 4-9 of 
page 475. The first sentence states that a reduction of business taxes will 
be justified only if it is clear in advance (which it hardly can be) that it will 
result in large increases of investment, risk-taking, and jobs; the second ` 
sentence indicates that such reductions should promptly be passed on in 
wage increases and price reductions. 

_ Inbis discussion of the relative amounts of bonds sold to individuals and 
to banks, Professor Harris seems to think of the bank expansion as some- ° 
thing independent of individual and corporate saving. But the savings in- 

` clude the increased volume of bank deposits owned by individuals and 
corporations; the banks are mere middlemen between the savers and the 
Treasury. 

I have difficulty also with the idea expressed on page 544 that a reduction 
in gross national product is a cause of price deflation. If the decline is a 
reflection of falling prices it is an evidence of deflation rather than a cause; 
if it reflects a decline in output it should be inflationary, to be consistent 

with Harris’s treatment of supply factors throughout the book. 

. In looking forward Professor Harris emphasizes the danger of inflation, 
but he is much more apprehensive of deflation. He was one of those who 
anticipated eight. million unemployed by the spring of 1946. He recom- 
mended the launching of a public works program for the immediate postwar 
period, and he cautioned against too rapid sales of surplus goods, 
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He recommended that price control should be maintained till supply - 


caught up with demand at substantially the price levels of 1945, but he of- 
fered no analysis of the increase in production that would be necessary to 
bring about this balance. He suggested some new controls of distribution, 
increased ‘provision for the unemployed, and some additional powers for 


the Federal Reserve System. The latter, however, appear to have been . 


designed to insure that there should be no pa of money, rather than ,- 


to protect against an excess. 
CHARLES O. HARDY 
Washington, D. C. i 


Spending, Saving and Employment. By H. Gorpon Hayes. (New York: 
Knopf. 1945. Pp. 259. $3.00.) 


Professor Hayes has written a book with a noble purpose: to explain 
briefly and simply “the cause and cure of unemployment.” It is essentially 
a tract for the times, consisting of a straightforward discussion with one 
chart and no tables. It should be a useful book. It is clear and simple—al- 
most too much so, in view of the complicated nature of some of the proposi- 
tions and relationships he discusses. 

The emphasis in the book is upon the necessity for supporting ani stimu- 
lating the consumption component of Effective Demand in order to achieve 
or maintain full employment. Professor Hayes is in the Keynesian camp in 
recognizing the deep and fundamental role of hoarding in our economy, and 
in emphasizing the effect of the level of, and changes in, savings and invest- 
ment to the level of, and changes in, employment and income. He contends 
that “the savings-investment process as we practice it leads inevitably to 


unemployment. It prevents the sale of consumer goods from being sufficient . 


to utilize present producer goods and thus destroys the demand for further 
investment” (p. 28). His emphasis is upon the proposition that consumption 
is not great enough, particularly at the top of the boom, to support invest- 
ment; rather than upon the related proposition that a decline of investment 
during the boom results in a decline of consumption. 

Professor Hayes argues that the marked impasse to which the savings-in- 
vestment process brings us may be postponed or avoided during certain 
periods by sales on credit, exports in excess of imports (net exports), and 

. fortunate inventions, but that these cannot enable us to avoid it (p. 29). In 
such a situation we need: (1) first and foremost, an increase in the national 
propensity to consume; (2) promotion of investment; and (3) to the extent 
that the first two.alternatives do not promptly offset income by consump- 
tion and investment, an extension of government spending, including what 
may properly be called government investment. If a program ofsgovern- 
mental spending is required, it should not be limited to non-commercial 
fields, since this is likely to waste a good part of the expenditures. It should 
certainly be extended to utilities and railroads (pp. 196-206). 

The primary emphasis in this armory of weapons upon “consumption 
rather than investment distinguishes Professor Hayes and the various re- 
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ports of the Temporary National Economic Committee! from. Keynes 

- and Professor Hansen. When major measures to attain (or keep) full em- 
ployment are required, Professor Hayes would start by facilitating con- 
sumption. This would enable us to sell the goods and services that can be 
produced by the plants we already have; and it might even act to expand 
(or prolong) investment. It should be noted, however, that no proof is of- 
fered, theoretical or empirical, of this proposition, nor is any indication 
given of kow much consumption would have to be expanded under vatious 
conditions to accomplish this result. 

Professor Hayes’ discussion would be clarified if he distinguished more 
clearly the significance and application of his analysis at the peak of the 
boom, during a depression, or at any time in between. This would result in 
a much more systematic discussion. At the present time, when we are at or 
near the peak of a boom, his analysis would imply that we should tilt the 
balance in favor of consumption as soon as employment and national income 
begin to fall. But should this be done because investment will fall off and 
because consumption will act as compensation? The present situation may 
well call for a different diagnosis, even if we end with the same prescription. 

, It is possible that the investment boom will not peter out for some time, 
with the exception of that in inventory, but that consumption, trapped by 
rising prices in relation to incomes, will weaken. 

Economists writing books on this subject usually, end up by mentioning 
somewhere, sometime, with greater or less emphasis, the same causes and 
the same remedies. This does not mean that differences among them are 
negligible, since their differences of emphasis are fundamental. Some place 
primary emphasis upon measures to increase consumption, investment or 
both, and are in favor of measures to increase competition, reduce price dis- 
tortions, reduce wage and price rigidities, and increase available business 
information (to mention only a few) as supplementary measures to reinforce 
the primary measures. Other economists are in favor of. the latter set of | 
measures, with the thought that consumption-investment measures are un- 
necessary, or even harmful. No one can doubt in which camp Professor 
Hayes lives. p 

Oscar L. ALTMAN . 

Washington, D. C. 


Economic Stagnation or Progress. By Ernst W. Swanson and Emerson P. 
Scusapr. (New York: McGraw-Hill. 1946. Pp. x, 197. $2.50.) 


This book, according to its authors, who are research economists with 
the Chamber of Commerce of the United States, is an attempt to show that 
many economists “bave not accepted the maturity-oversaving-deficit- ` 
spending thesis.” This is done by quotations often two or three pages in 
length from writers such as Ellis, Hayek, King, Haberler, Knight, and 
Terborgh. Ninety-two names are listed in the author’s index. The two 
author-editors confine their contributions to three of the twelve chapters 


1 See Final Report of the Executive Secretary to the Temporary National Economic Committee 
and the Final Report of the Committee. 
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and to running comments on the quoted material. 

The authors have performed a good service in bringing within one book 
so much material that bears on the general question at issue and that, in 
most cases, illuminates it. But, to this reviewer, the readings and comments 
do not alter the conclusions of the ‘““Keynes-Hansen school.” One can, of 
course, make nonsense out of Hansen’s “maturity” concept by interpreting 
it more rigidly than he ever intended, or by naively assuming, as Professor 
King does in the material quoted and as the two authors do, that the need 
of the poor is an economic demand. Likewise, Keynes’ argument ruling 
out any connection between the rate of interest and the volume of savings 
can be shown to be faulty without at all destroying the validity of his. 
liquidity preference concept. There is far too much of an effort all through 
this book to make refinements of an argument sound like rebuttal. 

Indeed, the two authors themselves lay a basis that logically limits their 
tasks to refinements of the thesis they attack. Individuals, they say (p. 3), 
“may either spend, invest, or hoard” their income. And (p. 11) “to have it 
[full employment], there must be economic progress.” Certainly these two 
propositions can only mean that if there is not sufficient economic progress 
——investment—portions of incomes will be hoarded and the phenomena of 
“under consumption,” “oversaving,” and perhaps “stagnation” will appear. 
This is essentially all that the Keynes-Hansen school has ever said. Hence, 
our authors are basically Keynesians. 

They think of themselves as belonging to the pre-Keynesian tradition, 
but the economists of that period did not relate the hoarding of money to 
the problem of employment. References to hoarding appear only sporadi- 
cally in the literature and then principally as asides in discussions of the 
functions of money or the equation of exchange. The dominant view was 
that saving was correlated with the rate of interest and, hence, that the 
inability to find attractive investment opportunities would cause would-be 
savers to spend. 

The difference between these two authors and the school they attack is 
that they have faith, as frequently stated in the closing pages, that if flexi- 
bility “is permitted” economic progress will be adequate for “full employ-. 
ment,” while the Keynesians, with an eye on the history of depressions, 
follow a chain of analysis that leads to the conclusion that recurring depres- 
sions, if not stagnation, are inherent in our economy, however flexible prices 
and costs might be. Faith alone will not remove this mountain. 

Exception should perhaps be taken to the frequent likening of the ideas 
under review to those of Marx. At times this is very labored as when, with 
a slight apology (p. 170), the “declining propensity to consume” is likened 
to “increasing poverty.” Such reference is meant to disparage the argument 
under consideration. To liken the views of another to certain doctrines of 
Marx may be very complimentary, as every scholar knows, but a good rule 
for polite discourse relating to Marx is suggested by the Virginian’s de- 
mand: When you call me that, smile. 

f . H. Gorpon HAYES 
Ohio State University : 


a 
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Money and Banking; Short-Term Credit 


La Moneta e VOro. By Lotct Feprrici. (Milan: Casa Editrice Ambrosiana: 

-, 1943. Pp. xxiv, 719. Lit. 400.) 

Teoria dei Cambi. By Lurci Fenerict. (Milan: Casa Editrice Ambrosiana. 
1945. Pp. 186. Lit. 200.) 


‘These two books review monetary and exchange theories of the ancient 
and recent past and reaffirm Professor Federici’s philosophy based on the 
classical principles of the gold standard. The historical presentation is ob-- 
scured by an excessive show of erudition, characterized by repetitious di- 
gressions, quotations and footnotes, while the approach to modern doctrines 
is generic and inconclusive. These books, purported to be for teaching uses, 
lack general uniformity or balance in style and form; attempts to elaborate ` 
advanced theoretical analyses and mathematic formulas are combined, in 
an inordinate manner, with textbook passages on elementary economics. 

La Moneta e Oro (Money and Gold) is divided into two parts, the first 
dealing with ‘‘money” and the second with “gold.” In the first part, Pro- 
fessor Federici defines the basic types of money as “commodity money” 
(moneta-merce) and “nominal money” (moneta-segno) and from that he 
proceeds to discuss (and progressively eliminate) the various attempts 
made by socialist doctrinaires to express money in terms of “labor units” 
‘and by economists to interpret the value of money in terms of marginal 
concepts and quantitative analyses. After presenting Fisher, Pigou, and 

‘Keynes as the representatives of an identical school of thought which placed 
` undue weight upon monetary factors and overall averages as compared with 
economic facts and specific conditions, Professor Federici finds in the ‘‘neu- 
. tral money” of Hayek a “theoretical expression of a practical impossibility” 
which, however, should be interpreted as a defense of the “good money” 
doctrine—in the sense of “the gold standard ... in its automatic working 
. when operating and efficient” (p. 337). The second part of the book is 
dedicated to an exposition of the working of the gold standard in “closed” 
and “open” markets, the functions of monetary reserves, the effects of the 
first World War on the gold standard, the so-called shortage of gold in the 
’twenties, the.maldistribution of the gold stocks among the various coun- 
tries in the ’thirties, and the experiences of stabilization funds in the 
United Kingdom and the United States. Except for polemic attacks on the 
importance Cassel attributed to the “gold shortage” in the ’twenties, this 
part is largely historical and political. Professor Federici’s conclusions are . 
that exchange controls and funds’ operations pursue the impossible aim of 
maintaining artificial exchange stabilities while trying to expand exports, 
and their most serious danger lies in the fact that they tend to perpetuate 
conditions of basic economic maladjustment. 
` It is Professor Federici’s view that “the problem of exchange rates is 
nothing else but a problem of prices and as such it may be approached from 
a mathematic point of view through a system of equations, from which 
equilibrium rates may be derived” (La Moneta e ’Oro, p. 374). Professor 
Federici develops this thesis in the treatise on the Teoria dei Cambi con 
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poralari riguardo al caso delle monete segno (Theory of Fainga with | 
Particular Reference to Nominal Monies). Taking Cassel’s purchasing 
power theory as a basis and following the international trade and exchange 
theories of Bresciani-Turroni and Ohlin, Professor Federici maintains that 
“the rates of exchange and the terms of trade are mutually interrelated and 
are functions of all factors which contribute to determine a position of 
equilibrium” (p. 27). Such position of equilibrium, he adds, can be achieved 
only under the gold standard, because under any system of “nominal 
` money” (moneta-segno) “the continuous or frequent changing of monetary 
conditions will prevent the development, in a systematic manner, of an 
equilibrium position” (p. 42). The treatise does not bring out any new 
theory of exchanges but elaborates various cases in which exchange rates 
of “nominal monies” are affected by transfers of services and capital (loans 
- and unilateral payments) and analyzes the theoretical and practical limita- 
tions inherent in the purchasing power peng theory of Cassel. 

Frank M. TAMAGNA 

Washington, D. C. 


International Trade, Finance and oo Policy ` 


The Finances of European Liberation, with Special Reference to Italy. By ' 
FRANK A. SOUTHARD, Je. (New York: The Carnegie Endowment for 
Internat. Peace, Kings Crown Press. 1946. Pp. ix, 206. $3.00.) 


While considerable attention has been paid to the German economic and 
financial operations‘in the occupied countries, very little notice has been 
taken of the important work in these fields carried on in the countries lib- 
erated or occupied by the Allies. Professor Southard’s book thus represents 
the first comprehensive book to deal with the financial problems and the 
modern techniques developed and used by the Allies in the occupied and 
liberated territories in furtherance of the war. 

The growth in our mastery and our understanding of financial institutions 
and practices which was demonstrated in this war can only adequately be 
perceived in comparing the calm record in this book of how financial prob- 
lems in the occupied areas were met and overcome with the bewilderment 
and confusion on financial matters which were prevalent in earlier wars. 
Probably the classical example of the latter is the Philippines’ occupation 
when the Army simply could not cope with the financial problems of the oc- 
cupation and the reactions of the Army officers concerned were summed up 
as follows: “For perversities, complexities, difficulties, and impossibilities, . 
Manila is one of the most wonderful places on the face of the earth, and it 
would seem that all the artificial eccentricities of the place and the people 
are concentrated in the currency.” (Quoted in E. W, Poman Modern 
Currency Reform (New York, 1916), p. 252.] 

Professor Southard covers the techniques of handling the currency sup- 
ply of the armies, public finance, private finance, foreign exchange and for- 
eign trade, the control of military procurement and spending, and the con- 
trol of inflation. Probably the aspect of the financial work in the liberated 
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and occupied territories which has received the most attention was the use 
by the Allied armies of invasion currencies such as the Allied Miltary lira, 
the Allied Miltary schilling, the British Military Authority pound, the. 
Supplemental franc, and the Allied Military mark. Professor Southard 
thoroughly goes into the justification for the use of this highly effective 
‘technique and conclusively establishes its legality from the standpoint of 
international law and United States law. ; 

The experience in the occupied and liberated countries was particularly 
valuable in exposing the essential characteristics of institutions and’ prac- 
tices as these were exposed by the strain and stress of the passage of war and 
the imposition of occupation or civil affairs control. The work is, therefore, 
of interest to a broader group than the specialists in financial techniques and 
policy. a i 

- The banking field is a good example of this. Professor Southard describes 
“how carefully and hesitatingly the Allies opened the banks in Sicily. The 
major part of the banking assets consisted of Italian government bonds 
which were not being serviced—naturally enough, since the government 
whose debt they were was on the other side of the battle lines and waging 
_ war against the Allies. Yet because of the need for banking services, it was 
felt important that the banks be opened. The Allies opened the banks after . 
six weeks of delay and only after providing more than ample cash reserves 
and imposing severe restrictions on withdrawals. It soon became clear that 
the depositors of the banks had no concern with the quality of the assets 
underlying the deposits, but were concerned solely with the apparent abil- 
` ity of the bank to meet demands. The result was that the Allies grew bolder 
and more confident and opened the banks in Rome within a week after the 
city was liberated and opened the banks in Milan inside of a day. 

A subject which had never before been adequately covered by an econo- 

mist is that of military finance, that is, the financial operations of the armies 
themselves in the field. Professor Southard thoroughly explores and devel- 
ops this subject. In particular, he brings out the difference between real 
foreign exchange transactions of the military, ¢.e., those which affect the 
international balance of payments of the civil community in which the 
army is located, and “apparent” foreign exchange transactions, t.¢., those 
transactions within the military community, which, although taking place 
in the civil community’s currency, do not affect the balance of payments of 
the civil community. 

During the period of which Professor Southard writes, the Army economy 
used the same currency as the currency of the occupied or liberated areas. 
The result was a blurring of the dividing line between the two foreign ex- 
change communities, which resulted in a number of difficult problems in 
the operations of the Army. For example, soldiers moving from one country 
into another were forced to exchange their whole currency holdings each 
time, although the main use of the currency was to make purchases in army 
installations in each case. Estimates of the actual amounts spent by soldiers 
in the local community had to be derived by the process of calculation de- 
scribed by Professor Southard. Since Professor Southard’s book was writ- 
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ten, the Army now uses its own internal means of payment—“‘Canteen 
Money” or “Miltary Payment Certificates,” which are used only within 
the Army economy and have no value outside of the Army economy. As a 
result, the fact that the Army is a foreign exchange unit of its own has been 
sharply brought out and Professor Southard’s analysis of the difference be- 
tween “apparent” and “real” foreign exchange transactions of soldiers has 
become sharply outlined. 

This study is particularly valuable because of its being mainly based on 
experience rather than on research into written records, which are always 
incomplete and at times proved by the course of events to be inaccurate. 

The criticisms of the book for omissions and inaccuracies fall precisely 
in those few parts of the book which are based on written records which 
were inadequate. This is true, for example, of the figures given on how the 
Italian government financed its deficit in 1943. The source of these figures 
is a preliminary report written by the reviewer which had to be prepared 
on the basis of incomplete data. Later information resulted in a complete 
revision of the figures, and the data quoted in the book are, therefore, in- 
accurate. A few of the comments on policy decisions which were made by 
the Allied governments at home are inadequate for similar reasons. 

In one respect, the book was probably written too soon after Professor 
Southard’s return to the United States from working on financial problems 
in the Mediterranean theater. It is probably because he was so accustomed 
to it that he does not give an adequate picture of the tremendous operating 
difficulties and confusion under which the work had to be done. He likewise 
does not bring out that one major problem—for economists—was that the. 
Allied officers doing the work could not restrict themselves to giving advice, 
they had often to carry out the program they advised. Professor Southard, 
Himself, for example, (although he does not mention it in his book) not only 
had to advise on what the policy should be on opening banks in Sicily, he 
had to don a helmet, pick up a carbine, and go out with a truck convoy to 
deliver the necessary currency. 

In conclusion, the book must be regarded as a unique record of a highly 
interesting period and as being a notable contribution to the field of financial 
technical writing. 

ANDREW M. KaMARCK 
Washington, D. C. ` 


International Economic Cision: By J. TINBERGEN. (Amsterdam: Else- 
vier. 1945. Pp. 208. $4.00.) 


This book, a volume in the Elsevier Economic Library, is written by a 
Netherlander and published in the Netherlands as a translation into Eng- 
lish. It is not a long book but it takes considerable time to read it, primarily 
because of numerous obscurities of expression. If it had been edited espe- 
cially for the American reader, or if it had been translated into better English, 
it probably would find a fairly receptive market. As it is, the translation is 
so poor that many would-be readers, I suspect, will put it to one side to be 
read “later on.” 
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The author was engaged in business cycle research for the League of 
Nations from 1936 to 1938. From that experience, it is evident, he has be- 
‘come an enthusiast for international economic “coöperation” and in this 
. book he proceeds to discuss the problem without regard to what he calls 
the “non-economic” factors. The result is a book with the content of which 
it would be difficult to disagree, on the basis of pure reason. Indeed, what 
remains of international economics but truisms if political considerations 
are deliberately omitted from the picture? 

Part One'is confined to the “essence” of international economic relations, 
and includes such subjects as the heterogeneity of the world economy; cur- 


_ rent commercial transactions; transfers of territory, population, and capi- 
‘tal; and equilibrium in the balance of international payments. 


There is little, if anything, that is new in these chapters. They constitute 
a brief—and sometimes ponderous—résumé of neo-classical international 
trade theory. In several places, particularly in the Summary, statements 
, appear that are not altogether intelligible, such as: “The population of the 
United States bas entirely arisen from migration” (p. 11); the “continuation 
of the tendency to free trade which is found...in the United States” 
(p. 27); and “‘in the field of international trade a most important step has 
been the American decision to lower tariffs by 50 per cent” (p. 180). 

Part Two is devoted to the “Regulation of International Economic Rela- 
tions” and is more positive in tone than Part One. The discussion centers 
largely on the need for a “powerful international centre” which presumably 
would be the principal instrument in avoiding the chaotic situation that 
prevailed after 1918. 

But the complete solution of the problem of organizing the international 
community, he insists, is not the task of the economist or the “politician.” 
Their places are modest beside those-occupied by the expert in government, 
the psychologist and the pedagogue, the sociologist and many technical ex- 
perts. Here, whether because of difficulties in form"or in substance, the the- 
sis becomes somewhat difficult to follow. 

_- The author would set up an international economic center with ‘authority 

. . to take all the measures of economic policy which are necessary for the 

welfare of the world’s social system.” He would, in substance, assure eco- 
nomic freedom within nations by providing for greater regulation interna- 
tionally, particularly with regard to commodity markets. His consistent 
‘integrity in following the logic of his argument is apparent at the beginning 
of Chapter XI where he says “ . . . a curtailment of national sovereignty is 


necessary with regard to economic policy, if a more stable and prosperous’ 


social system is to be Tealized i in the world than we have witnessed since 
1914.” 

To those who are familiar with the tariff history of the United States— 
either of a century ago or current—or with the behavior of the representa- 


tives of the larger nations at international conferences and organizations, ` 


such a thesis is tantamount to recommending that “education” is-the an- 
. swer to the world’s ills. Of course it is true, but how practical a solution is it 
- to the problems that actually confront us? The world is still far from willing 
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to be convinced by mathematical logic, even if it is wrapped in a package 
labeled “pure economics.” 

Those who have had practical political experience in the field of PENR 
tional economic relations have no altèrnative but to be skeptical that a 
“powerful” international center can have power beyond that of making 
“‘pure”—that is to say, nonpolitical—studies. The kind of center that Dr. 
Tinbergen really has in mind, I imagine, partakes more of the nature of 
world government than of international organization. Little is gained by 
adding to the general confusion between these two quite different phenom- 
ena. 

The book concludes with a chapter on the economic position of the 
Netberlands and with mathematical appendices on the pure theory of inter- 
national trade. The author’s country has much to gain from freer trade. 
But, assuming that her Far Eastern territories are held, she could, after an 
initial period of reconstruction, he maintains, get along tolerably well on a 
relatively self-contained basis. 
~ Aa HOWARD S. PIQUET 

Washington, D. C. 


Bilateral Exchange Clearing Policy. By P. NyBor ANDERSEN. (London: 
Oxford Univ. Press, for the Institute of Economics and History, Co- 
penhagen. 1946. Pp. 242.) 


The author explains in his preface that he commenced this study of bi- 
lateral exchange clearing policy in the midst of World War II when clearing 
agreements were at their height; and now publishes his manuscript “at a 
moment when these agreements are being widely replaced by more flexible 
methods of trade and transfer.” But he considers that bilateral clearing has 
played a sufficiently important role to justify a theoretical analysis. In this 
view he is fully supported by the quick and widespread reappearance of 
bilateral trade and payments arrangements during the past two years. We 
have by no means seen the end of bilateralism and we need to know a great 
deal more about it. 

The first three chapters comprise the descriptive part of the book. They 
provide a brief, but satisfactory, account of clearing agreements during the | 
years following 1931, and of the main lines of development of clearing 
policy. The remaining seven chapters, the theoretical part, are devoted 
principally to an examination of the clearing mechanism, “waiting” and 
“financing” principles, clearing parities, and financial (as contrasted with 
commercial) transfers. In the Introduction, Dr. Andersen says he intends to 
make no comparisons with other payment systems and no valuation of the 
clearing system. The latter intention is held to; but throughout the theo- 
retical portion of the book there is frequent comparison of the clearing and 
“banking” systems—the latter term being applied to a multilateral, sub- 
stantially unrestricted payments system. 

The description of the clearing mechanism (Chapt. IV) follows accepted 
lines. But here, as in later chapters, the contrasting “banking mechanism 
of foreign payments” is cited with no indication that when exchange con- 
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trols are introduced, and particularly when they are aimed at some degree 
of bilateral balancing, the contrast loses its sharpness. The discussion is 
useful, although an unnecessary amount of space is devoted to demonstrat- 
ing that exchange clearing is a type of state interventionism which is limited 
by the reciprocal nature of trade and exchange. 

The heart of the theoretical treatment is to be found in-Chapter V, where 
Dr. Andersen inquires whether there are any inherent regulatory forces in 
exchange clearing. He first examines the “financing principle,” under which 
exporters do not have to rely solely on importers’ in-payments—.e., the 
central bank finances any current deficit in the clearing office. Assuming no 
central-bank counter-action, he argues that liquidity will be increased in 
the exporting country and hence the level of interest rates will decline; 
while in the importing country the import.surplus will reduce the circulation 
of money, because it is absorbed by the clearing office. The inflationary and 
deflationary results, respectively, would operate in an equilibrating direc- 
tion. He concludes, however, that these equilibrating forces are likely to be 
weak and in any case may act in a global rather than in the desired bilateral 
direction (p. 131).-The capacity of the central bank to support these weak. 
equilibrating forces is limited by the difficulty of discriminating bilaterally 
in credit policy. : 

The “waiting principle” operates when exporters can. be paid only from ' 
funds previously paid into the clearing office by importers. Here the analysis 
is centered mainly on the consequences of anticipated delays (pp. 141-49) 
—an added cost to exporters, hence a tendency toward rising export prices 
and. decreased exports, depending on the elasticity of overseas demand. 
There is nothing unique in this line of reasoning; it has been applied to 
many international-trade situations in which export prices are under up- 
ward pressure from import duties or exchange delays not due to clearings. 
But its systematic application to clearing delays is very useful. The end 
result, of course, is a decline in export values, with clearing-balance equilib- 
rium as the goal (p. 147). One may agree with the conclusion (p. 146) that 
the results will be stabilizing only if overseas demand is elastic. But the 
assertion that the probability of this result is “not very high” cannot be 
accepted a priori; the author himself admits that a “‘quantitative measure” 
cannot be given. The reviewer also agrees with the final conclusion on this . 
phase of the subject (p. 149), that the waiting principle ‘corresponds more 
closely than the financing. principle to the clearing concept,” both because 
its effects are more dependable and persistent and because they operate 
bilaterally rather than globally. But the statement (p. 150) that the waiting 
principle operates only in the creditor country presumably means only that 
since there are no delays imposed on exporters in the debtor country, the 
waiting principle does not directly apply. The debtor country of course feels 
the effects of import difficulties and increases in import prices which are due - 
to clearing delays in the creditor country. 

The problem of determining a clearing parity is treated in two exceed- 
ingly abstract and{condensed chapters (VI and VII). Assuming a change in 
costs in one country and in’the clearing rate, the consequences are traced 
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through fifteen different combinations of.trade restrictions in the two coun- 
tries. To most of this analysis the reviewer takes no exception. But the 
conclusion (p. 172) that the determination of-a clearing parity is made the - 
more difficult because changes in costs (for example) and clearing. rate are 
seldom simultaneous seems oblivious of the fact that all efforts to-determine 
equilibrium exchange rates (whether or not under clearing conditions) are 
inescapably complicated because factors of disequilibrium are intractable 
both as to their measurement and as to their timing. Here, as in other parts 
of the book, the author’s reluctance to evaluate the system he is studying 
leaves it to the reader to observe that the clearing system is no escape from 
most of the problems of exchange stabilization which confront non-clearing 
systems. - : 

The reviewer found this a provocative and helpful book, to'be. added to 
the ‘still-small number of careful studies of exchange control in all of its 
aspects. It represents a skillful application of the methods of both partial 
and general equilibrium analysis to the device of bilateral clearing. The 
reader will not find any conspicuous gaps in either scope or method. But if 
he is looking for a study of European experience with clearing agreements, ` 
he will not find it in these pages. It may be hoped that Dr. Andersen will 
next apply his abstract analysis to an examination of some of the more 
important prewar clearing arrangements. Perhaps inability to determine 
elasticity of demand, to separate political from economic purposes, to iso- 
late changes in costs, and so on, would stand in the way of fruitful results. 
If so, we would at least know that, as a practical matter, the exchange- . 
clearing system cannot be more than a grossly inexact interventionist de- - 
vice. 

Frank A. SOUTHARD, JR. 
Cornell University : 


Memoria de la Primera Reunién de Técnicos sobre Problemas de Banca Cen- 
tral del Continente Americano. (Mexico City: Bank of Mexico. 1946. 
Pp. vi, 534.) : 
This volume contains the proceedings of the First CH of Inter- 
American Central Banking Technicians, held in Mexico City during the 
second half of August, 1946, under the auspices of the Bank of Mexico. 
Participants included central bank officials from all of the American re- 
publics, among which were such internationally known economists as Raúl 
Prebisch, the distinguished ex-general manager of the Argentine Central 
Bank, Herman Max of the Central Bank of Chile, Octavio Bulhoés of the’ 
Finance Ministry of Brazil, Victor Urquidi of the Bank of Mexico, Henry 
Wallich of the Federal Reserve Bank of New York, Robert Triffin of the 
International Monetary Fund, and Woodlief Thomas of the Board of 
Governors of the Federal Reserve System. Í 
Reflecting the division of work at the conference, the volume is divided 
into three sections. These deal successively with “Money and Credit Regu- 
lation,” “Problems of Foreign Exchange and Balance of Payments,” and 
“Codperation between Central Bank Economic Research Departments.” 
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The first section opens with some pertinent observations by Dr. Prebisch 


‘on the topic of “Center and Peripheral Countries,” in which the point-is . 


made, with great effectiveness, that we live in a world in which the United 
States is the “cyclical center,” while the individual economies of Latin 
America are on, the periphery. The gist of his argument is that the United 


_ States is the source of those impulses of expansion ‘and contraction which’ 


vitally affect the economic life of peripheral countries. This idea is not, of 
course, a new one, though it is deserving of endless repetition. After discuss- 
ing the various aspects of the topic, Prebisch concludes that no single; ` 
track policy can cope with the problems af the center and peripheral coun- 


tries. 


As to content, the first section of the PE the following three . 
papers on money and credit: a part of the important Annual Report of the 
Board. of Governors of the Federal Reserve System for-1945, a report by 
the Central Bank of Venezuela on inflation control, and a paper on money 
and credit regulation in El Salvador. Brief reports follow on rediscounting, 
bank investments, and flexible reserve ratios. On the subject of selective 
credit control, there are two papers: one by the Board of Governors dealing 
with United States experience, and another by Dr. Bulhoés on qualitative 


. credit control. At the roundtable on general money and banking problems, 


papers were presented by Woodlief Thomas on United States postwar mone- 
tary policy, by Sr. -Silveira of Uruguay on Uruguayan inflation, by Dr. 
Fretes of Argentina on recent monetary and banking reforms in his country, 
and by Dr. Wallich on interest rates (subsequently published as the leading 
article in the December, 1946, issue of this Review). The section closes with 
a paper on the operations of the Mexico City Clearing House. Outstanding 
among these papers ‘and observations are those by. Prebisch, Bulhoés, 


` Thomas, and Wallich. 


The second section, dealing with “Problems of Foreign Exchange and 
Balance of Payments,” is perbaps the most significant part of the volume. 


"Robert Triffin steals the show at this juncture. Largely because of-his three 


papers, this section presents thoughts on gold, balance of payments and 


- international disequilibrium which have yet to appear in print elsewhere. 


' Triffin’s three papers deal with the historical functioning of the international 


monetary standard, monetary policy and international equilibrium, and ` 


. _ eight points bearing upon the definition of fundamental disequilibrium. In 


addition, there is an interesting paper by Urquidi entitled “Analysis and 
Characterization of the Different Types of International Disequilibrium”; 
another on exchange control in Uruguay, and still another on problems of 
balance of payments and exchange.as seen by the authorities in El Salvador. - 
Dr. Trifin brings to his problem a keen mind that is remarkably free of 


professional fetishes., To illustrate, he opens his discussion of the gold stand- 


ard problem by citing the obvious disadvantages of interdependence: the 
contagiousness of political conflict and national economic depression. By - 
this stroke he explains the paradox of increasing political nationalism in a 
world growing ever more interdependent, and thus sets the stage for a fresh 
approach to the subject of monetary policy and international equilibrium. 
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Foremost among the objectives to be sought is the reconciliation of domestic 
monetary policies with the requirements of international equilibrium. The 
isolationist monetary policies of the prewar decade constitute a danger 
whose character is well known. Bretton Woods attempts to protect the in- 
ternational economy only from the excesses of national monetary policy for 
central banks and governments are still at liberty to adopt independent 
national monetary policies, subject only to the limitation that Fund re- 
sources are not to be used “contrary to the purposes of the Fund.” Thus 
the success of the Fund will depend to a high degree on the appropriateness 
of each member’s monetary policy and, residually, the contribution which 
each makes towards a lessening of the conflict between the attainment of 
domestic objectives and the maintenance of international equilibrium. Con- 
cretely, a fundamental disequilibrium not corrected by domestic adjust- 
ments will drain the Fund’s resources or require either depreciation or ex- 
change control. Since the Fund will not permit the excessive use of its re- 
sources, international adjustment will involve a choice between depreciation 
and exchange control. In making the choice, two elements must be clearly 
understood: first, that a distinction is needed between a fundamental dis- 
equilibrium in the international position of one country and world-wide 
disturbances in balances of payments associated with cyclical fluctuations; 
and second, that the usual explanation of the adjustment to a disturbance 
in the balance of payments involves the unrealistic assumption of a similar 
degree of quasi-perfect competition among the world’s trading nations. 

In the case of cyclical disequilibrium, orthodox gold-standard policy, in- 
stead of correcting the deficit in the balance of payments by way of price 
adjustments, simply diffuses cyclical disturbances originating in the leading 
industrial nations. A deficit in the balance of payments is corrected ulti- 
mately, but by way of a contraction in general’ economic activity and in 
incomes. Moreover, there is a legacy of a defective international price struc- 
ture. It is especially important that the Fund distinguish clearly between 
cyclical and fundamental disequilibrium in the balance of payments. For, 
in most cases, the only satisfactory corrective of cyclical disequilibrium 
{other than when resulting from basically maladjusted prices) is not that of 
internal deflation according to the “rules of the game,” but the restoration 
of economic activity and purchasing power in the centers of cyclical dis- 
turbance. The resources of the Fund will prove very useful in this connec- 
tion; yet there is a danger that the Fund’s resources will be dissipated in 
financing a country’s fundamental disequilibrium rather than one of the 
cyclical type. ; 

Triffin would take several steps to avoid such abuse of the Fund. First, 
amend the so-called “repurchase provisions” to permit the maximum use of 
international reserves held by the deficit country. Second, borrow from 
sources other than the Fund, especially for rehabilitation and reconstruc- 
tion. Third, authorize the use of exchange control with respect to current 
transactions. This last suggestion is, of course, highly controversial, and no 
one appreciates this more than Triffin, who has faced the issues involved 
in the various Latin American central bank laws which he has authored. 
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There are cases in which exchange control, under clearly formulated rules 

.„ governing its use, is preferable to excessive borrowing, domestic deflation, 
or exchange depreciation. The issues involved are too complex for discussion 
here, although it may be pointed out that an auctión system, patterned 
somewhat after the Argentine model, would be used to allocate exchange on 
an internationally nondiscriminatory basis. 

It would also take us too far afield to discuss Triffin’s “eight points” re- 
garding fundamental disequilibrium. Suffice it to say that they are well 
taken, and should be required reading for all who wish to be informed on 
this subject. ` 

Sr. Urquidi’s paper on the different types of international disequilibrium 
is interesting in many respects. He classifies cases of disequilibrium by 
types and throws light on a number of features peculiar to different types. 
His conclusion is that the concept of “fundamental disequilibrium” is im- 
precise, and should be discarded. Actually, however, many of his classifica- 
_tions are but subheads under fundamental disequilibrium. In the reviewer’s 
opinion, he fails to see that the concept, regarded as a bench mark, gains in 
generality what it loses in precision with respect to particular situations. 

The third section of the volume deals with cooperation between central 
banks on the research level. Various current research functions are de- 
scribed, as are different types of statistical series now being compiled. There 
was a general appreciation of the need for greater cooperation in this area, 
especially in connection with statistical studies on balances of payments and 
national income. A good deal of significant improvement and standardiza- 
tion may be expected to result from future collaboration. Before adjourning, 
the meeting fulfilled an important mission when it approved. the formation 

- of a Permanent Committee of Inter-American Central Banking Technicians. 
_ The Bank of Mexico, as host for the meeting and publisher of this valua- 
ble document of proceedings, is to be congratulated for having made pos- 
sible a pioneering venture. The success of the first meeting augurs well for 
future action in this field. 
Vrem SALERA 
University of Texas 


Sovak Foreign Trade, By ALEXANDER M. Bayxov. (Princeton: Princeton 
` Univ. Press. 1946. Pp. x, 126. $2.00.) 


Russian-American Trade, a Study of the Soviet Foreign Trade Monopoly. By 
Mwan V. Conporpe. (Columbus: Ohio State Bur. of Bus. Research. 
1946. Pp. xiii, 160.) 


Although almost two years have passed since the termination of the war, 
‘there are very few indications as yet as to the volume and structure of 
Russia’s participation in postwar international economic relations. 
Impressed by the extent of the war damages suffered by the U.S.S.R., 
many students of foreign trade expected the first years of peace to witness 
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a vast expansion of American exports to Russia.’ As is not infrequently 
done by even the most reputable economists, “need” and “effective de- 
mand” were treated as if they were synonyms, and the question of the 
-means by which Russia would be able to pay for those imports was touched 
upon rather lightly. i 

Russia certainly could use almost anything she could secure from abroad, 
and the willingness and ability of other countries (primarily the United 
States) to supply might be the only limit to what Russia would be interested 
in importing. The question of payment for those imports is, however, a 
complicated matter. In the current early phase of Russian reconstruction . 
only insignificant quantities of very few commodities are likely to be avail- 
able for export. Russia’s very modest commitment of last October, for in- 
stance, to deliver to Great Britain 23,000 tons of lumber before winter froze 
the Soviet ports was fulfilled only as to 50 per cent, and there is some doubt 
whether the remainder will be forthcoming even when the Russian harbors 
thaw.? While the goods which Russia would get in exchange for her exports 
could be even more important to her economy than the ones which she 
would have to ship abroad, the domestic shortages, transportation (and 
especially harbor) difficulties, and various bottlenecks seem at the moment 
to be so stringent as to preclude many a rational economic transaction. 

The only commodity which the U.S.S.R. can send abroad without en- 
croaching upon vital domestic needs is gold. The total amount of Russian 
gold holdings and the volume of her current gold production are matters of 
guesswork. About 2 billion dollars for the former, and about 200 million 
annually for the latter, are the usually cited estimates.? It is rather puzzling 
that at least a part of these vast amounts has not already been used for the 
purchase of direly needed foreign supplies. It is possible that the price de- 
velopments in the United States as well as the present difficulties in placing 
orders with American suppliers may have induced the Russians to postpone 
their purchases until the American sellers’ market ends, and prices, specifi- 
cations, and delivery terms become more favorable. Of equal, if not larger, 
importance may be the notion of preserving the gold until a major loan can 
be negotiated, and of then employing the gold stocks as well as the current 
gold output for smooth and painless servicing of the debt. A possible future 
necessity of securing a favorable trade balance at any price in order to meet 
current obligations in foreign exchange—an exigency well remembered from 
the days of the Great Depression—could be thus avoided. 

Be that as it may, it would appear very unlikely that large Russian 
purchases abroad, desirable as they are from the viewpoint of Russian re- 
construction, could be arranged without foreign fimancial assistance. 
Whether such assistance will be given is primarily a political question. If it 
can be optimistically assumed that the present tension between the Anglo- 

1 Cf., e.g., August Mafiry and Hal B. Lary, Foreign Trade after the War (Washington, D. C., 
1943). ` . 

2 Dispatch by Frederick Kuh, Chicago Sun, January 5, 1947. 
3 Alexander Gerschenkron, Economic Relations with the USSR (New York, 1945), p. 36. 
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Saxon countries and the U.S.S.R. is only a passing phase, and that once the 
bargaining over the spoils of the war is over, more normal and more stable 
relations between Russia and the “capitalist” world will-develop, the idea 
of granting to Russia a sizable reconstruction loan may become more attrac- 
tive than it is today. Should, however, the attitude continue to prevail that 
found its most articulate expression in a statement of a congressional com- 
mittee that the development of Russia’s industrial economy “can only. be- 
deleterious to the interests of a secure and peaceful world under present” 
‘Russian policies,” the prospects of American-Russian economic relations 
exceeding the narrow confines of some “‘cash and carry” transactions would 
seem to be rather dim. Russia, once more impressed by the dangers resulting 
from “capitalist encirclement,” would presumably continue to place empha- 
- sis on strategically inspired self-sufficiency, would attempt to integrate her 
economy with those of her immediate neighbors, and would rely on repara- 
.tions from enemy countries and minor imports from the rest of the world 
for such supplementary resources as she could conveniently obtain. 
: * * + À 
These questions basic to any discussion of Russian foreign trade and of 
Russian-American economic relations are hardly touched upon in the books . 
under review. Mr. Baykov’s study supplies a considerable amount of sta- . 
tistical and documentary material on the prewar history of Russia’s foreign 
trade; it entirely fails, however, to integrate it with the general objectives 
of Soviet economic planning. The problems resulting from Russia’s strategi- 
cally motivated efforts to attain rapidly as high a degree of self-sufficiency 
as possible are not even mentioned. The concomitant question of the extent 
to which Russia would be willing to depart from the principle of “making 
everything at home” and accept at least some international division of 
labor, relying for some goods on imports and specializing in others for ex- 
port, receives no attention. Nor is there any discussion of the economic 
significance of the broadening of Russia’s orbit, or of the outlook for Russian 
economic cooperation with Poland, Yugoslavia, Rumania, Bulgaria, Hun- 
gary, etc. The actual and potential importance of German reparations, and 
the actual and potential changes in Russia’s economic position resulting 
from Japan’s disappearance as a major power, are only two more examples 
of vital aspects of the subject that “obtrude by absence.” Last but not 
least, Russia’s attitude towards the Bretton Woods institutions, the Inter- 
national Trade Organization, etc., do not figure in Mr. Baykov’s treatment.. 
The information offered thus loses most of its interest, becomes “dead his- 
- tory” and supplies no tools for the analysis of the factors determining 
Russia’s present and prospective role in the world economy. 

But if Mr. Baykov’s study provides at least an assiduously assembled 
collection of “facts and figures” concerning: Russia’s foreign trade in the 
past, Mr. Condoide’s essay cannot be even regarded.as a reliable source of 
such data. In some instances the information that he supplies is erroneous. 
' In discussing the earlier Russian planning procedures in which most quanti- 
ties of output were projected in “maximum and minimum variants,” he is 
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mistaken in his belief that these variants “mean simply that in order to 
achieve realization of the production of the planned items each important 
economic index must fall within the maximum and minimum economic 
values planned” (p. 14). Actually these variants were production goals 
formulated on different assumptions, and it was by no means sufficient that 
the actual performance should fall within the range between the maximum 
and minimum aims. Since these ranges were quite considerable, major fric- 
tions would have resulted from the employment of such lenient standards of 
performance. The so-called annual “control figures” supplementing and 
elaborating the five-year plans accepted one variant and made it the operat- 
ting target. 

Of very dubious value, also, is the information that in 1933 the share of 
the government budget allocated to industrialization amounted to 60.8 per 
cent, while in 1938 it was 41.7 per cent (p. 20). Being left in the dark as to 
the role of this budget in the economy, one is hardly in a position to appreci- 
ate these percentages. It is incorrect to call the monetary measures adopted 
on March 14, 1936 a “second attempt at stabilization” of the ruble (p. 49). 
It was, in fact, a devaluation of the ruble from 0.7719 gram of fine gold to 
0.1777 gram of fine gold. This operation, relating exclusively to the book- 
keeping of Russia’s foreign trade monopoly, had nothing to do with infla- 
tionary developments on the domestic market, as Mr. Condoide surmises. 
A rather interesting and novel device of securing foreign exchange by “ex- 
porting to one’s own country” was adopted by the Russians in the thirties 
(in the years of their severest foreign exchange shortages) by the introduc- 
tion of the so-called “Torgsin” (Trade with Foreigners). Originally designed 
to supply foreign residents in Russia with all necessities against payment in 
foreign exchange, the organization eventually began catering also to Rus- 
sian citizens who were able to pay with gold or foreign remittances. The 
goods thus sold were of high export quality. Instead of going to the trouble 
—at that time considerable—of marketing them on adverse world markets, 
the Russians obtained the same result by disposing of them at home. Mr. 
Condoide loses the meaning of the “invention” by assuming that these 
Torgsin wares were imported articles (p. 52). The transaction would have 
been very unattractive to the Russian exchequer if it had had to pay in 
foreign exchange for what it sold for foreign exchange. In fact Torgsin was 
able to syphon considerable sums of gold and foreign currency out of the 
Russian population—at that time a not unimportant addition to the de- 
pleted foreign funds of the government. 

In spite of these and many other inaccuracies and oversights, Mr. Con- 
doide’s booklet contains much that is useful. While passing by all the more 
intricate questions in connection with his topic, he appreciates at least the 
role of Russia’s foreign trade monopoly in her general system of planning. 
The appended texts of various economic treaties and agreements between 
the United States and the U.S.S.R. will be welcome to all students of the 
subject, the more so since they are usually rather difficult to unearth. 

PAuL A. BARAN 

New York, N.Y. 
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Public Control of Business; Public Administration; 
National Defense and War >- 


Economic Progress and Social Security. By A. G. B. “Fisner. (London: 
Macmillan. 1945. Pp. xi, 362. $5.00.) 


International Implications of Full Employment in Great Britain: By A. G. B. 
Fiswer (London and New York: Royal Institute of International 
Affairs. 1946. Pp. 202. $3.50.) 


Plan for Reconstruction: A Project for Victory in War and Peace. By W. H. 
Hort. (New York: Oxford Univ. Press. 1945. Pp. 336. $4.50.) 


In one central respect, Professor Fisher and Professor Hutt are engaged 
upon the same crusade. They are both concerned with removing what 
Professor Hutt calls “tbe incubus of restrictionism.” As wartime products, 
both books contain acid comment on the manner in which the restrictive 
mentality damaged the war effort, but both subordinate this feature to the 
central purpose of developing a long-range program. 

‘In Economic Progress and Social Security, Professor Fisher continues and 
elaborates the argument of his earlier volume, The Clash of Progress and 
Security, that “The prompt and continuous diversion of labour and capital 
into relatively new types of production is an essential condition for main- 
taining a satisfactory rate of material progress as well as for avoiding chronic 
relapse into depression....” He develops a program for overcoming 
resistances to structural change and supplements it with international 
measures. 

To Professor Fisher, social security is a conception which may be viewed 
in three lights: (1) as a system of benefits for the distressed and displaced, 
(2) as a set of devices for maintaining people secure in their existing modes 
of livelibood and (3) as a provision for collective security through full and 
appropriate use of resources. The last of these over-rides all other objectives 
of economic policy, the second is anathema, and the first presents no serious 
problem if the last be achieved. 

It is hardly necessary to outline Professor Fisher’s destructive argument 
against policies designed to fortify sectional interests since it follows lines 
which have been given very active expression in the United States in recent 
years, both in criticism of the National Recovery Administration and in 
connection with the activities of the Temporary National Economic Com- 
mittee. Nor need one state his argument against collectivist planning which 
follows the familiar lines of liberal criticism. On the side of a constructive 
program, he assumes the necessity for extensive government “ “intervention” 
to exercise institutional rigidities and to encourage “structural changes in 

. conformity with the requirements of a growing and expanding economy.” 
The constructive program includes (1) the withdrawal of public support 
from all restrictive schemes, (2) a firm antimonopoly program where ap- 
plicable, (3) extension of the principle of public utility regulation where 
applicable, (4) public competition at selected points, (5) state enterprise 

_in some other industries, especially those tertiary industries providing cul- 
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tural services, (6) tax reform to encourage small and venturesome eriter- 
prises, (7) educational reform to develop the diverse abilities of the “human 
capital,” (8) a comprehensive system of “social security” benefits in the 
limited sense, (9). measures to increase labor mobility; (10) increased 
standardization of products, and (11) some public control over the processes | 
of scientific discovery, together with other minor features. 

Professor Fisher’s later chapters on international economic adjustment , 
fit in consistently with the logic of his domestic program, in that they restate ` 
the argument for international specialization, deplore policies supporting 
restrictive -practices and support postwar measures for international 
financial and trade cooperation. By reason no doubt of his special interest . 
in this field, these chapters have much more concreteness of subject matter 
than have the earlier parts of the book. 

The economic analysis involved in arguing the merits of a flexible 
economic system, together with the positive role of government in relation 
thereto, is of very great importance, since it brings into focus both the 
weaknesses inherent in much current practice and the potential dangers 
in proposed lines of reform. Nevertheless, by reason of the ingrainéd con- 
victions and antipathies of the author, he gives less than is due to the 
potentialities of various kinds and degrees of planning, under political 
assumptions certainly no less plausible than those which support his argu- 
ment. There is an air of finality in a sphere where the.exploratory approach 
is more suited to the present state of affairs. 

Moreover, Professor Fisher’s intellectual antipathies lead him at times 
into extremely shaky positions. A conspicuous example is the treatment of , 
unemployment in Chapter 6. No economist ought to under-rate the con- 
nection between structural rigidities and cyclical unemployment, but it is a 
throwing away of useful tools to write off in a pbrase the type of analysis 
to which the influence of Keynes has given such great currency. Exposition 
of the Keynesian position has, it is true, commonly neglected the structural 
facts which might limit the efficacy of proposed lines of policy. And Profes- 
~ sor Fisher is no doubt justified in anticipating a political effort to tie- 
Keynesian policies to types of planning which are repugnant to him. There 
is, however, no necessary economic connection, only on political possibility. 

Professor Hutt, in Plan for Reconstruction, largely takes as given the 
defects of economic structure and.policy which Professor Fisher so labori- 
ously and repetitiously demonstrates. His book is devoted to detailed 
remedies in the form, first, of proposed legislation to secure full use of re- | 
sources and equitable distribution of income and, second, of running-text 
explaining and supporting his proposals. The central proposal is in the form 
of a “Resources Utilization Protection Bill.” In one of its aspects, this is an 
extremely stringént antitrust law, patterned after the American laws but 
‘ going far beyond them, especially in the definition of discriminatory and 
restrictive practices. In addition to its duty of enforcing elaborately defined 
prohibitions against corporate concentration and all forms of restraint of 
trade, the proposed Commission is empowered: .(1) to force the fuller pro- 
ductive use of privately owned enterprises, (2) to revise the prices of 
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products, (3) to take over going concerns for public operation, (4) to eta 
lish and operate new public enterprises in competition with private enter- 
prises, (5) to classify industries as public utilities and regulate them accord- 
ingly, (6) to enforce standardization of products and synchronization of 
related operations, (7) to control the licensing of patents, (8) to regulate the 
hours of labor, (9) to modify or rescind minimum wage rates in particular 
industries and (10) to regulate the activities of labor, professional and em- 
ployers associations. For price control and the pricing policy of public ` 
corporations, marginal cost is made the limiting standard. 

Professor Hutt will have no truck with half-way measures. He utilizes, 
- practically every device that has been proposed for eliminating monopolistic 
practices and forcing the fuller use of resources and he invents some new 
ones. He proposes to attack the restrictionist mentality and its conse- - 
- quences with the biggest club that he can find. Like Professor Fisher, he 
regards rehabilitation of the competitive and adaptive features of the 
economy.as the overwhelmingly important objective, and is accordingly 
impatient with monetary or other proposals for full employment when dis- 
-sociated from proposals for structural improvement. 

Generally speaking, Professor Hutt, who is a constientious equalitarian 
in principle, thinks that once his productive reforms were in operation, 
distributive justice could be achieved with only minor emendations of the 
distributive results of the system. He is, however, much concerned with 
transitional problems and especially with the resistance to adopting his 
reforms on account of the “established expectations” of persons in incomes | 
derived from the present productive structure. He therefore proposes that a 
proportion of all labor incomes should be paid into a Labor Security Pool 
and Reserve, and that payments be made from the Pool both to support a 
national minimum wage and to offset gaps between actual earnings and 
. “established expectations.” While the importance of this system of en- 
forced pooling of income is regarded as primarily transitional, it might if 
necessary be retained as a permanent instrument of distributive justice. 
` The administrative implications of such a system are rather appalling but, 
` apart from these, Professor Hutt finds it necessary to justify at length his 
“view that “the ‘distributive scheme’ can be made completely independent 
ofthe ‘productive scheme’ ” (p. 146), and to defend bis proposal from the 
charge of universalizing the defects of the Speenhamland policy. 

Strictly for transitional purposes it is also proposed to establish a Capital 
Security Pool by a levy on property incomes from which compensation 
would be paid for loss of property income directly traceable to the enforce- 
ment of the Resources Utilization Protection act. 

Both the Pools are inspired primarily by motives of political manewvre, 
` to overcome resistances to the passage of the Utilization act which is the 
heart of the plan. 

Professor Hutt’s provocative, proposals suggest to the mind the solemn 
‘thought, that, if itis in fact necessary for the state to intervene in so detailed - 
a fashion into all the processes of production ‘and distribution in order to 
achieve passably acceptable performance by the private enterprise system, 
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the grounds of choice between the latter and outright collectivist organiza- 
tion of large areas of activity aré greatly narrowed. 

In arguments like those of Professor Hutt and Professor Fisher, it is 
difficult to isolate the economic and the political elements, respectively. In 
Great Britain, far more than in the United States, there appears to be a - 
readiness to combine measures of sectional interest with those of collectivist 
planning on terms by no means obviously well designed to advance the 
internal and external economic position. Against these tendencies writers 
in the liberal tradition cry havoc. On a calm view of historic processes, one 
is inclined to think. that they prove too much. That is to say, they allow 
only one solution consistent with economic progress and security. This ’ 
surely is too narrow a view. In a world in which it will necessarily be the 
destiny of many countries to organize their economic life on a more planned 
basis than in the past, solutions of another sort to the same happy end are 
not out of question. The warnings of books like those under review are by no 
means irrelevant to such solutions, since the restrictionist solution is never 
a good one. But, because of inability to enforce a solution representing an 
extension of what i in the United States used to be known as “the new free- 
dom,” one does not need to jump in despair into the Thames, the Seine or 
the Tiber. 

In his other small book tinder review, International Implications of Full 
Employment in Great Britain, Professor Fisher reiterates “the underlying 
theme of the importance of the highest possible degree of flexibility in our 
economic structure” (p. 190). Retaining his somewhat skeptical view con- 
cerning domestic policies of maintaining effective demand, he judges that 
` active steps to promote the overall efficiency of British industry are the key 
to its problems in both the domestic and international spheres. Without ' 
_. disputing the importance of the latter, members of the discussion group as- 
sociated with Professor Fisher in the preparation of this volume enter a 
dissenting opinion on a point of emphasis, as follows: “ . . . the analysis of. 
our system made in recent years by economic thinkers, notably by Lord 
Keynes, points to remedies for unemployment which would avoid the pit- 
falls indicated by Professor Fisher, and on which we may reasonably build 
high hopes... Professor Fisher has failed to appreciate the potential 
benefits, both national and international, to be gained from policies devoted 
to maintaining effective demand. ... The second and main type of em- 
ployment policy, that directed towards maintaining purchasing power, 
tends to assist in adaptation to external changes by promoting internal 
mobility. . . . Professor Fisher argues that in our enthusiasm for new ideas 
we should not neglect the truth embodied in the old. That is so, and the 
danger is a real one. It is also important that we should understand pre- , 
cisely what the new ideas are.” (Disconnected quotations from pages 195, 
196, 197, 198.) That seems to me to be a just comment upon Professor 

Fisher’s argument in both of the volumes under Teview. 

While, as noted above, the later and smaller volume takes a somewhat 
skeptical view of the currently popular approach to “full employment” 
policies, it contains analysis and commentary relating to Anglo-American 


478 THE AMERICAN ECONOMIC REVIEW 


economic relations which carry great weight. Basically, Professor Fisher 
approves the type of policy now being promoted by the United States, not 
on the grudging grounds that England has no other recourse, but on grounds 
of its substantial merits. He recognizes the dangers inherent for England in 
the possibility of extreme fluctuations in the United States, but, like all of 
us, takes what hope he can from the declared policy, of the Employment 
Act of 1946. He finds no greater prospect of security and less of progress in 
any other than an “open” multilateral system of trade relations. 
_ On this point he draws gentle reproof from some of his associates a 
say: “To exclude all forms of reciprocal arrangements between smaller ` 
countries which would enable them to reap some of the benefits of large- 
. scale production enjoyed by industries and inhabitants of the large con- 
tinental political units, constitutes a serious disadvantage for the smaller 
countries, against which they may have no guarantee of-any offsetting ad- 
vantages from the operation of the open international order as understood - 
and advocated by the United States and Professor Fisher” (p. 200). This 
dissenting view, in numerous variants, is probably the prevailing view in 
` Great Britain and it is certainly a matter of great importance that persons 
in the United States should understand why it is so widely held, even by 
persons intellectually inclined to the American policy. It is, however, 
equally a matter of importance that the British should be confronted with a 
statement like Professor Fisher’s to offset a prevalent and erroneous sense 
that they are being victimized by a policy having no greater merit than the - 
mere willfulness of the United States. 

One’s final thoughts upon books like those reviewed above are mixed. In 
breadth of thought they are most stimulating. In marshalling the pitfalls 
of policy they are superbly relevant. In the absoluteness of the alternatives 
which they regard as acceptable they appear decidedly too narrow. Pos- 
sibly by the elaborateness of the constructive programs which they present 
they will weaken their influence in a hostile political environment, where 
persons who find the programs inacceptable may be disposed wrongly to 
belittle the force of the argument against restrictionist policies and prac- 
tices. Books like these should have a clearer focus upon the audience for 
which they are intended and be written in a manner appropriate to that 
audience. As written, the present volumes will serve to fortify the faithful 
but are ill designed as essays in persuasion. 

Pav T. Homan 

Cornell University ` 


Transportation; Communication; Public Utilities 
International Air Transport. By Bric. GEN. S H. OSBORNE MANcg, assisted 
by J. E. Wheeler. (New York: Oxford Univ. Press. 1944. Pp. x, 117.$1.00.) 


International Sea Transport. By Bric. GEN. Sir H. OSBORNE MANCER, assisted 
by J. E. Wheeler. (London: Oxford Univ. Press. 1945. Pp. xii, 198. 12s. 6d.) 


Both of these volumes are part of a timely series that has been prepared 
and issued under the auspices of the Royal Institute of International 
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Affairs; and both profit from the long and intimate experience of the senior - 
author, at present the United Kingdom’s representative on the Transport 
and Communications Commission of the United Nations, with both the 
commercial and niilitary aspects of international communications and 
‘transportation. As a result these studies are comprehensive and include a 
consideration of the legal, technical and military aspects of these industries 
_ as well as their commercial, political and economic phases. While their 
brevity precludes a definitive treatment of these several facets of the inter- 
national transport problem, the selection of material is judicious; and al- 
‘though the volumes are largely descriptive, analysis is not entirely es- ` 
chewed. 

International Air Transport describes first the international organizations 
‘and agreements that regulated prewar air transportation between sovereign 
. states; and the resulting confusion and jurisdictional overlapping. 

The second part describes international air services as they were organ- 
ized prior to 1939, from which the customary conclusion is drawn, i.e., 
the importance of aviation as a political and military instrument combined 
with the frequent need for subsidies on international routes brought a large 
amount of government participation to the industry. Although the propor- 
tion of prewar airline revenues from subsidies was declining, the emphasis 
on increased speed indicated that government aid would continue to play 
an important role. The advantage of the large territory of the United’ 
States for airline development is contrasted with the fragmentation of 
_ European air organizations, and in the concluding chapter is construed, 
-as an argument for. internationalization. The authors foresee a promising 
future for private air cargo carriers. 
A third section deals with the inseparability of civil aviation from military 
` aviation. The brief review of the internationalization of the industry that 
was unsuccessfully attempted in 1932-34 should provide a salutary specific 
for those who may still overeumphty: the political difficulties of fing in 
“one world.” 
In a final section the authors express their opinions on the future of inter- ' 
national air transport. They favor the concentration of technical regulation 
‘in the hands of a single world-wide authority which they foresaw as a pos- 
sible adjunct of the United Nations. Furthermore, they feel that the in- 
separability of the military and civil aspects of aviation and the movement 
` from laissez-faire towards planned economy will make future international 
collaboration in air transport at least as much a matter for governments as 
it has been in the past. As a result, they believe the formation of interna- 
tional corporations to be the best method for eliminating competitive sub- 
sidies and providing for the carriage of what has subsequently become 
known as “fifth freedom trafāc.” Realizing that hardly any government has 
been willing to take the possibility of international companies seriously, 
the authors advocate regional pools of national air lines, but this too they 
admit “lies on the extreme edge of practical politics” in much of the world. . 
“The question is, therefore, how to safeguard the world from the use of civil ` 
aviation for purposes of aggression while allowing the freedom necessary 
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- for the encouragement of development-for innocent uses” (p. 103). Realizing 
that nothing less than world-wide measures will meet the case, the authors 
return to their advocacy of international companies or pools of national 
companies with an international organization licensing air services, air- 
ports and aircraft construction ‘‘on a similar basis to air licensing in Great 
Britain or the U.S.A...., d.e. public convenience and necessity with a 

. desirable measure of competition” (p. 104). One cannot but wonder how 
much desirable competition would exist; but the cut-throat competition . 


- that could result from competitive subsidies and other still greater evils 


may be the alternative. , 
While some of the material in this volume has become dated as a result of ` 
` international air conferences that have been held subsequent to its original, 
publication in London in 1943, it remains an interesting and valuable study. 
The account of the inchoate organization of international’aviation and 
the lack of coordination between the eastern and western hemispheres in 
the prewar period indicates clearly the need for more thorough and uni- 
versal coverage of these problems if full advantage of air transportation is ` 
to be enjoyed by the postwar world. 

International Sea Transport declares that shipping is not only one of the 
oldest forms of transport, but that “‘it is still by far the most important,” 
. carrying over three-fourths of the volume of the world’s international trade, 

“including the raw materials on which modern civilization so largely de- 
pends” (p. x). 

The prewar international organizations, both official and ptivate, that 
contributed to the coordination of the technical, legal, labor and commercial: 
aspects of the industry are briefly described. The interwar political and 
economic factors are then investigated, and the authors conclude, after 
‘examining the shipping policies of the principal maritime countries, that 
“The integration of shipping policy in the general policy of the State has 
proceeded apace since the last war [World War I], and international ship- 
ping competition, which was almost entirely commercial at the end of the 
nineteenth century, had become to no small extent political at the outbreak 
_ of the second world war” (p. 63); the reliance on merchant shipping becom- 
-ing even greater as naval programs were reduced by international agree- 
ments (p. 66). In spite of what appears to me as a slight (possibly uncon- 
scious) pro-British bias, the recent history of subsidies, discriminations and 
state control is well handled. The authors’ support of the deferred rebate 
system, however, on the grounds that “the practice of rate-cutting in United 
States trades was becoming more prevalent because of the growing realisation 
by foreign-flag operators of the vulnerability of the conferences which were 
forbidden to use the deferred rebate system” is open to question. The per- 
missible contract rate system is not entirely ineffective, and moreover there 
were other important influences at work. It is not unlikely that entry into 
American trades may have been stimulated by the desire for dollar ex- 


1 Italics supplied by the reviewer. 
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change, and by the weakness of American lines resulting from the political 


uncertainties growing out of the ocean-mail contract investigation and the’ 


subsequent shift to the outright subsidy system as provided by the Mer- 


chant Marine Act of 1936. The treatment of the abortive attempts to ra- . 


tionalize international shipping in 1933, and the success of the more 
limited proposals restricted to tramps and tankers that were effectively 
introduced in 1934, covers the ground satisfactorily in the few pages 
devoted to the subject. The chapter on international collaboration in war- 
time is also well done, although this section was apparently written ‘before 
the creation of the United Maritime Authority which has become the co- 


coon out of which an international shipping organization is now w expected - 


to evolve. 
The final chapter which deals with the future is naturally the most stimu- 
lating and provocative. The authors conclude that the major problems that 


have faced the industry since World War I have not been technical, but ' 


political and economic. Nongovernmental solutions (e.g., shipping con- 
ferences) have not been entirely successful and have not accorded the 
consuming public representation or protection. (Note the similarity to 
industrial cartels and international commodity agreements.) One or more 


international organizations are therefore recommended to undertake ‘the: 
following functions: (1) technical problems; e.g., safety, health, legal, labor, < 


‘etc.; (2) commercial—to mitigate the effects of unrestricted international 
competition; (3) security and prestige. “There would seem to be no dif- 
` ficulty over sea transport if the major problems of collective security are 


’ successfully solved. One is tempted to suggest that there is not much hope ` 


for improving international shipping relations if they are not” (p. 171). 
Assuming collective security fo be achievable, the authors propose an eco- 
nomic approach to the problem of world tonnage and its ownership. An 
interesting proposal is made which would permit high-wage countries to 
employ differential subsidies. 

Where contact between nations is as continuous as in aviation and ship- 
ping the possibilities of friction are great, and the authors have provided 
excellent summaries of the large amount of international collaboration that 
has already. taken place, and of the still wider and more universal coopera- 
tion that is required. While one may question the specific mechanisms 


proposed, the general objective is unmistakably revealed. These volumes - 


constitute excellent background material for anyone wishing to follow with 
cognizance the activities of the Economic and Social Council in marier 
concerning these industries. 

Some objection may be taken to the organization of these studies, but 
thorough cross-references keep the reader on the beam. It is astonishing that 
in an otherwise well-documented work the volume on air transport con- 


tains a map without specifying the scale or projection. Both books contain 


well-selected - bibliographies. 
oe DANIEL Marx, JR, 
Dartmouth College 


% 
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Economic Geography; Regional Pami 
Urban Land; Housing 


on or Ceilings? The Current Housing Problem. By MILTON FRIEDMAN and 
GEORGE J. STIGLER. (Irvington-on-Hudson, N.Y.: Foundation for 
Economic Education, Inc. 1946. Pp. 22. 25¢.) 


This well-written, closely reasoned, popular pamphlet outlines a case 
against rent control. In the authors’ opinion “rent ceilings . . . cause hap- 
hazard and arbitrary allocation of space, inefficient use of space, retardation 
of new construction and indefinite continuance of rent ceilings, or subsidiza- 
tion of new construction and future depression in residential building. ...” 

“Unless removal of rent ceilings would be a powerful new stimulus to in- 
flation, therefore, there is no important defense for them. Actually higher 
rents would have little direct effect on inflationary pressure. ...” 

According to Professors Friedman and Stigler “legal ceilings on rents are 
the reason there are so few places for rent . . . if rents were freed from legal 
control and left to seek their own levels, as much housing as was occupied 

„before the war would be distributed more equally than it was then .. . until 

there is sufficient new construction, this doubling up is the only solution” 
(to the present housing problem). “The very success of OPA in regulating 
rents has therefore contributed greatly to the demand for housing and hence 
to the shortage, for housing is cheap relative to other things.” 

Continuation of rent control is now a major issue of public policy. This 
pamphlet, although written by economists who ostensibly employ economic 
arguments, must be classed as a political tract, of the same species as, ¢.g., 
The Road to Serfdom, though even more timely and specific. Whether orig- 
inally written as propaganda or not, the pamphlet unquestionably will be 
used as propaganda by the real estate lobby in their coming big push to 
wring immediate rent decontrol from the 80th Congress. One-half million 

‘copies have been ordered by a single organization—obviously for lobbying 
and propaganda purposes. 

If one grants the authors’ premises, both stated or unstated, the economic 
logic of this pamphlet is unassailable—as might be expected from such able 
technicians. On a policy issue however, the premises are the important 
thing. The following two premises deserve critical notice: 

_ 1. The stated premise that the present housing “shortage” is no worse 

(relatively) than before the war. This is based on the single statistical fact 
that the ratio of total United States population to number of occupied 
dwelling units is not now essentially different from before the war, namely 
about 3.6 persons per dwelling. Such a ratio is highly ambiguous and mis- 
leading. A proper ratio would be that of number of families desirous of 
occupying separate quarters, and able to pay for them, to habitable dwelling 
units available. This ratio has worsened appreciably compared with the 
prewar ratio. The population-occupied dwelling ratio is misleading because 
the Census counts as an occupied dwelling anything in which people live— 
regardless of the quality of the shelter. There are more occupied dwellings 
now simply because there are more families who must live somewhere. 


ri 
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Vacancies have shrunk to a minimum and many substandard isn non- 
_ residential structures have been occupied as dwellings. In brief, the premise 
that the United States has relatively as much housing as before the war 
rests on distortion and misuse of government statistics. 

-2. The unstated and very important premise that government controls 
are less efficient economically, and less desirably socially, than the free. 
working of the price system. This is a fundamental issue of social philosophy. 

Professors Friedman and Stigler hold that the housing shortage can be 
eliminated by rent increases. No one doubts this elementary economic 
principle—the question is whether allowing an inadequate supply of housing 
to be rationed by price is an equitable solution to the present housing 
problem. . 

In the short run, housing supply is highly inelastic in respect both to price 
and to income. Removing rent control would not necessarily get more 
houses built. Under the Wyatt program more housing was started than 
there were building materials to complete—the result was.a lengthening of 
the average time required to complete residential structures. Since materials 
are still the limiting factor and their prices have already been decontrolled, 
higher rents, which no one doubts would follow decontrol, would, as an 
initial effect, merely enrich landlords and force more doubling up among the 
lower-income groups—already inadequately housed. 

This pamphlet clearly illustrates the truth of the late Lord Keynes’ classic 
remark that “The theéry of Economics does not furnish a body of settled 
conclusions immediately applicable to policy” (Preface to the Cambridgée 
Economic Handbooks). Friedman and Stigler evidently feel that their 
analysis does yield conclusions directly relevant to policy—regardless of 
complicating non-economic factors which they choose either to ignore or to 
rank below technical efficiency of the free price system: One important 
difference between theoretical analysis and policy formulation is that the 
theorist has complete freedom of choice among courses of action; the govern- 
ment administrator is always restricted to what is politically, legally, or ` 
administratively feasible at a given time. 

Removal of rent controls now would not solve the housing problem, but ` 
it could easily contribute to worsening inequality in the size distribution of 
personal income, in real terms—a trend which Friedman and Stigler profess 
to deplore. If they really do and wish to speak out on policy problems they 
- might perhaps better attack, ¢.g., the plan for flat percentage reduction in 
personaia income taxes—which is clearly regressive in effect. 

RoBERT BANGS 

Washington, D.C. 


Your City Tomorrow. By Guy ice (New York: Macmillan. 1947. Pp. 
xiii, 210. $2.50.) 


The unsightly, paper-littered, vacant lots and miles upon miles of blocks 
filled with delapidated houses and business establishments in the heart of 
our cities are matters of increasing concern to city planners and municipal - 
officials in general. These eyesores are what remain when the more fortunate 


j! 
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citizens move to the.suburbs to escape the crowding and high taxes of cities. 
With the loss of their best taxpayers and with property values deteriorating ; 
„through neglect, many cities find it hard to make both ends meet. In this’ 
, readable little book, based largely upon articles previously published in. 
Fortune, Mr. Greer suggests ways and means of checking the blight of cities. 
The discussion includes suburbs as well as the central city. The word 
“community” is used to include the whole metropolitan district, and it 
“refers always to the entire aggregation of such public services as trans-- 
portation, police and fire protection, water supply, sewage disposal, etc.” 
After explaining how the early planned growth of cities both in Europe and 
America gradually gave way to the present planlessness under the influence 
of laissez-faire in the 19th and 20th centuries, Greer summarizes briefly the 
first attempts to check urban blight. Zoning, garden cities, slum | Clearance, 
‘piecemeal improvements, all have been tried and found wanting because 


- none of them has gotten at the root of arresting decay in the city’s interior. 


1 


Only comprehensive planning can cure present urban ills and make our 
‘cities what they should be in the future. Mr. Greer sees no reason why cities 
- should differ greatly in the coming Age of Atomic Power from what they 
should be today. In his scheme of procedure, city officials should first of all 
‘make a comprehensive master plan based on all available facts on the com- 
munity as a whole—its resources and industries, people, present layout, land 
uses, housing, transportation, trends, and special problem areas. The plan 
must provide both for replanning the existing community and for future 


_ growth. Once the broad overall objectives are set, the planners may proceed 


to the practical problems incident to its adoption and execution. 
All town planners run into three fundamental obstacles: (1) lack of ade- 


_ quate legal power in the local community; (2) an antiquated fiscal set-up, | 


and (3) ignorance on the part of the general public. The first obstacle can be 


: overcome by permissive state legislation giving urban communities, among ` 


other things, greater authority over land use and greater powers of eminent 
‘domain which will permit them to acquire large enough tracts of blighted 
areas to replan on an economic scale. The Kentucky laws authorizing joint 
planning and zoning for Louisville and Jefferson County are a step in this 
- direction. . 

The crux of fiscal difficulties derives from.the fact that municipalities.are 


` still dependent for the bulk of their tax revenues upon real estate taxes. In 


the days when most of the national wealth was in real estate that was satis- 
factory, but now that the bulk of wealth is in corporations, municipalities no 
-longer get their just share of taxes. Without state or federal aid, therefore, ' 
‘they are unable to carry out needed rehabilitation. Mr. Greer advocates a 
thorough overhauling of the whole tax structure to allocate a fair share of 
revenue to the cities, but in the interim he suggests two rather startling. 


, methods of increasing local funds. In the first place, he suggests that the 


federal government assume the entire expense, but not the administration,. 


. of education. Secondly he suggests that all gasoline and motor vehicle taxes 
' þe retained locally. With these additional sums, cities should be able to ` 


undertake comprehensive planning. 


i 
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The matter of ciang the public may be done by a variety of methods, 
press and radio campaigns, competitions, or citizens? committees. Mr. E 
Greer’s own book is one method. Addressed to the average citizen, it pre- 
sents a complex problem with the clarity and simplicity that only an au- 
thority can supply. The author has had practical experience in the field, 
both with the federal government and as one of the editors of Fortune, in the - 
Syracuse, New York, planning project. He gives both the experience with 
the Syracuse project and Boston’s prize contest for a master plan as con-` . 
crete examples of how comprehensive community planning may be initiated. 

Although Mr. Greer has such practical suggestions to make regarding the 
preparation of a master plan and the means whereby the obstacles to its 
execution may be overcome, he stops short of the method of administration 
after the plan is adopted. For a consideration of that problem, the serious 
student must go to other recent books on the subject . such as New City 
Patterns, by S.'E. Sanders and A. J. Rabuck. But since Greer’s book is 
designed primarily to educate the general public to the need of compre- 
hensive planning, perhaps it should stop with the adoption of a plan. Once | 
a need receives popular recognition, technicians can always work out 
methods of administration. 

Incidental to his main thesis of T R community planning, Mr. 
Greer includes a penetrating analysis of the accomplishments and short- 
comings of the United States Housing Authority and of various rehabilita- 
tion schemes for blighted areas. Also deserving of special mention is his 
final chapter on A Vision of Fair Cities which should convince the most 
skeptical citizen that our cities might be made pleasanter places in which to _ 
live. 

; = - VIRGINIA TURRELL 

Smithtown Branch, N. Y. 


‘Labor and Industrial Relations 


A National Labor Policy. By Harotp W. Merz and MEYER JACOBSTEIN, 
(Washington: The Brookings Institution. 1947. Pp. ix, 164.) 


This is the second volume! in “ʻa systematic study of federal labor policy” 
begun by the Brookings Institution in 1943. In contrast to the first volume, 
which purported to be “confined to the presentation of the facts,” this 
study ‘“‘appraises existing labor policies and makes concrete suggestions for 
appropriate modifications.”* Since the recommendations set forth in the 
second volume are based on the facts presented in the earlier work, it has - 
not been possible to appraise one book without reference to the other. 

Part I of A National Labor Policy sketches with not too pat senut 


1 The first was Harold W. Metz, Labor Policy of the Federal Government, 1945, 
* From Harold G. Moulton’s preface to A National Labor Policy, p. v. 


2 The earlier book was glowingly reviewed in the September, 1946 issue of this Review, pp? 
709-11, For a different evaluation, see Herbert R. Northrup, “Literature of the Labor me 
Pol. Sci. Quart., Vol. LXI (Sept., 1946), pp. 426-29. i; 


" 486 “THE AMERICAN ECONOMIC REVIEW 


the background and present status of federal labor policy and the “Political 
Aspects of the Labor Movement” in a bare fifty pages. After “National 
Goals and Requirements” are laid down, the remainder of the book is 
concerned with specific recommendations which include the following: 
(1) Illegalizing by anti-trust legislation simultaneous strikes by unions 
“against two or more employers for the purpose of restricting or limiting the 
movement of goods in interstate commerce” and the corollary outlawing of 
_ multiple-employer bargaining units; (2) Outlawing of sympathetic and 
jurisdictional strikes; (3) Denying protection of the Wagner Act to em- 
ployees or unions striking in defiance of contract or engaging in violence; 
(4) Terminating bargaining rights of unions which picket in violation of 
the Wagner Act (cross picketing), which otherwise picket to attempt to 
_ cause a law violation, which place untrue statements on pickets’ placards, 
or which’ engage in mass picketing or violence; (5) Outlawing boycotts by 
“criminal means, injunctions, civil damages, and the suspension of the 
bargaining rights of the unions which utilize the device”; (6) Outlawing 
all forms of union security; (7) Requiring unions to bargain; (8) Delineating 
by law the nature of the obligation to bargain and the subject matter 
thereof; (9) Making collective agreements enforceable and unions suable 
under federal law; (10) Requiring unions selected as exclusive bargaining 
agents to be open unions, democratic in organization and structure, and 
free from guilt in any of the above proscribed activities; (11) Granting 
greater “free speech” to employers; (12) Reorganizing of the National 
Labor Relations Board to require court rules of evidence, separation of 
prosecuting and judicial function, and enlarging its membership to seven 
or nine; (13) Reorganizing the U. S. Conciliation Service as an independent 
branch of the Executive Department. 

The recommendations present a curious anomaly. On the one hand, the 
authors would reduce unions ‘to local organizations. On the other, they 
would subject them to enormous federal control. It should be noted that 
no corollary treatment is proposed for business, which is to be permitted 
_ to retain its interlocking relationships, holding companies and multiple 
` _ plant ownership structure. To take a current example, American Telephone 
‘and Telegraph Company may continue to set the labor policy of its con- 
trolled affiliates, but if the National Federation of Telephone Workers at- 
temps a similar strategy, it is to be restrained by “‘anti-monopoly”’ legis- ` 
lation! 

Messrs. Metz and Jacobstein contend that collective bargaining works 
best at the local level; that industry-wide bargaining tends to promote price 
fixing, “political determination of conditions of employment,” and govern- 
ment intervention in labor disputes and that it places overwhelming bar- 
gaining power in the hands of the union over the employer. They also 
declare that the NLRB has tended to use every opportunity to promote the 
widest possible bargaining unit and to establish multi-plant bargaining 
units. 

.These arguments are undocumented, inconclusive, superficial and contra- ` 
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dictory. On page 57, the authors state that unions perform a definite func- 
tion by preventing price cuts. Four pages later, they argue that unions 
maintain wages (and hence prices) too high and therefore must be shorn of 
their effective power. For the most part they appear to generalize from 
the experience in the coal industry where labor relations have rarely been 
satisfactory no matter what has been the scope of bargaining. The jus- 
tification for such generalization has yet to be demonstrated. 

As a matter of fact, the pros and cons of industry-wide bargaining, 
which are so superficially treated here, have not been fully explored any- 
where. How, for example, would such’a ban affect collective bargaining in 
the building, garment, maritime or other industries where typically a 
single worker is employed by numerous companies over a short period? 
The application of antimonopoly laws to collective bargaining involves the 
use of a mechanism ill fitted to labor relations and one which has been 
anything but an unqualified success in its own field. Such a ruthless smash- 
ing of established collective bargaining relationships as these authors pro- 
pose is likely to aid no one. Moreover, as Professor Slichter has pointed out, 
“The prohibition of industry-wide bargaining could impose a grievous 
burden on employers because it would help unions pursue the policy of 
‘picking them off one at a time’... for many small employers bargaining 
as a group is their only hope of gaining some rough equality with large 
and powerful unions.’ Such a policy could be pursued by local as well as 
national unions in many industries. 

Finally, it should be emphasized that in so far as reference is made to 
NLRB policy, the authors base their recommendation on Metz’s funda- 
mental misconception of the NLRB’s bargaining unit policy in general and 
its “Globe” doctrine in particular. In his previous work as well as in this 
one, Metz declares that the NLRB continually strives to set the widest 
bargaining unit possible and to encourage the formation of multi-plant 
units at the slightest opportunity, and he further states that the “Globe” 
doctrine is an instrument to this end. Actually, of course, the Board 
policy is much more nearly the exact opposite and the “Globe” doctrine . 
permits small groups of workers to establish themselves as bargaining units 
apart from larger industrial units. The whole trend of Board cases since 
1940 has been away from the larger unit doctrine, as nearly all students of 
the problem have pointed out on many occasions.’ 

The proposal that the Wagner Act should be amended to exclude from 
its protection strikers and employees guilty of violence is based on a mis- 
understanding of NLRB policies. The Board has repeatedly refused to order 
reinstatement of strikers guilty of serious misdemeanors, and again in the 
words of Professor Slichter, “In the case of strikes which are not provoked 

15. H. Slichter, “To End Strikes in Essential Industries,” New York Times Magazine, Jan- 
uary 12, 1947, p. 51. i 


5 See, ¢.g., D. O. Bowman, Public Control of Labor Relations (Macmillan, 1942), Part III; 
National Colective Bargaining Policy (Industrial Relations Counselors, Inc., 1945), pp. 25-27; 
C. O. Gregory, Labor and the Law (W. W. Norton, 1946), pp. 239-52. 
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by iiir labor practices, the employer i is not required to dismiss 1 men 
hired during a strike in order to rehire strikers.’ 
Few will quarrel with constructive provisions designed to control sym- 
. pathetic and jurisdictional strikes. Merely proscribing them, however, is not 
sufficient. Methods must be developed to deal with them. For example, it 
might be well to divide jurisdictional strikes into two categories. The tra- 
ditional type involving a quarrel over what craft should do a certain piece 
of work might be settled by requiring the parties to agree to binding arbi- 
tration, but in the event of their failure to do so, providing that the Secre- 
tary of Labor appoint an arbitrator with power to issue a binding award 
enforceable in the courts. Jurisdictional strikes over the right to-represent 
employees should be settled through NLRB procedure with the Board’s 
power enhanced so that it could order unions as well as employers to cease 
interfering with bargaining agent determinations and secure the enforce- 
ment of such orders in the courts. This latter procedure would be ample to 
take care of the problem of cross picketing, secondary boycotts, and similar 
questionable labor practices and would be much more satisfactory than 
either criminal sanctions, which are generally inappropriate, or than ter- 
minating bargaining rights, which removes from the scene (and from ef- 
-fective sanctions) those with authority to effectuate a settlement. 

In their zeal to exterminate undesirable union practices, the authors 
would deny a union the right to place untrue statements on pickets’ pla- 
cards. Falsehoods are, of course, reprehensible, whether broadcast through 
picketing signs, nationwide advertisements, or any other media. The 
authors appear.to forget, however, that free speech is a constitutional right, 
and that censorship of any medium of expression is repugnant to that right. 

The reviewer agrees with the authors that the closed shop is a generally 

‘undesirable practice. He does not believe, however, that merely outlawing 
it will have any great effect. As in Great Britain, union men will merely 
refuse to work with non-union men, which is their legal right. Such a prac- 
tice would also cause a further disregard for law and order which the 
authors are so anxious to preserve. Moreover, it is neither fair nor accurate. 
to propose outlawing all union security clauses on the basis of arguments 
against the closed shop. It would seem more advisable to get at the evils of 
the closed shop by requiring all unions to remain open unions and setting 
up impartial machinery for review of any discharges initiated by unions 
pursuant to union security clauses. The NLRB would be the obvious 
administrator of such Provisions. 

The proposals to make unions “suable”’ and to delineate the required con- 

` tents of collective agreements have not been very well thought out. As a 

matter of fact, unions can now be sued in most jurisdictions. A special law - 
making collective agreements “enforceable” may be desirable to end con- 
fusion, but the authors apparently are not aware of what they are asking. 

Except for illegal stoppages, of which there are few, unions have little oppor- 

tunity to violate contracts, which are primarily management regulating 


§ Slichter, op. ci., pp. 7, 51. 
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devices. As a result of actions of foremen, many unintentional, management 
would be the defendant in more than three-fourths of the cases arising from ` 
such an invitation to take labor relations to the courts. 

Just how the authors would delineate what management must bargain- 
about with unions in view of the wide diversity of subject matter which is 
now found in collective agreements, they do not make clear. One gathers 
that Congress ought to legislate away possibilities of change or differentia- 
tion among industries, neither of which is likely to be satisfactory nor con- 
ducive to labor peace. 

The recommendation that unions, like employers, be required to bargain 
is in line with most thought today. It represents, in fact, Sauter of the 7 
Wagner Act and is long overdue. 

In suggesting that the unions selected as union bargaining dient should 
be democratic in organization and should remain open unions, the authors 
have made a worthy contribution. It should be pointed out, however, that 
both the NLRB and the courts have already taken formative action in this 
direction. Moreover, it will not be enough to require that democratic 
practices be made a condition of certification by the NLRB. The most 
racket-ridden unions in this country—those in the building, amusement, 
and longshore industries—rarely, if ever, use the machinery of the NLRB. 
Consequently, it would seem preferable either to set up a separate agency to 


deal with the problem, or as proposed by the American Civil Liberties _ 


Union, to grant the NLRB requisite authority. If the last is done, special 
attention must be given to the problem of race discrimination which has 
flourished in the railroad unions under the Railway Labor Act, and over 
which the NLRB has no jurisdiction. 

The idea that the NLRB denies employers “free speech” is one which has’ 
a rather fatal fascination for many observers, but which is, fortunately, not 
accurate today. It is based on the regrettable zeal of the first members of 
the Board to curb employer unfair labor practice, but since 1942, at least, 
has had little basis in fact. Nevertheless, the authors (having regained their 
concern with free speech which they neglected when dealing merely with 
pickets’ placards), repeat the ill-founded charge here (and Dr. Metz re- 
echoed it before the Senate Labor Committee) and go on to suggest appro- 
priate remedies. The reviewer is at a loss to determine what can be gained 
by writing a constitutional right into a particular piece of legislation, but 
perhaps it is one way to satisfy the emotions which recent labor disturb- 
ances have engendered. Certainly it will do no harm, but it is only fair to 
note that it will contribute nothing to sound industrial relations nor will it 
change the policies of the NLRB. 

The idea that the NLRB should be reorganized to separate its judicial 
and prosecuting functions has an alarming emotional appeal. It ignores the 
NLRB’s fine record of minute observance of due process; the fact that there 
are numerous agencies operating under similar procedures concerning which ~- 
no similar suggestion is made; and the fact that Congress has enacted a far 
reaching administrative procedure act to guard against any administrative 
excesses. It would destroy the efficiency of the administrative process, and 
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particularly, act to prevent compromise off-the-record settlements which. 
the Board now secures in 85 per cent of its cases. It will be a questionable 


` gain indeed if, to comply with some fine legal theory, cases before the NLRB 


are further slowed down and formalized to such an extent that quick infor- 
mal settlement is rendered impossible. The authors might better have rec- 
ommended that the NLRB be given sufficient appropriation to fulfill its 
task in the manner Congress originally intended, but which has since been 
made almost impossible by successive budget cuts. 

The reviewer has confined his attention largely to the recommendations. 
Basic to them, however, are the book’s statements of alleged fact and its 
tone. The former are mainly summarized from Metz’s earlier work concern- 
ing which adequate comment has been made.’ It may merely be empha- 
sized that the two books, taken together, are replete with errors and with 
misstatements of fact and policy, which are in turn derived from question- 
able sources and biased or unwarranted interpretations. 

As to the tone, A National Labor Policy (like its predecessor volume) is. 
distinctly partial. Labor has been painted as an all-powerful colossus which 
must be broken up in the public interest; industry as a thoroughly regulated 
group over which the body politic has adequate control. Despite some truth 
inthe painting, it remains a caricature. Published by an organization which 
is “Devoted to Public Service through Research and Training in the Social 
Sciences” and which previously had sponsored Professor Slichter’s scholarly 
Union Policies and Industrial Management, A National Labor Policy (and 
Metz’s previous book) can only serve to confuse and bewilder. 

- Perhaps even more unfortunate than partiality is the lack of a labor rela- 


_tions point of view. Rather, the book smacks of an emotional reaction to a 


w 


problem which requires a thorough and dispassionate analysis. For the most 
part, the problems on which the authors touch are merely surface manifes- 
tations of a central issue, the role of unions in our society, upon which they 
shed little light. The authors, moreover, demonstrate little understanding of 
the chaos, disrespect for law, and general confusion which would result from 
their unworkable recommendations. Certainly most of the recommenda- 
tions would not only curb the strength of unions, but they would greatly | 
enhance the difficulties of industrial management and materially reduce the 
opportunity for industrial peace based on mutual understanding. 
HERBERT R. NORTHRUP 
New York School of Social Work, 
-Columbia University 


Wages under National and Regional Collective Bargaining. By RICHARD A. 
Lester and Epwarp A. Roster. (Princeton: Princeton Univ. In- 
dustrial Relations Section. 1946. Pp. 103. $1.50.) 


‘This report, the first of three related studies in the field of wage deter- 
mination undertaken by the Princeton Industrial Relations Section, seeks 


7 See note 3, supra. 
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to answer the general question of how the machinery for national or re- 
gional collective bargaining has operated where tried. The remaining two 
studies will attack the problems of the determinants of company wage 
policies and the maintenance of an effective program of job evaluation 
within the company. 

The specific objective of the present report is “to discover the problems 
and probable success that would be likely to attend attempts to achieve 
wage uniformity through regional-and national collective bargaining in 
large manufacturing industries. The study, therefore, emphasizes factors 
that tend to disrupt wage equality under multiple-employer bargaining as 
well as factors that encourage or reinforce wage uniformity.” This it does by 
staccato ten-page factual surveys of the experience of national or area 
negotiations in seven industries. The nature of its findings is suggested by 
the chapter headings: Wage Uniformity in Pressed and Blown Glassware, 
Wage Uniformity in the Pottery Industry, Declining Wage Equality in the 
Stove Industry, Uniform Piece Rates in Full-Fashioned Hosiery, Uniform 
Time Rates in Silk and Rayon Dyeing and Finishing, Increasing Wage 
Equality in Flat Glass, Uniform Time Rates in West Coast Pulp and Paper. 
There follows a chapter of conclusions which provides at the same time a 
rather nice summary of the more significant observations within each of the 
seven industries reviewed. An abbreviated appendix on Swedish and British 
experience, with wages under national bargaining completes the book. 

The Princeton Industrial Relations Section and the authors of this study 
are to be congratulated for this foray into territory that has long demanded 
exploration. At the same time, by their own admission that from the present 
study ‘‘only tentative conclusions can be drawn,” it is clear that more ex- 
tensive and intensive investigation is still required. This report but points 
the way, as the authors would probably be the first to admit. Because this is 
the case the following comments are less by way of criticism than suggestion. 

The problems of wage determination under industry-wide bargaining 
require sharper definition. For example, the intricacies and perplexities of 
setting uniform wage schedules in an industry of more than one employer 
are probably central to any such study, as is here recognized. But what are 
the questions which require examination and answer? Their number must 
be pruned to manageable proportions and they must be made specific 
enough to provide the focus which this more general survey lacks. Absence 
of focus has given a picture of indistinct outline. Thus the report concludes 
that wage uniformity is not essential under national wage negotiations, but 
the examples cited indicate only that uniformity may be based on standards 
other than geography, occupation or technology. What governs the choice of 
standards? Are the attending problems the same under each? Focus is 
needed to shape the issue. 

Analysis of the problems of wage determination under industry-wide 
bargaining requires fuller development. The conclusions of this study, - 
offered essentially as factual observations, provide only a point of depar- 
ture. Certain questions cry out from the pages. On page 91, for example, it 
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is found that wage uniformity is more easily maintained for piece rates and 
for occupations or skills peculiar to an industry than for time rates and 
occupations common to a number of industries. On page 92, in different 
context, it is noted that of the seven industries studied greatest employer 
opposition to wage uniformity exists in the flat glass industry. Is this op- 
position in any way related to the fact that organized employes in flat glass 
are primarily on time rates (plus incentive) and to an important extent are 
` semi-skilled or unskilled? Since of all the industries analyzed flat glass ex- 
` hibits the greatest industrial concentrations and is more akin to other large- 
scale industries, this inquiry would seem pertinent to the feasibility of wage 
uniformity through national bargaining in large manufacturing industries, 
determination of which constitutes a primary purpose of the study. The 
chapter on conclusions is, however, singularly free of emphasis on large- 
scale manufacturing and the significance of the findings with respect to it. 
Sharper focus of the issues must of course precede the fuller analysis to 
' which this study points. 

Concepts and criteria of judgment must be more adequately explained 
than in the present report. What, for example, shall be adopted as a measure 
of wage uniformity—rates or earnings? What are “‘the economic interests 
of the industry as a whole?” In what sense are national wage agreements a 
' “stabilizing factor” (p. 10), a “stabilizing influence” (p. 20), a “stabilizing 
‘ force” (p. 67), a contributor to “stable relations” (pp. 20 and 88)? What is 
meant by “stabilization” of the industry (pp. 22, 30, 61 and 77) or “in- 
dustrial stability” (p. 63)? In what context are identical direct labor costs 
between mills a “stabilizing influence” (p. 57), or does an employers’ as- 
sociation exert a “stabilizing influence” (p. 60) or non-union competition 
constitute an “tnstabilizing factor” (p. 43)? It is not that there is no mean- 
ing to such concep but that there is more than one meaning, so that intent 
is obscured. 

Inter-industry comparisons are treacherous at best, and some of the 
deficiencies of this report are all but indigenous to a pioneer work. Both 
specialist and non-specialist will nonetheless find this a useful piece of work. 
To those who build upon its foundation it will prove most valuable and sug- 
gestive. . 
New. W. CHAMBERLAIN 
Fale University 


Mutual Survival—The Goal of Unions ond Management. By E. WicET 
BAKKE. (New Haven: Yale Labor and Management Center. 1946. 
Pp. v, 82. $1.00.) 


To get the basic data for this little book Mr. Bakke interviewed some 
sixty leaders in management and sixty union leaders in nine industrial 
centers of the United States. In his foreword, Mr. Bakke indicates that each 
of the persons interviewed was “encouraged to speak freely under a pledge 
of strict confidence concerning his relations with management or organized 
labor, as the case might be, and concerning the nature of his own task which 
placed compulsions upon him in his dealings with the other party.” 
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In its organization the book falls into two parts. In the first chapter, 
“Effective Unions and Sound Management,” and the last chapter, “The. 
Basic Issue,” the author presents some of his own views on labor relations. 
The intervening chapters entitled “Management Looks at the Union,” 
“Management Speaks for Itself,” “Union Leaders Look at Management,” 
and “Union Leaders Speak for Themselves” represent an ingenious report- 
ing technique. In the chapters concerned with management’s views of 
labor unions and conversely the trade union leaders’ views of management, 
the author summarizes the major problems faced by each of the protag- 
onists vis à vis the other. Specific examples of the problems are given, the 
assumptions ascribed by each group to the other in the social structure are 
brought to light, and the favorable factors, ¢.¢., compensating considerations 
arising out of collective bargaining, are presented. 
Some of the problems facing management, according to Mr. Bakke, are | 
‘Gnfringement on management function, prerogatives and freedom,” ‘‘de- 
velopment of loyalty of employees to the union by means which reduce 
loyalty to the firm,” “use of unsound economics (in. collective bargaining), x 
etc. The sort of problems which the union faces are “resistance to increasing 
the area of terms and conditions of employment determined collectively,” 
“winning loyalty. to the company often at the expense of the union,” 
“dealing with the union as an ‘outsider,’ a third party, and not às an integral | 
part of the enterprise,” etc. These examples are given to indicate that Mr. 
Bakke’s findings regarding conflicts of collective bargaining are essentially 
of the same nature and content that other students in the field have con- 
sidered. On the other hand, the examples given by the author do point up 
some of the specific areas of conflict. 

Each of the chapters devoted to classifications of types of conflict are 
followed by chapters in which excerpts from the conversations which-Mr. 
Bakke had with management and labor leaders are presented. They make 

interesting reading but add little to the general fund of knowledge concern- 
ing the personal relations existing between representatives of management 
and trade union spokesmen. l 

In the first chapter, which is in effect a summary and tentative conclusion 
of the study, Mr. Bakke argues that collective bargaining is a business 
process by which: industry, as an institution, and the trade union, as an 
institution, accommodate or adjust one to the other. In this process a code 
of behavior is developed which has as one of its objective manifestations the 
trade union contract. Mr. Bakke is of the opinion that “the great majority 
of employers and labor union leaders are not out'to ‘bust’ or ‘hamstring’ or 
take over the other. But they can do that without intending to do so by 
fighting for their own survival in ways which endanger the survival of the ` 
other. The end result will be the overwhelming of both free management 
and free unions” (p. 18). In other words, Mr. Bakke is of the opinion that 
the process of adjustment and accommodation by unions must be of such a 
nature as to permit the survival of management and vice versa. If this is 
not done, “they will all go down together in.the resulting chaos or in the. 
regimentation which will arise from public demand to avoid chaos, Free - 
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unions, free management, free enterprise and free society will survive or go` 
under together” (p. 18). This thesis is neither new nor does it lack support 
‘among many if not most of the “liberals” of our society. In this particular 
work, however, Mr. Bakke offers no hint of procedure by which this ac- 
commodation and adjustment takes place, nor of the sorts of agreement 
which might distort or destroy “the highly delicate mechanism of the 
‘American Economy,” as well as the democratic political structure. These 
considerations seem to be crucial questions to the reviewer. Perhaps the ` 
work in process or work to be undertaken by the Labor Management Cen- 
ter specifically deals with an analysis and evaluation of the processes of 
adjustment. . 

` Mr. Bakke holds no brief that he has written a definitive work on the 
question of mutual-survival of unions and management. He modestly in- 


`- dicates that the present interim report grows out of “one of. the projects 


tributary to the major project ‘Determinants of Reactions to Unions ‘by 
Workers, Management and the Public.’” To one interested in the general 
field of labor, the larger study as well as the four or five other studies pres- 
ently being conducted by the Labor and Management Center at Yale 
University and dealing with various phases of the economics, psychology 
and sociology of labor relations, must be eagerly awaited. 

i SIDNEY C. SUFRIN 
‘Syracuse University 


Industrial Peace and the Wagner Act—How the Act Works and What To Do 
About It, By THEODORE R. ISERMAN. (New York: McGraw-Hill.. 1947. 
Pp. 88. $1.50.) 

Getting Along With Unions. By RUSSELL L. GREENMAN and PEZA DEOH, B. 
GREENMAN. (New York: Harper. 1947. Pp. 158. $2.50.) 


These two small volumes, both written from the viewpoint of manage- 
ment by persons with experience as management agents, provide a study in 
contrasts. The Greemans discuss the art and problems of collective bargain- 
ing. Mr. Iserman directs himself to the problems related to the National 
Labor Relations Act. Although the treatment is set by the framework of 
their purposes, there are many points where the same subject matter and 
issues fall within the scope of each. The diversity of opinion in the two 
- booklets is marked. 

The major contrast is in the attitudes which are revealed at almost every 
point. The Greenmans impress with a spirit of fairness and a sense of under- 
standing, and impartiality. Theirs is not a one-sided treatment. One might 
not agree with them on all of their suggestions or conclusions, but one will 
be impressed with the wholesomeness of their approach. This cannot be. 
said of Mr. Iserman’s volume. Its tone is caustic, if not vitriolic. It purports 
to be a serious appraisal’of the National Labor Relations Act, but is more 
nearly an elaborate restatement of an oft heard and easily recognized 
emotional viewpoint. It is a one-sided attack of questionable constructive 
_ value. Although it remains true that many valid issues are raised, they are 
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so mixed with invalid ones and so indiscriminately and subjectively treated 
that the booklet fails to enlighten; it will lead the undiscriminating person 
astray; and it requires prior knowledge with which to discriminate between 
the good and bad. It would appear useful only as an expression of a partic- 
ularly narrow viewpoint. Nevertheless, the booklet also has the pedagogical 
value of raising true and false issues without adequate identification and of 
laying down so many false or biased conclusions that the instructor can 
have a “field day” in illustrating the pitfalls of prejudice and the crying 
need for clear, straight thinking about the really fundamental and true 
issues in the field. 

The thesis of Mr. Iserman’s work is that the Wagner act has failed and 
that, even without poor administration, which he attempts to show has been 
characteristic of it, the act, unless extensively altered, would always fail,, 

‘being based on false premises. He accuses the Board of having- annihilated 
little unions and with having created big ones through its administrative 
policies. Not even for a moment is there any recognition that the growth in 
size of unions is closely related to the structure of our economy. Mr. Iser- 
man does not say that big craft and industrial unions are, perhaps, inevi- 
table when freedom to organize is allowed. “One clear result of the Wagner. 
Act,” he complains, “has been to increase the money and members behind 
the often quarrelsome men who have led the great federations and the 
unions that compose them.” 

He arrays fourteen important developments and only excuses some who 
voted for the Wagner Act on the ground that they failed to see the results. 
The classification is haphazard. First in his list of developments which 
presumably could have made for a difference in the voting is his contention 
that the Supreme Court in upholding the power of Congress to compel em- 
ployers to bargain collectively “by the same token, showed that Congress 
can forbid collective bargaining or restrict it severely.” It may be wondered 
how many people were ever unaware of this. Other developments which he 
claims the supporters of the act failed to see are the following: rapid 
growth in union membership, strong unions more than a match for em- 
ployers, lessened importance of independent unions, the C.I.O. as a rival 
of the A.F. of L, the National War Labor Board to which unions carried 
their problems instead of to collective bargaining, the unions’ claims to, 
political strength to which legislators “appeared to be sensitive,” the wage 
increases of the war and postwar years the effects of which “are not yet 
clear,” the refusal of the courts to restrict the Board, the presumption of the 
Supreme Court “that members of the Board are generally better qualified 
than courts to deal with matters under the Act,” and the expectation that 
complaints against the act and Board would avail little and that the 
President would veto the Case bill. Why all of these things should be ar- 
rayed against the judgment of those who supported the enactment of the 
act is not clear. 

Underlying each of Mr. Iserman’s criticisms of the Wagner act is his 
objection to the increased power which unions have acquired. He complains 
that the act “clearly shifts the balance to favor employees against em- 


r 
è 


“496 | "Ch THE AMERICAN ECONOMIC REVIEW 


ployers.”” Elsewhere his criticism is of the power unions have been given 
over employees and the destruction of minorities and independent unions. 
After discussing various other, points he concludes with the revealing note 
that the remedy lies “in making the power relatively commensurate with 
the unions’ proper needs” (italics supplied). The “proper need” appears to 
be weak unionism. 

To specifically illustrate the contrast between the approach contained in 
the two volumes we might look at the way the issue of unionization of fore- 
men is treated. With considerable feeling Mr. Iserman holds that “contrary 
to the Act’s intent” the “Board unionizes management people,” and con- 
tends that “the Board has disregarded the clear language of the Act” and 
has thereby impaired the act’s declared purpose to increase output. Finally, 
he holds that unionization of foremen is inconsistent with American ideas. 
The Greenmans, on the contrary, do not see the organization of foremen as 
growing from the malicious intent of the Board in misapplying the act. 
They see it originating in the ‘‘mounting tendency in management to take 

“away many powers which used to be vested in foremen—the hiring, de- 
moting, and laying off of employees and granting wage increases,” —and as 
an effort on the part of foremen ‘‘to restore their bargaining position in 
‘relation to top management.” They conclude that “‘there is nothing in the 
Wagner act to prevent management from giving to its foremen sufficient 
‘authority and responsibility to make them management representatives 
100 per cent.” They suggest that if this is done “perhaps the foremen them- 
selves will decide that their interests lie with management and not with any 
labor organization.” Herein is found the core of the problem. It is not found 

‘in amendment of the Wagner act. : 

Likewise, a contrast is found in the treatment of seniority. Whereas Mr. 
Jserman deprecates the power of unions to acquire seniority clauses in con- 
tracts with employers, the Greenmans recognize that the drive for seniority - 
existed prior to the act and has always been given consideration even in the 
absence of unionization. They are not unaware, however, of the implications 
of seniority provision and give a realistic management discussion of the real 
issues it raises. 

Again, Mr. Iserman says that “free speech should be restored.” The 
Greenmans say ‘‘of course everyone still has the right of free speech. It is 
still possible for company executives to express their own opinions.” This 
is the true position; for management only must guard against coercion of 
employees. 

On the whole the Greenmans have written a book which will be profitably 
and widely read. It provides an excellent discussion of collective bargaining 
and reveals a healthful management approach to the needs of our times in 
this highly controversial field. Few categorical answers are given and any 
person, novice or expert, will be better equipped for having taken the time 
to read and reflect upon the experience revealed in its pages. 


Vernon H. JENSEN 
Cornell University l 
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Trends in Collective Bargaining. By S. T. WILLIAMSON and HERBERT 
Harris. (New York: Twentieth Century Fund. 1945. Pp. ix, 254. 
$2.00.) 


Contrary to the implications of its title, this book is not primarily a study 
of trends. Here and there a bit of historical evidence is introduced but the 
study of trends as such is limited to a review of wartime experience. The 
content of the book falls into three fairly distinct sections. 

The first section (Chapters 1~11) is concerned with the nature, extent, 
procedures and results of collective bargaining. This is largely digested 
from an earlier study published by the Fund, How Collective Bargaining 
Works. Some effort is made at critical analysis and evaluation but the 
analysis is essentially superficial and glosses over or bypasses the funda- 
mental problems. The attempt, for example, in Chapter 1 to define collec- - 
tive bargaining recognizes, only to ignore, the basic fact that collective 
bargaining rests on actual or potential coercive power, and that an approxi- ` 
mation of actual free bargaining may be found only in those situations in 
which coercive power is restrained either by law or market forces. For 
another case in point, the contribution of technological change to higher 
wage and hour standards is noted, but this notation is limited to two para- 
graphs in the wage chapter and one sentence in the chapter on hours of 
work. Such relative weighting throughout the section makes it a case for 
collective bargaining rather than a fundamental analysis and evaluation. 

Mr. Harris, in Chapter 14, discusses the human relations aspect of in- 
dustrial relations with special reference to collective bargaining. His discus- 
sion is interesting and suggestive, but largely hortatory. In effect it is 
equally critical of unions and management. Although Mr. Harris deals with 
a fundamental factor in industrial relations which derives from the mech- 
anistic, specialized character of modern industry, he does not recognize 
the fact that the major part of the problem he deals with derives from the 
frustration caused by the deep, long continued unemployment of the 1930’s. 

The final section presents the Report and Recommendations of the Labor 
Committee of the Fund. The report is essentially an independent document 
in that no reference is made to previous sections of the book, and the “case 
for unionism” in the Report introduces a new and somewhat inconsistent 
argument. The case for unionism is made to rest on the tacit assumption 
that we have not had, and neither can or should have, a free enterprise 
system controlled by effective competitive markets (pp. 218-28). The 
Report argues for a species of syndicalism, to be implemented by the 
specific recommendation for more industry-wide collective bargaining. 
Both management and unions are exhorted at length to use such monopoly . 
power in the public interest, but since no yardstick or public control devices 
to this end are provided it appears reasonable to assume that the Com- 
mittee either deems exhortation to be sufficient or that it was unable to 
agree on any other formula. Two types of government interference with 
unions are advocated; (1) “fair labor practice boards” to make unions treat 
members properly; and (2) public audits and reports of union finances. 
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` To the reviewer the central problem presented by unionism is the matter 
of a proper and workable delegation by the state of coercive power to volun- 
tary associations of workers. Despite the fact that such delegation has 
already clearly gone too far, this Report would extend it. The only limita- 
tions proposed are those to protect members against their unions. Otherwise 
the problem is left to hope and exhortation. 
R. W. STONE © 
University of Chicago 


TITLES OF NEW BOOKS 


Economic Theory; General Works 


CHANDLER, L. V. A preface to economics. (New York: Harper. 1947. Pp. ix, 289. $2.50.) . 
Granoi, P. F. and Biopogrt, R. H. Current economic problems. 3d ed. (New York: Harper. 
1947. Pp. viii, 760.) 


KArer, K. Johann Friedrich Schär und die entwicklung der betriebswirtschafislehre miteilungen ` 
aus dem handelswissenschafllichen seminar der Universität Zürich. Neue Folge 80. (Zurich. 
Schulthen & Co. 1946. Pp. 13.) 


KERSCHAGL, R. Volkswirtschaftslehre cin abriss der wichtigsten lehrmeinungen. 3d ed. (Viennk: 
Manzche. 1946. Pp. xxii, 208.) 


Kwicut, F. H. Freedom and reform—essays in economics vond social ‘philosophy. (New York: 
Harper. 1947. Pp. 409. $3.50.) 
Picou, A. C. Income: an introduction to economics. (London: Macmillan. 1946. Pp. 118. $1.50.) 
The American individual enterprise system. 2 vols. By the Economic Principles Commission bf 
the Nat. Assoc. of Manufacturers. (New York: McGraw-Hill. 1946. Pp. xiii, 587; 531. $10.) 
Economic research and the development of economic science and public policy. Twenty-fifth anm- 
versary ser. no. 3, (New York: Nat. Bur. of Econ. Research. 1946. Pp. ix, 198. $1.) 
Twelve papers by distinguished investigators from England, France, Holland, io 
3 





and the United States. Contributions by W. C. Mitchell, A. Loveday, H. G. Moulton, 
A. Guldenweiser, Per Jacobsson, Charles Rist, R. B. Warren, L. W. Douglas, John Jewk 
Jan Tinbergen, R. H. Coats, J. S. Davis. 


The response of Jean Bodin to the paradoxes of Malestroit. Translated from the French 2nd 
(1578) by Col. G. A. Moore, U. S. Army, Retired. (Chevy Chase: Country Dollar 
1946. Pp. xviii, 90. $2.75.) . 


Economic History 


Crovos, S. B. and Corr, C. W. Economic history of Europe. Rev. ed. (Boston: D. C. Heath. 
1946. Pp. xiv, 884. $5.) 
Contains an added chapter on the second world war. 


Hacker, L. M. The shaping of the American tradition. (New York: Columbia Univ. Press. 1944. 
Pp. xxiv, 1247, Textbook ed. $6.) 


HELLERE, K. F., editor. Readings in European economic history. (Toronto: Univ. of Torontp 
Press. 1946. Pp. x, 437. $4.75.) 
Contents: The rise of dependent cultivation and seignorial institutions by Marc Bloch; 
Peasant life and rural conditions by Eileen Power; The agrarian problem in the sixteen 
century by R. H. Tawney; The Merchant Adventurers Company in the reign of Elizabe 
by George Unwin; The rise of the British coal industry by J. N. Nef; Mercantilism by E. 
Heckscher; The industrial revolution in the eighteenth century by Paul Mantoux. 


LATOURETTE, K. S. The history of Japan. Rev. ed. of The ene of Japan. (New Yorkt 
Macmillan. 1947. Pp. vi, 290, $4.) 


Maverick, L. A. China a model for Europe. Two vols. bound together. Vol. I, China’s economy 
and government admired by seventeenth and eighicenth century Europeans. Vol. II, Despotism 
in Ching (translation of Francois Quesnay’s Le despotisme de la Chine [Paris, 1767]) (San 
Antonio: Paul Anderson Co. 1946. Pp. xi, 334.) 

SANDERLIN, W. S. The great national projet—a history of the Chesapeake and Okio canal 


Johns Hopkins Univ. stud. in hist. and pol. science ser. LXTV, no. 1. (Baltimore: Johns 
Hopkins Univ. Press. 1946. Pp. 331. $3; cloth, $3.75.) 





i 


500 THE AMERICAN ECONOMIC REVIEW 


Senora, W. V. The Diego Ramires visita. Univ. of Missouri stud., vol. XX, no. 4, (Columbia: 
Univ. of Missouri. 1946. Pp. 97. $1.25.) 


National 11 Rcdnomiei 


Das, N. Unemployment, full employment and India. (Calcutta: All India Pub. Co. 1946. Pp. 
70. Rs. 3.) 

GALBRAITH, J. K. Recovery in Europe. An International Committee report. Planning pamph. 
no. 53. (Washington: Nat. Planning Assoc. 1946. Pp. 46, 25¢.) 

GLICKMAN, D. L. The big 4 in Germany—ihe treaiment of Germany as an economic unit, Planning 
pamph, nos. 54 and 55. (Washington: Nat. Planning Assoc. 1947.. Pp. 76. 50¢.) 


“Hapsxt, W. N. Csechoslovakia’s road to socialism. For. Pol. Report, vol. XXII, no. 23, Feb. 15, 
1947. (New York: For. Pol. Assoc. 1947. Pp. 11. 25¢.) 


HOBMAN, J. B., editor. Patestine’s economic future. (New York: W. S. Heinman. 1946. Pp. 415. 
$5.) ’ j 

Orrez, F. Cuban counterpoint; tobacco and sugar. Translated from the Spanish by Harriet de 
Onis. (New York: Knopf. Pp. 346. $4.) 

TWITCHELL, K, S. Saudi Arabia, With an account of the development of its natural resources. 
(Princeton: Princeton Univ. Press. 1947. Pp. xiii, 192. $2.50.) 


The affects of strategic bombing on J apan’ s war economy. (Washington: The United States Stra- 
tegic Bombing Survey. 1946. Pp. ix, 244. 65¢.) 


Occupation of Japan—policy and progress. Dept. of State, Far Eastern ser. 17, pub. 267. (Wash- 
ington: Supt. Docs. 1947. Pp. iv, 173. 35¢.) f 

The Palestine agricultural economy under war conditions. Pub. by Audit Union of the Workers’ 
Agricultural Cooperative Societies Ltd. (Tel-Aviv: Erez-Israel. 1946. Pp. 51.) 

Survey of the economic situation in Hungary. (Budapest: Hungarian Commercial Bank of Pest. 
1947. Pp. 34.) 

United States Strategic Bombing Survey, Japanese machine ing industry, dates of survey, 
Oct. 1-Dec. 1, 1945. (Washington: Supt. Docs. 1946. Pp. 42. 20¢.) 

Contains valuable economic data, including an elaborate statistical appendix. 


` Economic Systems; Post-War Planning 


DANNA, F. C. La ricostruzione economica e il suo finansiamenio. (Milan and Rome: Bul 
1946. Pp. 174. 200 1.) 


` Ezexrt, M., editor .Towards world prosperity—through agricultural development and expansion. 

(New York: Harper. 1947. Pp. xiv, 455. $3.) 

Hawer, R. G. Economic rebirth. (London and New York: Longmans, Green. 1946. Pp. 
161.) 

Maorson, C. A. Critics and crusaders, A century of American protest. (New York: Henry Holt. 
1947, Pp. xii, 572. $3.50.) 

Suan, K. T. Priorities in planning: food, education, housing. Pub. of National Planning Com- 
mittee, (Bombay: Vora and Co. 1946. Pp. 43. Rs. 1-4) 

Van Tu, W. Economic roads for American democracy. (New York: McGraw-Hill. Pp. 261. 
$1.80. ) 7 

A high school text presenting five schools of thought on political-economic policy. 

ZURCHER, A. J. and Pace, R., editora. Postwar economic society. Addresses delivered at the 

third series of conferences of the Institute on Postwar Reconstruction. (New York: Inst. on 


TITLES OF NEW BOOKS l l 501 


Postwar Reconstruction, New York Univ. 1944. Pp. x, 306.) - 
Papers on cooperatives, labor, education, organized labor, veterans, cartels, ii 
transport, agriculture and population. 


The American competitive enter prise system. (Washington: Chamber of Commerce of U. S. 1 
Pp. 24. 104.) 
Statistical Methods; ETER Economic 
Mathematics; Accounting 


Hort, P. G. Introduction to mathematical statistics. (New York: John Wiley and Sons; Lop- 
don: Chapman and Hall, 1947. Pp. x, 258. $3.50.) 


MacFarzann, G. A. and Avars, R. D. Accounting fundamentals. 2nd ed, (New York: McGraw 
Hill. 1947. Pp. xv, 759. $4.50.) 


Snyper, L. R. Essential business mathematics. (New York: McGraw-Hill. Pp. 446, $2.75.) 


Consus publications subject guide, Jan.—Sept., 1946. (Washington: Bur. of the Census. 1947. Pp. 
206.) 


Statistical abstract of United States, 1946, 67th number. Bur. of the Census (Washington: Supt. 
Docs. 1946. Pp. 1039, $2.25.) 


National Income and Product; Income Distribution ; 
Consumption Statistics 


Kuznets, S. National product since 1869. (New York: Nat. Bur. of Econ. Research. 1946. Pp 
xvi, 239. $3.) 


Business Cycles and Muctnafions l 

Berxovrrs, E. and Arzuys, G. C. The mechanics of full production and full employment— a solu, 
tion to depressions. (Chicago: Wilcox and Follett Co. 1946. Pp. 71. $2.) 
Dewey, E. R. and DAKIN, E. F. Cycles; the science of prediction. (New York: Holt. 1947. Pp, 
267. $3.) - 
Gruzer, K. Vorsusseisungen der vollbeschiftigung. (Vienna: Springer. 1946. Pp. 89. S.fr. 6j 
$1.40.) ` 
Hansen, A. H. Economic policy and full employment. (New York: McGraw-Hill, 1947. Pp. xiij 
340.) 
Kurar, H. C. Prices and business in 1947. (New York: Business Bourse. 1946. Pp. viii, 271. $3.) 
LERNER, A. P. and Granam, F. D., editors. Planning and paying for full employment. (Prince 
ton: Princeton Univ. Press. 1946. Pp. 222. $3.) 


Mrs, F. C. Price—quanitty interactions in business cycles. Twenty-fifth anniversary ger. NO. 
2. (New York: Nat. Bur. of Econ, Research. 1946. Pp. 160. $1.50.) 
STERNBERG, F. The coming crisis, Translated from the German by Edward Fitzgerald. (New 
York: John Day. 1947. Pp. 288. $3.50.) 
TERBORGH, G. The bogey of economic maturity (a summary). (Chicago: Machinery and Allied 
Products Inst. 1946. Pp. 66. 25¢.) 
Votes, P. A. The international financial and banking crisis, 1931-1933. Stud. in econ., vol. 15. 
(Washington: Catholic Univ. of America Press. 1945, Pp. x, 123.) 
Waicut, D. M. The economics of disturbance. (New York: Macmillan. 1947. Pp. x, 115. $2.50.) 
The course and control of inflation: a review of monstary experience in Europe after World War I. 
Leagite of Nations pub. II, A, 6. 1946. (New York: Columbia Univ. Press. 1946, Pp, 132. 
$1.25.) 








502 THE AMERICAN ECONOMIC REVIEW 


Konkurrens und plonwirischaft. Beiträge zur theoretischen nationaldkonomie, Studiengruppe 
für theoretische nationalékonomie der Schweizerischen Gesellschaft für Statistik und 
. Volkswirtschaft. Beiträgen von -Amonn, Bieri, Böhl, Bongras, Diitschler, Jéhr, Küng, . 
Walter. (Bern: Francke..1946, Pp. viii, 240. sw.fr. 19.) ; 


Public investment and full employment. Stud. and rept. n. s. no. 3. (Montreal: Internat. Lab. Of- 
-fice. 1946. Pp. ix, 348. 7s. 6d.) 


Public Finance; Fiscal Policy; Taxation 

ALLISON, J. P. Investors’ tax planning—a guide to tax savings for the family group. (Albany: M. 
Bender. 1946. Pp. 438. $5.) 

Brooks, R. P. Financing government in Georgia, 1850-1944. (Athens: Inst. for Study of Georgia 
Problems. 1946. Pp. 76. Gratis.) . 

Gor, H. and Hamory, L. Fatrchsid's income tax guide for retailers. 1947 ed. (New York: 
Fairchild Pub. Co. 1947, Pp. 127. $2.75.) 

GopaL, M, H. The structure of a permanent excess profits tax. (Bangalore: Bangalore Press. 
1946, Pp. 51.) 

GRIZIOTTI, B. Primi elementi di sciensa della Prani: (Milan: Giuseppe Principato. 1946. Pp. 
323) ` 

HAENSEL, P. Financing World War II in the United States of America, Openbare financiën, 
no. 4, 1946. (Alphen a/d Rijn: N. Samson N. V. 1946. Pp. 15.) 


Montoomery, R. H, and Wynn, J. O. Montgomery's federal taxes— estates, trusts and gifts, 
1946-47. (New. York: Ronald. Pp. x, 990. $10.) 


Montcomery, R. H., TAYLOR, C.B. and RICHARDSON, M. E. Federal laxes—cor porations and 
partnerships, 1946-47. Vol. I, Gross income and deductions; Vol. IL, Returns and administra- 
tion. (New York: Ronald Press. 1947. Pp. xii, 1226; iv, 1217. 2 vols., $20.) 


Tomprrns, D. C., compiler. Stats and local finance and taxation. A bibliography of materials 
published 1941-1946. Postwar bibliog. no. 2. (Berkeley: Bur. of Public Admin., Univ. of 
California. 1946. Pp. 101. Mimeo. Apply.) 


Capital gains taxation: panel discusston. (New York: Tax Institute, Inc. Pp. ix, 106.) 

Kentucky city finances. Bull. of the Bur. of Bus. Research, College of ee no. 12. (Lex- 
ington: Univ. of Kentucky Press. 1946. Pp. xii, 275.) 

Local government functions and finances. Social and Economic Planning Council rept. no. 8 and 
summary. (Pretoria: Govt. Printer. 1945. Pp. 103, 13.) 


Presidential budget for the fiscal year 1948, (New York: Nat. Assoc. of Manufacturers. 1947, 
. Pp. 17. Mimeo. Apply.) 


Money and Banking; Short-Term Credit 


ALHEING, R. La banque au service des échanges. Essai de révision de nos systèmes monétaires, 
(Paris: Presses Univ. de France. 1946. Pp. 526. 400 fr.) 


Bocey, J. L, Foster, M. B., NADLER, M. and Ropcrrs, R. Money and banking. 3d: ed. 
(New York: Prentice-Hall. 1947; Pp. xvi. 634. $5.65; text ed., $4.25.) 
Includes minor revisions to bring the materials up-to-date. 


Browarna, E. The state and the private banking system. Suppl. to Svenska Handelsbanken’s 
Index. (Stockholm: Haeggströms. 1946. Pp. 16.) 


Kent, R. P. Money and banking. (New York: Rinehart. 1947. Pp. 715. $5.) 


Mamry, H. Physiologie de la monnaie—thborie nouvelle de l'économie pure. (Paris: Presses 
Univ. de France. 1946. Pp. 406.) 


| ‘TITLES OF NEW BOOKS a8 503 


Pratuer, C. L. Money and banking. 3d ed. (Chicago: Richard Irwin. 1946. Pp. xiii, 803. P 


SHAPIRO, E. Credit union development in Wisconsin. Stud. in hist., econ. and public law no. $25. 
(New York: Columbia Univ. Press. 1947. Pp. 174. $2.50.) 


International Trade, Finance and Economic Policy 


BLINKEN, M. H. Tarifs, jobs, and peace: the role of American trade policy in national ing 
and world peace. Memo. filed with the Committee for Reciprocity Information on behalf of 
the Woolen and Worsted Fabrics Group. (New York: Nat. Council of American Importérs. 
, 1947, Pp. 65, x.) 


Dean, V. M. Russia's foreign economic policy. For. Pol. Report, vol. XXT, no. 22, Feb. 1, 1947. 
(New York: For. Pol. Assoc. 1947. Pp. 15. 25¢.) 


Herperm, M. A. The trade of nations, (New York: irod A ‘Knopf. 1947, Pp. xix, 234, yii. 
$3.) 


DE Huszar, G. B., editor. Persistent international issues. (New York: Harper. 1947. Pp. yii, 
262. $3.) 
Informative articles by very competent authors on relief and rehabilitation, displaged 
persons, health, food and agriculture, transportation, industry and trade, money and 
finance, education, and politics, 


Horcaeson, H. H. Impact of U. S. economy on world trade. For. Pol. Report, vol. XXII, no. 19, 
Dec. 15, 1946. (New York: For. Pol. Assoc. 1946. Pp. 11. 25¢.) 


Levi, W. American-Australian relations. (Minneapolis: Univ. of Minnesota Press. Londgn: 
Oxford Univ. Press. 1947. Pp. 184. $2.75.) 
A historical record with a chapter on current economic ‘dations: 


PATTERSON, E. M. An introduction to world economics. (New York: Macmillan. 1947, Pp. F% 
704. $5.) 


Wasson, C. M. Empire in green and gold; the story of the American banana trade. (New York: 
Holt. 1947, Pp. 303. $3.50.) 


ZURCHER, A. J. and Pace, R., editors. America’s place in the world economy. Addresses e- 
livered at the fourth series of conferences of the Institute on Postwar Reconstruction. (Ni 
York: Inst. on Postwar Reconstruction, New York Univ. 1945. Pp. xi, 250. 

Papers by H. D. Gideonse, J. B. Condliffe, W. D.- White, Herbert res Redvers Opie, 
W. Y. Elliott, F. D. Graham and others. 


American wool import policy. Dept, of State pub. 2708, comm. pol. ser. 97. Reprint from Dept. 
of State Bulletin, Nov. 3, 1946. (Washington: Supt. Docs. 1946. Pp. 19.) 
Charter for the International Trade Organisation of the United Nations. Articles drafted ht 
London meeting, Oct. 15-Nov, 26, 1946, by the Preparatory Committee of the ike 





national Conference on Trade and Employment, with the original American drafts of arti 
on which the Preparatory Committee took no specific action. Dept. of State pub. 27 
commercial pol. ser. 98. (Washington: Supt. Docs. 1947. Pp. xiv, 68. 20¢.) 


Foreign commerce and navigation of the United States for the calendar year 1943. Vol. I, Impart 
and export statistics; Vol. 1, suppl., Import and export statistics; Vol. 2, Export transport sin- 
tistics, (Washington: Supt. Docs, 1946. Pp. 1046; 363; 452. $4; $1. 15; $2.) 


Inter-allied reparation agency—first report of the secretary general for the year 1946. (B 
Inter-Allied Reparation Agency. 1947. Pp. 69.) 
International agencies in which the United States participates. Dept. of State pub. 2699. (Wash 
ington: Supt. Docs, 1946. Pp. vi, 322. 65¢.) 
The international control of atomic energy: scientific information transmitted to the United N aio 
Atomic Energy Commission June 14—-Oct. 14, 1946. Dept. of State pub: 2661, U. S. and U. 
rept. ser. 5, (Washington: Supt. Docs. 1946. Pp. iv, 195. 30¢.) 


3 





504 THE AMERICAN ECONOMIC REVIEW 


International control of atomic energy—grouth of a policy. An informel summary record of the 
official declarations and proposals relating to the international control of atomic energy 
made between Aug. 6 and Oct. 15, 1946. Dept. of State pub. 2702. (Washington: Supt. Docs. 
"1946, Pp. xvii, 281. 45¢.) 


Participation of the United States government in international conferences, July 1, 1941-June 30, — 
1945, Dept. of State pub. 2665, Conf. ser. 89. (Washington: Supt. Docs. 1947, Pp. 232.) 


Les plans monétatres internattonaux, Pt. 1; Présentation ef stiuation des plans; Pt. 2, Situation 
des plans; Pt. 3, La conférence de Bretton Woods, (Paris: Inst. de Sci. Econ. Appliquée. 1944, 
1945, 1945. Pp. 309, 279, 216.) 


Preliminary proposals for on International Trade Greceisation: Dept. of State pub. 2756, com- 
mercial pol. ser. 99, (Washington: Supt. Docs. 1947. Pp. 24. 15¢.) 
Réglementation des paiements avec ranger. Tth suppl. (Basle: Bank for Internat. Settlements. 
1946, Pp. 127. Sw. fr. 6.50.) 
~ Available also in German. 


Réglementation du commerce de Por et des. devises en France. (Basle: Bank for Internat. Settle- 
ments. 1946. Pp. 450. Sw. fr. 26.) 


Treaties of peace with Italy, Bulgaria, Hungary, Roumania and Finland. Dept. of State pub. 
2743, European ser, 21. (Washington: Supt. Docs, 1947. Pp. 240. $1.) -> 

The Treaty of Versailles and after. Annotations of the text of the treaty. Dept. of State pub. - 
272A, conf. ser. 92. (Washington: Supt. Docs. 1947, Pp. xiv, 1018.) 


United States and Italy, 1936-1946: documentary record. Dept. of State pub. 2669, European ser. 
17. (Washington: Supt. Docs. 1946. Pp. x, 236. 65¢.) 

The United States and the United Nations: report by the President on the activities of the United 
Nations and the participation of the United States therein for the calendar year 1946, submitied 
to Congress pursuant to Sec. 4 of the United Nations Participation Act of 1945, 79th Cong.,. 
Ist sess, Dept. of State pub. 2735. (Washington: Supt. Docs, 1947. Pp. 221. 454.) 

World trade center in San Francisco, Prepared by T. B. Spitzer. Report of the Board of State 
Harbor Commissioners to the legislature pursuant to Assembly Concurrent Resolution no. 
22, filed with ‘the Secretary of State, Feb. 4, 1946. (Sacramento: State of California. 1946. 
Pp. 200.) 


‘Business Finance; Insurance; Investments; 
Securities Markets 


FREHNER, E. Die reserven in der unternehmung. Mitteilungen aus dem handelawissenschaft- 
lichen Seminar der -Universität Zurich. Neue Folge 81. (Zurich: Schultess & Co. 1946. Pp. 
xvi, 151. Fr. 7.) 

Jacosy, N. H. and SAVINTE, R. J. Business finance and banking. Financial research program 
stud. in bus. financing. (New York: Nat. Bur. of Econ. Research. 1947. Pp. xviii, 241. $3.50.) 


Lusg, H. F. Business law; prênciples and cases. 3d ed. (Chicago: Richard D, Irwin. 1946. Pp. 
992. $5.) 

McMicwazt, S. L. Leases: percentage, short and long.term. 4th ed. (New York: Prentice-Hall. 
1947, Pp. 585. $5.) 

_ Preng, J. H: Investment analysis (New York: Prentice-Hall. 1947, Pp. xiii, 442. $4.65.) 

Life insurance fact book, 1946. (New York: Inst. of Life Insurance. 1946. Pp. 66. Apply.) 


Report on the study and investigation of the work, activities, personnel and functions of protective 
and reorganization committees, pursuant to section 211 of the Securities Exchange Act of 1934, 
index digest. Securities and Exchange Commission. (Washington: Supt. Docs, 1946. Pp. 531. 
504) 


i 


TITLES OF NEW BOOKS og 505 


Public Control of Business; Public Administration ; 
National Defense and War 


- BAI, J. S. The economics of the Pacific Coast petroleum industry. Pt. 3: Public policy topard 
competition and pricing. Pub. of Bur. of Bus. and Econ. Research. (Berkeley: Univ. of 
California Press. 1947. Pp. xi, 130. $3.) 


BERTOLWNO, A. Economia dé guerra. (Florence: La Nuova Italia. 1946. Pp. 135. 2001.) 
Dennis, E. The people against the trusts. (New York: New Century Publishers. 1946. Pp| 64. 
10¢.) 


Duprey, W. E. The compass, (Chicago: Commercial Pub. Co. 1947. Pp. 373.) 
It appears that if America would stop importing agricultural and mineral produtts, 
-millions of people would be put to work and the resulting activation of the circulation of 
money would carry the national income to quite unheard-of Jevels. Strange as it may seem, 
the foreigners would benefit too. Of course, the author says, politicians must be got rid of 
before such commonsense could prevail. 


Gopat, M. H. Basis of public salaries. (Mysore City: Mysore Pub. House. 1946. Pp. 140. Rs. 
3.) 
Grana, F. D. and SCANLON, J. J. Economic preparation and conduct of war under the rast 
regime. (Washington: Historical Div. War Dept. Special Staff. 1946. Pp. 53, mimeo.) 


Katz, W. and others. Patents and economic progress. A radio discussion. Transcript no. 450. P 
. (Chicago: Univ. of Chicago Round Table. 1947. Pp. 21. 10c.) 


Rayon, F. I. The limitist. (New York: Norton, 1947. Pp. 166. $2.) 

A simply written program for getting rid of capitalist concentration and providing busi- 

ness opportunities for individuals by prohibiting multiple ownership of large manufac 
plants and distributive outlets and limiting the size of agricultural enterprises. - 


General maximum price regulation. Bur. Lab. Stat. bull. 879. (Washington: Supt. Docs. 1946. 
Pp. 57, 15¢.) 


The United States at war—development and administration of the war program by the federal 
government, Bur. of the Budget, Hist. rept. on war admin., no. 1, anges: Supt. Dogs. 
1946. Pp. xv, 555. $1.) 


United States versus economic concentration and monopoly, an investigation of the effects: $ 
of the government efforts to combat economic concentration, staff report to the monopoly st ~ 
mittee of the House Commitice on Small Business, pursuant to H. Res. 64, 79th Cong. (Wash- 
ington: Supt. Docs. 1946. Pp. 432. 75¢.) 





Industrial Organization; Price and Production 
Policies; Business Methods 


Hostert, S. D., editor. Human factors in management. (Parkville, Mo.: Park College Press. 
1946. Pp. 322. $4.) F 


Mures, R. W. The corporation—a brotherhood of service. (Washington, Ottawa, and San ai 
cisco: World Trade Relations, Ltd. 1947. Pp. 19. $1.) 


NEWMAN, W. H. Business policies and management. (Cincinnati: South Western Co. 1947. si 
viii, 824, $5.) 


SHAR, S. L, Nationalization of key industriesé tn eastern Europe. Appendix contains nation 
tion decrees of Czechoslovakia and Poland. (Washington: Foundation for Foreign 
1946. Pp. 81. 25¢.) 

Marketing and Domestic Trade 
Enciz, N. H., editor. Marketing in the West. (New York: Ronald Press. 1946. Pp. 275. $3.30 





- 506 - THE AMERICAN ECONOMIC REVIEW ; \ 


Pures, C. F, editor. Marketing by manufacturers. (Chicago: Richard D. Irwin. 1946. Pp. ix, 
639. $5.) 

Prepared as a pructical aid to manufacturers as well as for textbook use, Contains sections 
on marketing policies and research, preparing products for the market, distribution channels, 
pricing and advertising, sales organization, warehousing and distributing, financing and 
control, exporting and government controls and aid. Contributors: R. S. Alexander, R. T. 
Browne, R. R. Butler, D. J. Duncan, J. H. Frederick, H. W. Huegy, L, C. Lockley, C. H. 
Landage, H. R. Tosdal. 


Repori of the eighteenth Boston conference on distribution, Od., 1946. (Boston: Boston Chamber 
of Commerce Retail Trade Board: 1946. Pp. 111. $3.75.) i 


` Mining; Manufacturing; Construction | 


Hoantey, W. E. JR., BaucHMAN, E., and Mars, W. P. A financial and economic survey of the 
` meat packing industry. (Chicago: Fed. Reserve Bank of Chicago. 1946. Pp. viii, 48.) . 


MCCLELLAN, G. S. Labor's program for British industry. For. Pol. Report, vol. XXI, no. 21, 
Jan. 15, 1947, (New York: For, Pol. Assoc. 1947. Pp. 11. 25¢.) 


Rosz, H. W. The rayon and synthetic fiber indusiry of Japan. Supplementary material sigan 
for ‘the United States Department of State and War Department Textile Mission to Japan, 
January-March, 1946. (New York: Textile Research Inst. 1946. Pp. 346. $6.) 


Industrial op portunities in the cotton south. Prepared for Pace Committee by Indus. Div., Office 
of Domestic Commerce. (Washington: Dept. of Commerce. 1946. Pp. 72.) 


Watches. U. S. Tariff Commission war changes in industry, ser. rept. no. 20. (Washington: . 
Supt. Docs. 1946. Pp. 179.) 


Transportation; Communication ; Public Utilities 


DAGGETT, S. and CARTER, J. P. The structure of transcontinental railroad rales. (Berkeley: Bur. 
of Bus. and Econ, Research, Univ. of California. 1947. Pp. viii, 165. $4.) 

Presents a wide sampling of specific rates and an analysis of the general pattern of rates, 
discusses the rate-making process, and uncovers incongruities and economic distortions. 
Davies, E. Nationalization of transport. Lab. discussion ser. no. 10. (London: Labour Pub. 

Dept., Transport House. 1947. 2 d.) 


Govi», J. M. Output and productivity in the electric and gas utilities, Pub. no. 47. (New York: 
Nat. Bur. Econ. Research. 1946. Pp. xii,.189. $3.) 
New measures of output, employment, food consumption and investment, and the rela- 
tion of output to the use of the productive factors. ; 


Jonson, E. R. Transport facilities, services and policies. (New York: Appleton-Century. 1947. . 
Pp. ix, 409. $3.50.) _ 

Mance, O. International Air Transport. (New York: Royal Inst. of Internat. Affairs. 1943. 
Pp. x, 117. $1.) 

Mancz, O. International Sea Transport. (New York: Royal Inst. of Internat. Affairs. 1945. 
Pp. xii, 198. $3.) 

Wart, J. L. Analysts of railroad operations. 2d ed. (New York: Simmons-Boardman Pub. Corp. 
1946. Pp. xvii, 306. $5.) 

Las chemins de fer en U. R. S. S. Etud. et doc. sér, A 1 U.R.S.S. 1 de I’Inst. Nat. de Stat. 
et Etudes Econ. (Paris: Presses Univ. de France. 1946. Pp. 77.) 


‘A free and responsible press. A general report on mass communication: newspapers, radio, 
motion pictures; magazines, and books by the Commission on Freedom of the Press. Fore- 
word by Robert M. Hutchins. (Chicago: Chicago Univ. Press. 1947. Pp. xii, 139, $2.) 


Government-owned pipe lines: report of the War Assets Administration to the Congress, Dec. 18, 
1946, a Supt. Docs. 1946. Pp. 26.) : 


TITLES OF NEW BOOKS | 


Interstate Commerce Commission 60th onnúal report, perenee 1; 1946. (Washington: 
Docs. 1946. Pp. 174. $1.) 


The meaning and significance of the out-of-pocket, constant, and joint costs in motor carrier 
tion. Statement no. 4614. (Washington: Interstate Commerce Commission, Bur. of T) 
port Econ. and Stat. 1946. Pp. 32, mimeo.) 


Motor carrier factlities—war use and postwar needs. Statement no. 4612. (Washington: Inter- 
state Commerce Commission, Bur. of Transport Econ. and Stat. 1946. Pp. 95, miméo.) 


Opinions and decisions of the Federal Power Commission, Oct. 1, 1943-Dec. 31, 1945. Val. 4, 
with appendix of selected orders in the nature of opinions. (Washington: Supt. Docs. ; 
Pp. 1,197. $2.50.) 


Opportunities for establishing new businesses in aviation. Dept. of Commerce, Indus. ser.| no. 
' 63. (Washington: Supt. Docs. 1946. Pp. vi, 236. 40¢.) 


Per diem costs of car ownership and per diem charges for freight cars and their calculation. State- | 
ment no. 465. (Washington: Interstate Commerce Commission. Bur. of Transport Edon. 
and Stat. 1946. Pp. 53, mimeo.) 


Postwar earnings of Class I railroads. Statement no. 467. (Washington: Interstate Comm 
Commission, Bur. of Transport Econ. and Stat. 1946. Pp. 104, mimeo.) 


Postwar outlook for American shipping. Maritime Commission. (Washington: Supt. Docs. 1 
Pp. 128. 20¢.) 

Prospects and problems in aviation—analysed by twelve national authorities. Papers presen 
at the Chicago Forum on Aviation, spring, 1945. (Chicago: Chicago Assoc. of Commerte. 
1945. Pp. v, 212.) 

Regional shifts in the postwar traffic of class I railways. Vols. I and IL Interstate Comm 
Commission, Bur. of Transport Econ. and Stat. (Washington: Supt. Docs. 1946. Pp. 241; 
148. Mimeo.) 


Report on the Columbia River power system, 1946. Dept. of the Interior. (Portland: Bonnevi 
Power Admin. 1946. Pp. 52.) 


The transportation of fresh apples. Rail waybill stud., 1939 ser. (Washington: Interstate C 
merce Commission, Bur. of Transport Econ. and Statistics. 1946. Pp. 154, mimeo.) 

Weight density and value as factors in freight classification. Statement no. 469. (Washington: 
Interstate Commerce Commission. Bur. of Transport Econ. and Stat. 1946. Pp. 38, mimeo!) 


Agriculture; Forestry; Fisheries 


Borres, B. World nutrition and agrarian stability—proposals for a food board. For. Pol. Repor 
vol. XXI, No. 18, Dec. 1, 1946. (New York: For. Pol. Assoc. 1946. Pp. 11. 25¢.) 


Meoici, G. L’Agricoltura e la riforma agraria. (Milan and Rome: Rizzoli. Pp. 145. 200 1.) 


Pzarson, F. A. and Vaar, E. E. Prices of dairy products. (Ithaca: Cornell Univ. Press. 1946) 
Pp. x, 154. $3.) 
A statistical study of prices in relation to monthly production, stocks and other marke 
factors for twelve livestock products in the period 1920-41. 


TANNEHILL, I. R. Drought, tts causes and effects. (Erincetän: Princeton Univ. Press. 1947. Ppd 
xii, 264. $3.) 


_ A century of farming in Iowa, 1846-1946. By members of the staff of Iowa State College and 
` Iowa Agricultural Experiment Station. (Ames: Iowa State Collegiate Press. 1946. Pp. xiv, 
357. $5.) 


Agrarian reforms in western countries. Pub. of the Indian Soc. of Agric. Econ. (Bombay: Vora 
' and Co. 1946. Pp. 122. 3 Rs.) ' 


Dare farmers risk abundance? Planning pamph. no. 56. (Washington: Nat. Planning Assoc. 
1947. Pp. v, 52, 25¢.) 
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Land loire in India. Pub. of the Indian Soc: of Agric. Econ. (Bombay: Vora and Co. 1946: 


Pp. 90. 2 Rs.) 
Report of the FAO preparatory commission on world food proposals, Washington, D. C., Oc. 28, 


1946-Jan. 24, 1947. (Washington: Food and Agric. Organization of the United Nations. : 


1947. Pp. x, 84.) 
Report of the Secretary of Agriculture, 1946. (Washington: Supt. Docs. 1946. Pp. 178. 304.) 
Economic Geography; Regional Planning; 

Urban Land; Housing 


- ABRAMS, C. A housing program for America. ney York: League for Indus. Democracy. 1947. 
_ Pp. 32. 25¢.) 


AEAN, H. G. and Framey, L, E, Fundamentals of real estate practice. (New York: Prentice-- 


Hall. 1946. Pp. 462. $7.50; bxd., $5.60.) 


Fmery, W. Land use in central Boston. Harvard soc. stud., vol. IV. (Cambridge: Harvard 
Univ. Press, 1947. Pp. xv, 367. $5.) 


An application of systematic sociological theory to the analysis of land use, with special" 
reference to the influence of cultural values and community sentiments i in conditioning land -’ 


use patterns. 

/FRIEDMAN, M. and others. How can we get housing? A radio discussion; including a special 
suppl. on housing in the United States. Transcript no. 462. SS Univ. of Chicago 
Round Table. Pp. 27. 10¢.) 

GLAISYER, J., BRENNAN, T., Rrrcue, W. and FLORENCE, P. S. County town—a civic survey for 
the planning of Worcester. (Forest Hills, N. Y.: Transatlantic Arts, Inc. 1946. $6.30.) 


GREER, G. Your city tomorrow. (New York: Macmillan. 1947. Pp. xiii, 210. $2.50.) i 

. Columbia Basin Reclamation Project, South Irrigation District appraisals. Reclamation Bureau. 
(Washington: Supt. Docs. 1946. Pp. 363. 55¢. 

Tha economy of the Cincinnati metropolitan area. (Cincinnati: City Planning Commission ‘of 
Cincinnati, 1946. Pp. xv, 126. $2.50.) 

Housing. Law and Contemp. Probs., vol. XII, no. 1. (Durham: School of Law, Duke Univ. 1947. 
Pp. 208. $1.) 
' A valuable collection of articles on many aspects of the kotang problem—economic, legal 
and technical. 

Housing after World War I, will history repeat itself? Nat. Housing Agency. Nat. Housing bull. 
4. (Washington: Supt. Docs. 1945. Pp. 59. 15¢.) 

Housing in Front Royal, Virginio—facts and: trends, (Washington: American Univ. 1946. Pp. 
93, mimeo.) > 

Land assembly for urban redevelopment. Nat. Housing Agency, Nat. Housing bull. 3. (Wash- 
ington: Supt. Docs. 1945. Pp. 39. 104) 

K The TVA program. A bibliography of selected readings. (Knoxville: Tennessee Valley. Author- 

ity. 1946, Pp. 29, mimeo. Apply.) ; S 


Labor and Industrial Relations 
Baxer, H. and Tzor, J. M. The operation of job evaluation plans—a survey of experience. 
(Princeton: Princeton Univ. Indus. Relations Section. 1947. Pp. 111. $1.50.) 
Foner, P. S. History of the labor movement in the United States: from colonial times to the 
Sounding of the American Federation of Labor: (New York: Internat. Pubs. 1947. Pp. 576. 
$4.50.) r 


vane 
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GREENMAN, R. L. and E. B. Gež#ing along with unions. (New York: Harper, 1947. Pp. ix, 158. 


$2.50.) 


Iseewan, T. R. Industrial peace and the Wagner Act. Foreword by L. Wolman. (New va 


McGraw-Hill. 1947. Pp. 91. $1.50.) 


Karran, A. D. H., DuBeor, S. M. and Smsxin, B. The guaranteed annual wage. Amer. ; 


econ. pol. ser. (New Wilmington, Pa.: Econ. and Bus. Found. 1946. Pp. 50. 75¢.) 


Metz, H. W. and Jaconsrem, M. A sastonal labor policy. Washington: Brookings Institu- 


tion. 1947. Pp. x, 164.) 


Norracort, C. H. Personnel management: its scope and pradice. (New York: Pitman. 1. f 


Pp. 339. $3.50.) 


Picarp, R. La leçon des grèves américaines, 1945-1946. (Paris: Spid. 1946. Pp. 177. 120 fr.) 


SILVERBERG, L. G. A guide to the National Labor Relations Act: procedures and practices. Buil- 


no. 81. (Washington: U. S. Dept. of Labor. 1946. Pp. vi, 58. Gratis.) 





U.S. Dept. of Labor, 1946. Pp. 39. Gratis.) 


Swm, W. E. and Kennepy, V. D. Arbitration of grievances. Bull. no. 82. paN 


Sııcarer, S. H. The challenge of industrial relations—irade unions, management, and the 
interest. (Ithaca: Cornell Univ. Press. 1947. Pp. vii, 196. $2.50.) 


Sumer, J. L. The guarantee of work and wages. (Boston: Harvard Univ. Grad. School of Bus. 


Admin. 1947. Pp. xi, 191. $2.75.) 


Srewart, B. M. and Couper, W. J. Reconversion in industrial relations, Indus. Relations 


monog. no, 13. (New York: Indus. Relations Counselors. 1946. Pp. 78. $1.75.) 


Ware, C. F. Labor education in universities—a study of university programs. (New Y 
American Labor Education Service. 1946. Pp. 138. $1.) 


The administration, under collective bargaining, of welfare plans based on employer irene 


Research and stat. rept. no. 1. (Washington: Nat. Wage Stabilization Board. 1946. Pp. 





Les caractères contem porains du salaire. Pub. 1 de ser. Pragma de !’Inst. de Sci. Econ. Appliq 
(Paris: Presses Univ. de France. 1946. Pp. 160. 240 fr.) 


Chart book of employment and payrolls in Canadian indusiries: employment 1939-Aug. 1, 1 
payrolls 1941-Aug. 1, 1946. Compiled by Econ. Research Braneh (Ottawa: Dept. of Rec 
struction and Supply. 1946, Pp. 57.) 


ée. 


. 
, 


Court decisions relating to the National Labor Relations Act, June 1, 1943 to Jan. 1, 1946. 


(Washington: Supt. Docs, 1946. Pp. 1,263. $2.50.) 


Decisions and orders of the National Labor Relations Board. Vol. 66, Feb. 28-Apr. 3, "S205, 
75 


Vol. 67, Apr. and 15, 1946. (Washington: Supt. Docs. 1946. Pp. 1,491; 1,447. $2 
each.) 


’ 


Employment service organisation. Internat. Lab. Conf., 30th sens, 1947. Rept. V (1). (Montréal: 


Internat. Lab. Office. 1946. Pp. 350.) 
Enquite sur Vartisinat francais. (Paris: Inst. de Sci. Econ. Appliquée. 1946, Pp. 136.) 


the federal government. Research and stat. rept. no. 2. (W ene Nat. Wage Stab 
tion Board. 1946. Pp. 98. Mimeo.) 


Proceedings of the 28th session of the International Labour Conference, Seattle, 1946. (Montréal: 


Internat. Lab. Office. 1946. Pp. xxviii, 411.) 


Labor-management disputes, subsequent to August 17, 1945, involving possession of ge Sabir 


Reconciling labor and management philosophies. Personnel ser. no. 98. (New York: Am. Men- 


agement Assoc. 1946. Pp. 32. 75c.) 


Record of Proceedings. Third Conf. of American States Members of the Internat. Lab. 
tion, Mexico City, Apr., 1946. (Montreal: Internat. Lab. Office. 1946. Pp. 308.) 
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Relationships between supervisory management and shop stewards. 6th public forum on “Human 
aed psa in business and industry.” (New Wilnington, Pa.: Econ. and Bus. Found. 1946. 
Pp. 66. 75c.) 


La rémunération du travail et la politique du salaire. Pt. 1, Les caradères contemporains de la 
rémunbration du iravail (1945. Pp. 176.); Pt. 2, Salaire et rendement (1945. Pp. 170), Suppl., 
Budgets types, salaires minima par Bozena Zabiecka (1945. Pp. 56); Pt. 3, Salaire et con- 

` sommation (1946. Pp. 129). La participations des salariés aux responsabilités et aux résultats 
de l'oeuvre: (1) Specificite du probleme (1945. Pp. 125); (2) Lignes de recherche d’une solu- 
tion (1946, Pp. 126); Suppl., L'influence sur le salaire des troubles survenus dans la fonctionne- 
ment de l'entreprise; salaires et greves (1945. Pp. 75.). (Paris: Inst. de Sci. Écon. Appliquée.) 


Report of the Department of Labour for the fiscal year ending March 31, 1946. (Ottawa: Cloutier. 
1947. Pp. 116. 25c.) 

| Resumé of the proceedings of. the thirteenth national ionlerenté on labor legislation, Dec. 2, 3 and 
4,1946. Dept. of Labor bull. no. 85. (Washington: Supt. Docs. 1946. p. 42. Gratis.) 

Salaire et rendement. Pub. 2d ser. Pragma de lInst. de Sci. Econ. Appliquée. (Paris: Presses 
Univ. de France. 1946. Pp. 234. 300 fr.) ; 

Work stoppages caused by labor-management disputes in 1945. Bur. Labor Stat, bull: 878. 
(Washington: Supt. Docs. 1946. Pp. 41. 10c.) 


Social Insurance; Relief; Pensions; Public Welfare 


Kourrz, R. H., editor. Social work year book, 1947. es issue. (New York: Russell Sage Founda- 
tion. 1947. Pp. 714. $3.50.) - 
A description of organized activities in sgial work and in related fields. 


Merum, L. Relief and soctal security (summary). (Washington: Brookings Inst. 1946. Pp. 42. 
‘50c.) a 
Puers, H. A. Contemporary social problems. 3d ed. (New York: Prentice-Hall. 1947. Pp. xiv, 

845.) 


Characteristics of state plans, old-age assistance, aid to the blind, atd to dependent children. Social 
Security Admin. pub. 62. (Washington: Supt. Docs. 1946. Pp. 103. 35c.) 
International health conference, June 19-22, 1946. Rept. of the U. S. delegation, including the 


final act and related documents. Dept. of State pub. 2703, conf. ser. 91. (Washington: Supt. 
Docs. 1947. Pp. 145. 35c.) 

Medicine in the changing order. Report of the New York Academy of Medicine Committee 
on Medicine and the Changing Order. (New York: The Commonwealth Fund. 1947. Pp. 
xviii, 240. $2.) 

La sécurité sociale. Pt. 1, La notion de stcurtié sociale: le plan Beveridge (1945. Pp. 172.); Pt. 2, 
Les plans anglo-saxons de sécurité: les plans des Etats-Unis, du Canada, dela Nouvelle Zelande, 
de Australie, de PUnion Sud-Africaine (1945. Pp. 175.); Pt. 3, Organisation médicale et 
sécurité sociale en Angleterre et en France (1946. Pp. 133.) (Paris: Inst. de Sci. Écon. Ap- 
pliquée.) 

Temporary disability insurance coordinated with unemployment insurance. (Washington: Soc. 
Security Admin. 1947. Pp. 32, mimeo.) 


Consumption; Cooperation 
‘Booarnus, E. S. History of cooperation. Outlines for discussion groups. (New York: Coopera- 
tive ne 1946, Pp. 72. 25c.) 
Population; Migration; Vital Statistics 


Davie, M. R. Refugees in America. Report of the Committee for the Study of Recent Immigra- 
tion from Europe. (New York: Harper. 1947. Pp. xxi, 453. $4.50.) 


x 
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Les minorités ethniques en Europe centrale et Balkanigue. Étud. et doc. sér. B 1 de l'Inst. Nat. 
de Stat. et Etudes Econ. (Paris: Presses Univ. de France. 1946. Pp. 93.) 


Unclassified Items 


Ewine, A. C. The individual, the state, and world government. (New York: Macmillan. 1947. 
Pp. viii, 322. $4.) l 


LUNDBERG, G. A. Can science save us? (New York: Longmans, Green. 1947. Pp. 122. Paper, $1; 
cloth, $1.75.) 


MacIver, R. M. The web of government, (New York: Macmillan. 1947. Pp. ix, 498. $4.50.) 

National Institute of Economic and Social Research annual report, 1945-46. (London: Nat. Inst. 
Econ, and Soc. Research. 1946. Pp. 24.) 

Social implications of modern science. The Annals, vol. 249, Jan. 1947, (Philadelphia: Am. Acad.” 
of Pol. and Soc. Sci. 1947. Pp. 169. Paper, $2; cloth, $2.50.) 


- PERIODICALS 


Economic Theory; General Works 


ENEA K.L. Terms of sale. Jour. Marketing, Jan., 1947. Pp. 8. 
: Berriznem, C. Lois économiques et valeur d'usage. La Revue Internat., Dec., 1946. Pp. 9. 
Coase, R. H. Monopoly pricing with interrelated costs and demands. Economica, Nov., 1946. Pp. 
17. 
DOLAR, D. The pragmatic basis of Keynss’s political seine): Jour. Econ. Hist., Nov., 1946. 
Pp. 32. 
Doman, E. D. Expansion and employment. Am. Econ. Rev., Mar., 1947. Pp. 12. 
GOLDENWEISER, E. A. The economisi and the state. Am. Econ. Rev., Mar., 1947. Pp. 12. 
Hiorers, C. G. Note on Marximisation criteria. Quart. Jour. Econ., Nov., 1946. Pp. 9. 
Leonriey, W. Wages, profit and prices. Quart. Jour. Econ., Nov., 1946. Pp. 14. ' 
Lester, R. A. Marginalism and labor markets. Rejoinder to an natege a by F. Machlup- 


‘Professor Lester and the marginalists, by G. J. Stigler. Am. Econ, Rev., Mar., 1947. Pp. 13; 
6; 3. , 


Lews, W. A. Fixed costs. Economica, Nov. 1946. Pp. 28. 

PATEL, S. J. Marxism and recent economic thought. Sci. and Soc., Winter, 1947. Pp. 13. 

SALN, E. Wirtschaft und wirtschafislehre nach swei welikriegen. Kyklos, Vol. 1, 1947. Pp. 31.7 
SALOMON, A. Hugo Grotius and the social sciences. Pol. Sci. Quart., Mar., 1947. Pp. 20. 

` Wenyrravs, S. Monopoly pricing and unemployment. Quart. Jour. Econ., Nov., 1946. Pp. 17. 


Economic History 
Croves, S. B. The crisis in French economy at the beginning of the revolution. Jour, Econ. 
Hist., Nov., 1946. Pp. 6. ; 
Cocuran, T, C. A plan for the study of business thinking. Pol. Sci. Quart., Mar., 1947. Pp. 9. 


Morsan, C. S. Problems in the appraisal of the railroad land grants. Mississippi Valley Hist. 
Rev., Dec., 1946. Pp. 12, 


Rosains, G. W. Notions about the origins of trading. Jour. Marketing, Jan., 1946. Pp. 9. 


Rosertson, H. M. Economic historians and their colleagues. So, African Jour. Econ., Sept., 
1946. Pp. 10. 


Roover, R. pe The Medici bank: financial and commercial operations. Jour. Econ. Hist., Nov., . 
1946. Pp. 20. 
National Economies i 
GrRTSOVICH, G. The economic reconstruction of Germany. Mirovoye Khozyaistvo i Mirovaya 
Politika, no. 9, Sept., 1946. 


Hanson, E. P. An economic survey of the western province of Liberia. Geograph. Rev., Jan., 
1947. Pp. 17. 


Murray, K, A. H. Some regional economic problems of the Middle East. Internat. Affairs, Jan., 
1947. Pp. 9. 

Oatman, M. E. Nationalization program in Czechoslovakia. Dept. of State Bull., Dec., 1946. 
Pp. 7. 

Puxutov, N. Economic rebirth of democratic Poland. Planovoye Khozyaistvo, no. 4, July~Aug., 
1946. 


Srisort, H. w. The prospects of business in Brasil. Jour. Bus. Univ. Chicago, Jav., 1947. Pp. 
11, 
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Economic Systems; Post-War Planning ` ` 


BERNSTEIN, S. Trends in French socialism 1789-1871. Sci. and Soc., Winter, 1947. Pp. 10. - 


Eventov, L. Contradictions in the economics of capitalist countries after the war. Planovoye 
Khozyaistvo, no. 5, Sept.—Oct., 1946. 

KOSYACHENKO, G. Preventing disproportions in the national economy—one of the most im portant 
tasks of planning. Planovoye Khozyaistvo, no. 4, July-Aug., 1946. 

Sura, B. B. The forces patterning tomorrows economic life. Dun’s Rev., Feb., 1947. Pp. 5. 


Planning in the postwar period and the new structure Ki the Gosplan. Planovoye Khozyaistvo, no. 
5, Sept.—Oct., 1946. 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 

Bray, F. S. An accountant’s comments on the seein theory of value and accounting cost. 
Economica, Nov., 1946. Pp. 5. 

Dour, J. L. Price and cost. Jour. Accountancy, Jan., 1947. Pp. 5. 

Frécuet, M. Anciens et nouveaux indics de corrélation. ai stasis ou calou] des retards i 
économiques. Econometrica, Jan., 1947. Pp. 30. 

May, K. Technological change and aggregation. Econometrica, Jan., 1947. Pp. 13. 

Noves, C. R. A consolidate balance-sheet for a democracy. Jour. Accountancy; Feb., 1947. 
Pp. 13. 

Tovrner, G. Some applications of multivariate analysis of economic data. Jour. Am. Stat. hee, 
Dec., 1946. Pp. 29. 


` 
' 


National Income and Product; Income Distribution ; 
Consumption Statistics 
CLARK, E; and Femman, L. Appraisal of methods for estimating the size distribution of a given . ` 
aggregate income. Rev. Econ. Stat., Feb., 1947. Pp. 4. 
CorELAND, M. A. Determinants of distribution of income. Am. Econ. Rev., Mar., 1947. Pp. 20. 


GOLDENBERG, L, Saving in a stale with a stationary population. Quart. Jour. Econ., Nov., 1946. 
Pp. 26. 


HirrcH, Lrvineston, Grose and LANDRY, Smrrsres, and Bussar. The American economy 
in transition, Rev. Econ. Stat., Feb., 1947. Pp. 23. 


Katona, and LIxERT, BEAN, FRIEND, BENNION, and Brapy. Five views on the consumption 
Junction. Rev. Econ. Stat., Nov., 1946, Pp. 29. 


e T oe a  eereee Am. Econ. Rev., Mar., 
1947. Pp. 13. 


Novgs, C. R. The prospect for economic growth. Am. Econ. Rev., Mar., 1947. Pp. 21. 
Urnquaart, M. C. Forecasting economic conditions. Canadian Banker, Feb., 1947. Pp. 9. 
Vance, L. L. The interpretation of consumer dis-saving. Jour. Marketing, Jan., 1947. Pp. 7. 
Wvter, J. The national income of Soviet Russia. Soc. Research, Dec., 1946. Pp. 18. 

Full employment patterns, 1950. Mo. Lab. Rev., Feb., 1947. Pp. 28. 


Business Cycles and Fluctuations 
DOBRETSBERGER, J. A critical review of the discussions on full employment. Kyklos. Vol. 1, 
1947. Pp. 7. 
FELLNER, W. J. Postscript on war inflation. Am. Econ. Rev., Mar., 1947, Pp. 16, 
Finuer, A. G. B. Less stability: more stability. Kyklos, Vol. 1, 1947. Pp. 18. 
Hary, J. Inflation et “crise dé confiance.” La Revue Internat., Dec., 1946. Pp. 6. ° 
Howensrme, E. J., Jr. Public works policy in the twenties. Soc. Research, Dec., 1946. Pp. 22. 
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Howensrme; E. J., Je. Some principles of compensatory action. Quart. Jour. Econ., Nov., 
1946. Pp. 4, 

METZLER, L. A. Factors governing the length of ee eycles, Rev. Econ. Stat, Feb., 1947. 
Pp. 15. 

Mats, F. C. Elasticity of physical quantities and flexibility of unit prices in the dimension of time. 

- Jour. Am. Stat. Assoc., Dec., 1946, Pp. 29. 

R6pxe, W. Offene und surtickgestaute inflation. Kyklos, Vol. 1, 1947. Pp. 15. 

Tarr, D. C. Development works and full employment. Internat. Lab. Rev., Nov.-Dec., 1946. 


Pp. 12. 
Inflation problems at home and abroad. Mo. Lab. Rev., Jan., 1947. Pp. 15. 


, Public Finance; Fiscal Policy; Taxation 


BRONFENBRENNER, M. Sales taxation and the Mints plan. Rev. Econ. Stat., Feb., 1947. Pp. 4. 
Jacossson, P. Le financement de la guerre en Allemagne. Kyklos, Vol. 1, 1947. Pp. 26. 
Lipo, R. W. German finance in World War II. Am. Econ. Rev., Mar., 1947. Pp. 12. 
Mann, F. K. The dual-debt system as a method of financing government corporations. Jour. Pol. — 
Econ., Feb., 1947. Pp. 18. ` 
The new budget. Fed. Reserve Bull, Feb., 1947. Pp. 8. 


Money and Banking; Short-Term Credit 


Mena, R. O., Monetary problems in Mexico. Jour. Bus. Univ. Chicago, Jan., 1947, Pp. 8. 

Usoxm, M. Short-term credit in the Soviet economy. Planovoye Khozyaistvo, no. 3, May-June, 
1946. . ` 

Wuson, J. S. G. Australia’s central bank. Jour. Pol. Econ., Feb., 1947. Pp. 11. 


International Trade, Finance and Economic Policy 


ADRIAN, A. H. Le commerce de PU.R.S.S. avec les états voisins. La Revue Internat., Dec., 1946. 
Pp. 10. 

Hoserrrz, B. F. International cartel policy. Jour. Pol. Econ., Feb., 1947. Pp. 27. 

Mrxesett, R. F. The determination of postwar exchange rates. So. Econ. Jour., Jan., 1947. Pp. 
13. ` 

Roxa, F. Objectives and ‘methods of exchange control in the United Kingdom during the war and 
post-war transition. Economica, Nov., 1946. Pp. 19. s 

Rosenson, A. The Anglo-American financial agreement. Am. Econ. Rev., Mar., 1947, Pp. 9. 

Rossouw, G. S. H. T. he prodem of imperial preference. So. African Jour. Econ., Sept., 1946° 
. Pp. is, 

STEFFERUD, A. Yearbooks reconstituted. Land Policy Rev., Winter, 1946. Pp. 3. 

WE wi, N. and WASSERMAN, M. J. The International Bank. Am. Econ. Rev., Mar., 1947. 
. Pp. 15. 

F.A.O. Preparatory Commission report on world food proposals. Dept. of State Bull., Feb., 1947. 
Pp. 4. 

How the steel cartel operated, Dun’s Rev., Jan., 1947. Pp. 3. 

The interplay between domestic and foreign policy. Dun’s Rev., Jan., 1947. Pp. 3. 


Public Control of Business; Public Administration; 
National Defense and War 
BRONFENBRENNER, M. Price control under imperfed competition. Am. Econ. Rev., Mar., 1947, 


Pp. 14. 
Browne,.G. W.G, Economists and government. So. African Jour. Econ., Sept., 1946. Pp. 14. 
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Cassany, R., JR., Legal aspects of price discrimination: Eches law. Tour. Marketing, Jan? 1947. 
Pp. 15. 

Fox, H. G. Patents in relation to monopoly: a rejoinder. Canadian Jour.. Econ. and Pol, Sci., 
Feb., 1947. Pp. 13. 

Wiwa, J. A. Gasoline rationing tn the United States II. Quart. Jour. Econ., Nov., 1946. 
Pp. 31. 

SCHWEITZER, A. Profits under Nazi planning. Quart. Jour. Econ., Nov., 1946. Pp. 25. 

STEFFEN, R. Invalid patents and price control. Yale Law Jour., Nov., 1946. Pp. 25. 


STEWART, S. I. Statutes, orders and oficial statements relating to Canadian war-time economic 
controls, Canadian Jour. Econ. and Pol. Sci., Feb., 1947. Pp. 16. 


Wennt, P. The control of rubber in World War II. So. Econ. Jour., Jan., 1947. Pp. 25. 


Industrial Organization ; Price and Production Policies; 
Business Methods 


TURETSKI, SH. Strengthening economic accountability in the new Five Year Plan. Planovoye 
Khozyaistvo, no. 4, July-Aug., 1946. 


Marketing; Domestic Trade 
Gaw, W. A. The use of audio-visual aids in teaching marketing. Jour. Marketing, Jan., 1947. 
Pp. 6. 


no A. L, The importance of economic theory in-marketing. Jour. Marketing, Jan., 1947. 
P 
Mining; Manufacturing; Construction 

BAamwaxov, N. The petroleum industry in the Five Year Plan. Planovoye Khozyaistvo, no. 3, 
May-June, 1946. 

Grossman, V. On strengthening the rule of senon in consiruction. Planovoye Khozyaistvo, 
no. 3, May-June, 1946, 

Kororov, A. The construction program of the new Five Year Plan. Planovoye Khozyaistvo, no. 
3, May-June, 1946. 

Loxsu, E. The Soviet method of industrialization. Planovoye Khozyaistvo, no. 4, July~Aug., 
1946. 

Nm, P. Machine construction and the development of technique in the new Five Year Plan. 
Planovoye Khozyaistvo, no. 4, July-Aug., 1946. 

ROITBURD, L. Thetron and steel industries of the capitalist countries inthe war and postwar years. 
Mirovoye Khozyaistvo i Mirovaya Politika, no. 9, Sept., 1946. 
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Am. Rev. Soviet Union, Nov., 1946. Pp. 9. 


Agriculture; Forestry; Fisheries 

Danmar, V. The basic law of collective farm life. Planovoye Khozyaistvo, no. 5, Sept-Oct., 
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ENGBERG, R. C. Farm credit agencies as an influence upon land values. Jour. Farm Econ., 
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LEVINA, R The postwar food crisis and-tts causes. Mirovoye Khozyaistvo i i Mirovaya Politika, 
no. 9, Sept., 1946. 

LEVINA, R. The postwar food situation in the capitalist countries. Planovoye Khozyaistvo, no. 3, 
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Nowett, R. I. The farm land boom. Jour. Farm Econ., Feb., 1947. Pp. 20. 
Ooo, W. R. Postwar agricultural program. Jour. Farm. Econ., "Feb, 1947. Pp. 13. 


: 7 \ 7 > s t 4 f 
516 ` THE AMERICAN ECONOMIC REVIEW 


' PENDLETON, R. L. Land use in southeast Asia. Far East. Survey, Feb., 1947. Pp. 5. 

SaLoutos, T. The spring-wheat farmer in a maturing economy 1870-1920. Jour. Econ. Hist., ` 
Nov., 1946. Pp. 18. 

Scorr, T, W. Food, agriculture, and trade. Jour. Farm Econ., Feb., 1947, Pp. 19. 

SHAPAVALOV, ML Crop migrations in the Soviet Union. Am. Rev. Soviet Union, Nov., 1946. Pp. 

- 8, 

SOLLERTINSEAYA, E. Differential rent in socialist agriculture. Planovoye Khozyaistvo, no. 5, 
Sept.Oct., 1946. 

Wers, O. V. Agricultural legislation: an appraisal. Jour, Farm Econ., Feb., 1947. da 11, 
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What's ahead for building construction $s 1947? Dun’s Rev., Jan., 1947. Pp. 3. 


Labor and Industrial Relations 


Backman, J. The budget approach to wage adjusiments—a case study. Jour. Pol. Econ., Feb., 

- 1947, Pp. 8. 

CHAMBERLAIN, N. W. Union obligations under the National Labor Relations aci. Am. Econ. 
Rev., Mar., "1947. Pp. 8. 

Dysonn, W. R. Union-management co-operation at the Toronto factory of Tees Brothers Limited. 
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Pp. 4. 
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Aug., 1946. 

Hocswarn, W. Collective bargaining and economic theory. So. Econ. Jour., Jan., 1947. Pp. 19 
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Power, D. M. The negro worker in Chicago industry. Jour. Bus. Univ. Chicago, Jan., 1947. 
Pp. 12. 

Summers, C. W. Admission policies of labor unions. Quart. Jour. Econ., Nov., 1946. Pp. 42. 

Warren, A. M., Je. Location of potential labor reserves from published date. So, Econ. Jour., 
Jan., 1947. Pp. 6. 
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Lab. Rev., Nov.-Dec., 1946. Pp. 10. : 


Nature and extent of frictional unemployment. Mo. Lab. Rev., Jan., 1947. Pp. 10. 


` Postwar work stoppages caused by labor-management disputes. Mo. Lab. Rev., Dec., 1946. Pp. 
21. 


Productivity changes since 1939. Mo. Lab. Rev., Dec., 1946. Pp. 15. 
State and regional variations in prospective labor supply. Mo. Lab. Rev., Dec., 1946. Pp. 21. 
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ROBOTEA, F. A theory of cooperation. Jour. Farm. Econ., Feb., 1947. Pp. 21. 


PERIODICALS 517 ` 
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Rev. Soviet Union, Nov., 1946. 

Parsons, T. The science legislation and the role of the social sciences, Am. Soc. Rev., Dec., 1946. 
Pp. 13. 
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NOTES . 


` Change of editorial address—Since the managing editor has joined the staff of the Council of 
Economic Advisers to the President, the editorial office of the Review will return to Washington, 
D.C., beginning July 1, 1947. Temporarily the postal address will be care of Social Science Re- 
search Council, 726 Jackson Place, N.W., Washington 6, D.C. - 


ESTABLISHMENT OF MEDALS OF HONOR 


The Executive Committee of the American Economic Association announces the establish- 
ment of two medals to honor American contributions to the body of economic thought and 
knowledge, to be known as the Francis A. Walker Gold Medal and the John Bates Clark Silver 
Medal. . f 

The Francis A. Walker Gold Medal is to be awarded not more frequently than once every 
five years to that living American economist who, in the judgment of the awarding body, has 
made over the course of his life the most distinguished contribution to economics. This medal 
is named after the first president of the American Economic Association whose contributions to 
economic theory, money and banking, and statistics first gave definitive stature to American 
economics, 

The John Bates Clark Silver Medal is to be awarded approximately biennially to that Ameri- 
can economist under the age of forty who is adjudged to have made the most sigńificant con- 
tribution to economic thought and knowledge. This medal is named after the brilliant econo- 
mist who, along with von Thitnen, first developed the marginal productivity theory of wages 
and interest and who is regarded by most economists as having been the most distinguished 


. member of our profession in this country. . 


Attention is invited to the fact that these awards are to be made for contributions to the 
central body of economic thought and knowledge. They are not to be made for excellence in 
teaching, administration or public service. Neither are they to be made for contributions to 
special branches of economics except in so far as these may contribute vitally to general 
economic doctrine and knowledge. 

The procedure for making these awards is to be similar to that provided for the selection of 
the president of the American Economic Association. A Committee on Honors and Awards, 
consisting of six persons, appointed by the president of the Association, will present nomina- 
tions to the electoral college. Two members of this initial committee are to serve for two 
years; two members for four years, and two members for six years. Thereafter all members of 
this committee will serve for six years. The names of those nominated by this committee are 
to be submitted for final selection to an electoral college consisting of (a) the members of the 
Committee on Honors and Awards, (b) the elected members of the Executive Committee 
of the Association, and (c) the president, the vice-presidents, and the secretary of the Associa- 
tion together with the three immediate past presidents. This electoral college has also the 
power to add other names to the panel suggested for consideration by the Committee on 
Honors and Awards. 

The following persons have been appointed by President Douglas as initia] members of the 
Committee on Honors and Awards and have accepted: for the two-year term—Stuart Daggett, 
University of California, Theodore W. Schultz, University of Chicago; for the four-year ` 
term—Raymond T. Bye, University of Pennsylvania, Frederick B. Garver, University of 
Minnesota; for the six-year term—Calvin B. Hoover, Duke University, Frederick C. Mills, 
Columbia University (Chairman). 

It is planned to make the initial award of these medals during the current year and for them 
to be formally presented to the recipients during the annual meetings of the Association which 
are to be held in Chicago during the forthcoming Christmas holidays from December 28th to 
30th inclusive. 


The following persons have recently become members of the AmeRIcAN ECONOMIC ASSOCIA- 
TION: 


«Ackerman, G. F., 244 West 232nd St., New York 63, N.Y. 


_ Adams, R, W., 179 Washington Ave., Garden City, N.Y. 
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Adler, Miss A. V., University of Toledo, Toledo 6, Ohio 

Alavi, H., 2702 Wisconsin Ave., Washington 7, D. C. 

Alhadeff, D., Dept. of Economics, Harvard University, Cambridge 38, Mass. 

Allaway, R., 581 Logan St., Brooklyn 8, N.Y. 

Amory, J. F., 703 West 1Tist St., New York 32, N.Y. 

Anderson, D. L., Canberra University College, Canberra, Australia 

Andrews, A., 220 Broadway, New York 7, N.Y. 

Anjaria, J. J., International Monetary Fund, 1818 H St., N.W., Washington, D.C. 

Ariz, J. M., 2338 Telegraph Ave., Berkeley 4, Calif. 

Ashbrook, A. G., Jr., 210B Graduate House, Massachusetts Institute of Technology, Cam- ` 
bridge 39, Mass. 

Atwood, E. C., Jr., 260 Crescent Ave., Buffalo 14, N.Y. 

Auxier, G: W. 2 Horseshoe Drive, Falls Church, Va. 

Banner, P. H., 8029 Eastern Ave., Silver Springs, Md. : : 

Barbash, Miss B., 2475 85th St., Brooklyn 14, N.Y. - 

Bard, J. J., 5824 North 13th St., Philadelphia, Pa. 

Barlow, Mrs. W. D., 6528 Ager Rd., Hyattsville, Md. 

Barnett, H. J., 393 Western Ave., Cambridge, Mass. - 

Bartlett, P. B., Bates College, Lewiston, Me. 

Baude, W. A., Dept. of Commerce, University of Cincinnati, Cincinnati 21, Ohio 

Bauder, R. S., 107 B. and P. A. Building, Columbia, Mo. 

Bauer, J. J., 3721 Suitland Rd., S.E., Washington 20, D.C. 

Beadles, N. A., Dept. of Economics, University of Colorado, Boulder, Colo. 

Bean, M. H., 678 Shadowlawn Drive, Westfield, N.J. 

` Belcher, D. W., 4129 Drew Ave., S., Minneapolis, Minn. 

Bell, G. D., 450 Audubon, Apt. 33, New York 33, N.Y. 

Bennett, W. B., 4111 Third Road, North Arlington, Va. 

Bensen, G. C. S., 105 College Ave., Claremont, Calif. 

Bercholz, O., 603 Jobn Jay Hall, Columbia University, New Yotk 27, N. Y. 

Berg, J. L., 25 Central Park West, New York 23, N.Y. 

Bergmeister, G. M., 42444 Dunbar Ave., Waukesha, Wis. 

Bethke, R. H., Discount Corp. of New York, 58 Pine St., New York 5, N.Y. 

Betty, S. M., Route 5, Box 324-A, Spring Hill, Mobile Co., Ala. 

Billings, E. E. , Jessup, Md. . 

Billington, W. T N-5, Vetsville, Boulder, Colo. 

Blaine, J. C. D., University of North Carolina, Chapel Hill, N.C. 

Blancato, A. F., 8612-18th Ave., Brooklyn 14, N.Y. 

Blau, Miss G. J., 1722 Connecticut Ave., Washington, D.C. 

Blazej, Z., National Bank of Czechoslovakia, Prague, Czechoslovakia 

Bloch, H. D., University of Toledo, Toledo 6, Ohio 

` Bolton, E., c/o Paterson Zochonis & Co., Ltd., P.O. Box 62, Accra, Gold Coast, British 
West Africa 

Bonnell, E. T., 2141 Eye St, N.W., Washington, D.C. 

Borden, S., 1241 Prospect Ave., Brooklyn 18, N.Y. 

Borders, W. G., 30 E. 704th St. , Shanks Village, Orangeburg, N.Y. 

Bothwell, W. C., Drury College, Springfield, Mo. 

Bourniatian, M., 7 rue Copernic, Paris 16, France 

Bowers, R. S., Western Michigan College, Kalamazoo, Mich. 

Bowie, L. W., 123 West 14th St., Davenport, Iowa 

Bradbury, R. W., American Institute for Foreign Trade, P.O. Box 191, Thunderbird Field, 
Phoenix, Ariz. 

Brand, P. J., 5515 8th St., N.W. , Washington 11; D.C. 

Brazer, E. E., 727 Furnald Ball, Columbia University, New York 27, N.Y. 

Brodsky, N., 2720 Wisconsin Ave., Apt. 103, N.W., Washington 7, D.C. 

Brokaw, P. L., 715 South Royal St., Alexandria, Va. 

Brown, E. C., Dept. of Economics, Massachusetts Institute of Technology, Cambridge, Mass; 

Browne, W., 211 East Delaware Place, Chicago 11, DL. 
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Bryski, A. J., 831 North 4th St., Philadelphia 23, Pa. 

Brzyski, S. B., 3946 Priscilla St., Philadelphia 40, Pa. 

Burch, D. W., Room 833, Rainier Hall, University of Washington, Seattle, Wash. 
Burns, D. F., ‘Language Hall, ‘University of Florida, Gainesville, Fla. 
` Burr, Miss S. S., Capital Markets Section, Board of Governors of Federal Reserve System, 

Washington 25, D.C. 

Byrne, Miss E. E., 38-15th Ave., Columbus, Ohio 

Camitta, Miss R., ’25 Central Park West, New York, N. Y. 

Carbert, L. E. 1217 Jobn Jay Hall, Columbia University, New York 27, N. Y. 

, Carey, J., 380 "Beacon St., Boston 16, Mass. 

” Carroll, J. J., 94 Richland Ave., Athens, Ohio 
. Carter, J. J., American Institute for Economic Research; Great Barrington, Mass. 
Case, W. W., Federal Reserve Bank, Foreign Research Div., 33 Liberty St., New York 7, 

N.Y, 

Caves, Miss M. R, 112 Brinton St., Buffalo, N.Y. 
Chadbourne, E. ' Dept. of Economics, De Paul University, 2322 Kenmore Ave., Chicago, Ill. 
Chalmers, W. E, U. S. Conciliation Service, U. S. Dept. of Labor, Washington 25, D.C, 
Chambers, R. E., 958 Ackerman Ave., Syracuse, N.Y. 

Chances, R. J., Trinity College, Hartford, Conn. 
Chapman, Miss J. G., 312 West 8ist St., New York 24, NY. 

` Cheadle, H. L., 12 Perry Ave., Kensington, Md 
© Chen, Y., 42 Divinity Hall, Harvard University, Cambridge 38, Mass. 
Cherin, G., 3424 B St., S.E., Washington, D.C. 
Chester, H. L., 83-52 Talbot St., Kew Gardens, L.L, N.Y. 
Cheyfitz, E. T., Motion Picture Assoc., 1600 Eye St., N.W., Washington 6, D.C. 
Christian, D. E.; 124 Edwards, Sausalito, Calif. 

Clack, R. W. D., 2444 N. Chester St., Indianapolis 1, Ind. 
Clark, E., 917 Broadmoore Drive, Dayton 9, Ohio 

- Cohen, J., Dept. of Economics, Indiana University, Bloomington, Ind. 
_ Cohen, J. L., 1225 John Jay Hall, Columbia University, New York 27, N.Y. 

Cohen, S., 12424 Tuscora, Cleveland, Ohio 

Coker, J. D., 16 Lee Blvd., Falls Church, Va. 

Conkling, R. L., 4036 N.E. 69th St., Portland 13, Ore. 

Conley, G. B., 2854 Connecticut Ave., N.W., Apt. 10, Washington 8, D.C. 

Conley, Miss H., 708 Fairfield Manor, Fort Wayne 6, Ind. 

Consler, R. E., St, Lawrence University, Canton, N.Y. 

Cooper, W. W., Carnegie Institute of Technology, Pittsburgh 13, Pa. 

Cota, Mrs. N. I., Jr., 1943 North Summit Ave., Apt. 9, Milwaukee, Wis. 
' Cottle, C. S., 38 Hagood Drive, Atlanta, Ga. 

Cramer, L, S., 47 Hatherly Rd., Brighton 35, Mass. 

Creighton, J. W., 155 Beechwood Road, New Wilmington, Pa. 

Crewson, H. B., Jr., Dept. of Economics, Ohio State University, Columbus 10, Ohio 
Crockett, S. L., R.D. 1, Box 114-A, Hyattsville, Md. 

Cunkle, A. L., Varsity Hall, University of Virginia, Charlottesville, Va. 

Cyert, R. M., Shanks Village, Orangeburg, N.Y. 

David, R. S., 4862 MacArthur Blvd., Washington 7, D.C. 

Davies, J., Dept. of Economics, Ohio State University, Columbus 10, Ohio 

Davis, J. C., Council of Economic Advisers, Executive Office of the President, Washington 

25, D.C. 

Dembity, L. N., 3414 Garfield St., N.W., Washington 7, D.C. 

De Podwin, E. J., 512 12th St., Brooklyn, N.Y. 

Deyrup, Miss F. J., 870 Riverside Drive, New York 32, N.Y. 

Dillinger, J. L., 36 Gorham St.; Cambridge 38, Mass. 

Donley, W. G. , Standard Oil Co. of California, P.O. Box 3495, San Francisco 20, Calif. 
Dowd, L. P., Dept. of Economics, University of Michigan, Ann Arbor, Mich. © 

Downing, W. G., Creighton University, Omaha, Nebr. 

‘Ducoff, L. J., Division of Farm Population and Rural Welfare, Bureau of Agricultural Eco- 

nomics, Washington, D.C. 
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Elliott, R. D., 1560 Amsterdam Ave., New York 31, N.Y. 
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England, W. EL, 1344 Iris St., N.W., Washington 12, D.C. 

English, H. E., Dept. of Economics, "University of California, Berkeley 4, Calif. 
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Ertell, M. W., School of Business "Administration, University of Buffalo, Buffalo, N. Y, 

. Ervin, J. R., 217 S. Cassingham Road, Columbus, Ohio 
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‘The Allied Social Science Associations are being served by the following officers during the 
present year: 
American’ Accounting Association—Hermann C. Miller, Ohio State University, president; 
.Clete F. Chizek, University of Chicago, secretary-treasurer. 


` American Association of University Teachers of Insurance—C, A. Kulp, Wharton School of 
_ Finance and Commerce, University of Pennsylvania, president; Chester A. Kline, Uni- 
versity of Pennsylvania, secretary-treagurer. 

_ American Farm Economic Association—Asher Hobson, University of Wisconsin, president; 
L. J. Norton, University of Ilinois, secretary-treasurer. 

American Finance Association—Lewis A. Froman, University of Buffalo, president; Raymond 
J. Saulnier, National Bureau of Economic Research, Inc., secretary-treasurer. 

‘American Marketing Association—Ross M. Cunningham, Massachusetts Institute of Technol- 

| 08% president; Harvey W. Huegy, University of Ilinois, secretary. : 

‘American Sociological Society—Louis Wirth, University of Chicago, president; Ernest R. 
Mowrer, Northwestern University, secretary-treasurer. 

American Statistical Association—Willard L. Thorp, Department of State, president; ieni 

` S. Kellogg, 1603 K Street, N.W., Washington, D.C., secretary-treasurer. 

Econometric Society—J. Tinbergen, Rotterdam School of Economics, The Hague, The 
' Netherlands, president; Alfred Cowles, University of Chicago, secretary-treasurer. 

_ Institute of Mathematical Statistics—Will Feller, Cornell University, president; Paul S. 

Dwyer, University of Michigan, secretary-treasurer. 


A new quarterly journal, Human Relations, has been organized to serve as a channel in which 
work in the various social sciences may converge for comparative study at an international 
level. It is announced jointly by the Tavistock Institute of Human Relations, London, Eng- 
land, and the Research Center for Group Dynamics, Massachusetts Institute of Technology. 
It will be edited by two committees drawn from the staffs of those organizations. 

Beginning with January, 1947, a Monthly Bulletin of Statistics is being issued by the 

Statistical Office of the United Nations at headquarters in New York. This new publication 
continues and expands the publication of the same name issued by the League of Nations from 
Geneva. ; 
- Anew quarterly journal in English, The Social Sciences in Mexico and News abot the Social 
‘Sciences in South and Central America, has recently been established in Mexico City. The pur- 
pose is to make known to the social scientists of other countries the work that is being done in 
this field in Latin America. The editor is Dr. Laszlo Radvanyi, professor i in the National School 
of Economics of the National University of Mexico. 


Adelbert J. Canfield died on February 20, 1947. 
- Theodore Marburg died at Vancouver, Canada, March 3, 1946. 


Appointments and Resignations 
Walter Abraham was appointed instructor in economics at Yale University, effective in the 


E fall term, 1946-47. 


Moses Abramovits has been part-time visiting lecturer in economics at Columbia University 
for the spring session. 


Paul H. Anderson is an economic analyst with the Marketing Division, Office of Domestic 
Commerce, Department of Commerce. 


R. B. Ayres was visiting lecturer in the departiment of economics of the University of Pe 


Tllinois for the second semester, 1946—47. 


_ Marvin A. Bacon, formerly with the Office of Price Administration, is economic aiid 
-with the Finance and Tax Division of the Office of Small Business, Department of Commerce. 


-Elizabeth F. Baker, executive officer of the department of economics at Barnard College, is on 
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sabbatical leave carrying on research under the auspices of the Columbia Council for Research 
in the Social Sciences. i 


Nathan Belfer is in economics at Tufts College. 


Emile Benoit-Smullyan has left the Department of Labor to become professor of economica 
and head of the department of economics at Associated Colleges of Upper New York, Utica. ° 
George C. S. Benson has been selected as president of Claremont Men’s College, a new mem- 


ber of the Associated Colleges of Claremont, devoted to training in business and public admin- 
istration. 


Philip W. Bishop was appointed instructor in economics at Yale University, effective i in the 
spring term, 1946. 


Robert Blum has been appointed lecturer in economics at Williams College. 


Karl F. Bode has been promoted from associate professor to professor of economics at 
Stanford University. 


Karl R. Bopp, director of research of the Federal Reserve Bank of Philadelphia, has been 
serving as visiting lecturer at Princeton University during the second term giving a graduate 
course in the history and theory of banking. 

Howard Bridgman is assistant profeasor of economics at Tufts College. i 

Emily C. Brown, of Vassar College, will be on leave during the year 1947-48, making a study 
of National Labor Relations Board policies. 

Norman S. Buchanan, of the University of California, Berkeley, is on leave of absence until 
February, 1948, to act as associate director, Division of Social Sciences, in the Rockefeller 
Foundation. 

John W. Cadman, Jr., formerly of Princeton University, is now at the London School of 
Economics, where he will be engaged in research on problems connected with development of 
the London Limited Liability Company, 


R. F. Casey has been appointed part-time assistant in the department of economics, Uni 
versity of Illinois. 


Jobn M. Clark gave the W. W. Cook lectures at the University of Michigan in March under 
the title of “Alternatives to Serfdom.” 


Justin J. Condon has resigned his position as-associate, College of Economics and Business, - 
University of Washington, to engage in graduate study at Harvard University. 

Pearce Davis, formerly chairman of the National Telephone Commission and chairman of 
the New England Wage Stabilization Board, is the chairman of the reactivated department of 
business and economics of the Ilinois Institute of Technology. 

Malcolm M. Davisson, chairman of the department of economics at ‘the University of 
California, Berkeley, will teach in the summer session of the University of British Columbia. 

Anton J. De Haas has resigned as professor at Harvard Business School and has accepted 
a professorship at Claremont Men’s College. 

Frank G. Dickinson has resigned as associate Tiaa of-economics at the University of 


Tlinois to continue as economist, statistician, and director of the Bureau of Medical Economic 
Research of the American Medical Association. 


Edwin Ding, dean of the College of Agriculture of Fukien University, Foochow, China, will 
be lecturer in economics at the University of Southern California in 1947-48. 

Leo M. Egand has been appointed an economic affairs officer in the Department of Eco- 

` conomic Affairs of the United Nations secretariat at Lake Success., 

Edmond L. Escolas has been appointed instructor in the department of commerce and 
economics at the University of Vermont beginning next fall. - 

Solomon Fabricant, of the staff of the National Bureau of Economic Research and lecturer 
in the School of Commerce, Accounts, and Finance, New York University, has been appointed 
associate professor of economics in that school and in the Graduate School of Arts and Sciences. 

Hans R. Fadum was appointed instructor in economics at Yale University, effective in the 
fall term, 1945—46. 


P.M. Faucett, Jr., has been appointed part-time assistant in the department of economics, 
University of Ilinois. 
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Edith Floyd has been appointed instructor in the College of Economics and Business, 
University of Washington. 


Joseph Folsom, of Vassar College, will be on leave during the first term of the year 1947—48. 


C. Dorsey Forrest has resigned his position as assistant professor of marketing, College of 
Economics and Business, University of Washington, to accept a position as assosiate professor 


` 


of advertising at the University of Southern California, effective September, 1947. He will 


teach at Ohio State University in the summer quarter, 1947. 

George Gibbs, Jr., is teaching accounting at the Los Angeles Extension Division of the 
University of California. 

Roger W. Gray has been appointed part-time instructor in economics at Brown University. 

Albert Griffin, associate professor, of business administration at Emory University, is also 
secretary of the School of Business Administration. 

Paul Groke is assistant professor of economics in the School'of Business and Public Admin- 
istration, University of Arizona. 

Everett E. Hagen has been in the Fiscal Division of the Bureau of the Budget since Novem- 
_ ber, 1946. 

Robert M. Haley has accepted the chairmanship of the department of economics, Linfield 
College, McMinnville, Oregon, beginning next fall. 

Challis A. Hall, Jr., has been appointed assistant professor of economics at Yale University. 

Charles L. Harlan has retired after twenty-five years of service in the Department of Agri- 
culture. His last position was head, Division of Livestock and Poultry Estimate, Bureau of 
Agricultural Economics. 

Albert G. Hart, who has been visiting professor of economics at Columbia University for the 
academic year 1947-48, will remain as professor of economics, the appointment to be effective 
July 1, 1947. 

Donald J. Hart has accepted an ' appointment as ásotiatë professor of economics at Carroll 
College, Wisconsin, effective in September, 1947. ` 

Henry H. Hayman’s last assignment in Europe was that of assistant control officer, OISC 
Intermediate Section, Theatre Service Forces European Theatre. 

William F. Hellmuth was appointed instructor in economics at Yale University, effective in 
the fall term, 1946-47. 

Harry Henig, formerly of the University of Cincinnati and wartime principal economist with 
the National War Labor Board in Washington, is now professor of economics, Department of 

. Business and Economics, Illinois Institute of Technology. 


F. J. Hill has been appointed part-time assistant in the department of economics, University i 


of Illinois. 

Thomas E. Hogan, formerly of the University of Wisconsin and economic adviser to the 
National Wage Stabilization Board, has been lecturer in the department of business and 
economics, Illinois Institute of Technology during the past year. 

Daniel L. Horowitz recently resigned as labor attaché at the American Embassy, Santiago, 
Chile and is now acting assistant chief of the Division of International Labor, Health and 
Social Affairs, Department of State. 

E. Jay Howenstine, Jr., has accepted a position with UNRRA to write the history of the 
Bureau of Supply. 

Simeon Hutner, of the economics staff of Smith College, has been appointed to an instructor- 
ship in economics at Princeton University. 

P. W. Isbell has been appointed part-time assistant in the department of economics, Uni- 
versity of Illinois. 

B. M. Joffe has resigned as executive director, National Wage Stabilization Board, and is 
now affiliated with the Joint Distribution Committee, in New York, as overall assistant to the 
executive vice chairman. 

Robert K. Joyce has been an instructor in economics at St. Louis University since Septem- 
ber, 1946. 


Jacob O. Kamm, chairman of the School of Commerce of Baldwin-Wallace College, has been 


advanced from associate professor to professor of economics. 
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Everett M. Kassalow, who has been a research associate with the Research and Education 
department of the C.1.0., has béen appointed director of research for the United Rubber 
Workers Union in Akron, Ohio. 

Donald F. Keefe was appointed instructor in economics at Yale University, effective in the 
fall term, 1946-47. 

T. J. Kinsella, formerly director of the Office of War Goods and Foreign Trade in the Office 
of Price Administration, is now with the Allied Chemical and Dye Corporation in New York. 

Dudley Kirk, assistant professor of sociology at Princeton University, has resigned to accept 
the position of demographer in the Office of Intelligence Research, Department of State. 

Paul L. Kleinsorge is serving as acting associate professor of economics at Stanford Uni- 
versity. 

Fred Kucera has been appointed part-time assistant in the department of economics of the . 
College of Business Administration at the University of Nebraska, 

R. E Kyler accepted a position as professor of economics and: business administration at 
Bethany College, Bethany, West Virginia, in September, 1946. 

James S. Lanham has been appointed head professor of accounting at the University of 
Florida. 

Albert Lauterbach, chairman of the social science division at Sarah Lawrence College, has 
been appointed visiting associate professor of economics at New York University for the si 
term, 1947. 

Hymen Leibenstein is a member of the staff of the department of business and economics sof 
Dlinois Institute of Technology, Chicago. 

Norman H. Leonard, Jr., was appointed instructor in economics at Yale University, effec- 
tive in the fall term, 1946-47. _ 

William R. Leonard, formerly with the Division of Statistical Standards, Bureau of the 
Budget, has become deputy director of the Statistical Office of the United Nations. 

Clarence D. Long has been promoted to professor of political economy in the Johns Hopkins 
University. He is also a member of the research staff of the National Bureau of Economic 
Research. 

John D. Long has been appointed instructor in economics at DePauw University. 

Warren H. Lutz has been statistician at the Baldwin Locomotive Works, Philadelphia, . 
since July 1, 1946, 

Fritz Machlup, of the department of economics‘at the University of Buffalo, will be visiting 
professor of economics at Stanford University for the summer quarter. 

Donald B. Marsh has resigned from the department of economics of Barnard College, to 
accept a professorship at McGill University in connection with the position: of economist of the 
Royal Bank of Canada. 

R. G. Mason has been appointed associate professor of economics at the University of 
Florida. 

Gerald Matchett, formerly of Indiana University and of the Army. University at Biarritz, is 
now associate professor of economics, department of business and economics, Ilinois Institute 
of Technology. Dr. Matchett was a member of the staff of the Colm-Goldsmith Commission 
which studied the monetary system of Germany. 

Paul C. Mathis, of the department of economics at Carleton College, will join the summer 
session faculty in the School of Business, University of South Dakota, as visiting professor of 
economics. ; 

Donald J. May has been appointed instructor in economics in the School of Business Admin- 
istration, Emory University. 

H. H. Maynard, of Obio State University, will teach during the last month of the summer 
session at the University of Denver. 


Sidney D. Merlin has accepted an appointment as lecturer in economics, University of 
California, Berkeley, beginning July 1, 1947. At present he is economist, Division of Financial 
Policy, Office of Financial Development Policy, Department of State. . 
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Mabel Newcomer, of Vassar College, has been on leave during the past academic year serv- 


ing as director of research, Finance Division, OMGUS, in Berlin. 


. E C. Nolen, of Ohio State University, will be a member of the summer school staff in 
marketing at the University of Wisconsin. 

Ruby T. Norris was married to Mr. Jack Morris on March 23. Mrs. ‘Mindeishow sancade 
professor of economics at Vassar College after having been chief economist of the Office of 
Price Administration in Honolulu for four years. f 

Frank W. Notestein, director of the Office of Population Research of Princeton University, is 


. consultant to the ‘Assistant Secretary General for Social Affairs of the United Nations, in charge 


of the Population Division. 


i Ragnar Nurkse, visiting professor of international economics at Columbia University for. 
the academic year 1946-47, will remain as professor of economics, the appointment to begin 
on July 1, 1947. 
Bertil, Ohlin, of the University of Stockholm, member of the Swedish parliament and former 
Minister of Commerce, delivered the Julius Beer lectures at Columbia University in February, 
Abrabam Orlofsky, was assistant in the department of economics, School of Commerce, Ace 


counts, and Finance, New York University, in the spring semester. 


R. F, Patterson, dean of the School of Business at the University of South Dakota, was re- 
cently elected president of the Vermillion Chamber of Commerce. 


Bernard D. Perkins has been promoted to assistant professor of accounting and economics 


- ` at the University of South Dakota. 


J. E. Pheiffer has been appointed part-time assistant in the department of economics, 
University of Ilinois. 

Orme W. Phelps has accepted an appojntment as professor of industrial relations at Clare- 
mont Men’s College. 

E. Bryant Phillips has been advanced from lecturer to assistant pole of economics at 
the University of Southern California. 

Jaques J. Polak, formerly financial advisor of UNRRA, is now chief of the Statistics Divi- 
sion of the Tnternational Monetary Fund. 

Karl Polanyi was visiting professor of history at Columbia University for the spring ses- 
sion, teaching general economic history. 

Kenyon E. Poole is now in charge of the courses in money and banking at Brown University. 

V. T. Rice has been appointed part-time assistant in the department of economics, Uni- 
versity of Minois. 

Theordore W. Roesler has been appointed part-time assistant i in the department of eco- 
nomics of the College of Business Administration at the University of Nebraska. 

Julius ‘Roller is on leave from his regular teaching duties in accounting at the College of 
Economics and Business, University of Washington, to engage in research study. 
i ETA Roose has been appointed instructor in economics at Yale University, effective 
July 1, 194 

Arnold W. Sametz has been appointed instructor in economics at Princeton University. 

G. Lincoln Sandelin, formerly with the United States Treasury, is chief of the insurance 
section, Finance Division, OMGUS. 

Raymond J. Saulnier will be on leave of absence from Barnard College during the academic 
year 1947-48 to carry on his studies with the National Bureau of Economic Research. 

H. P. Scheinkopf has been appointed part-time assistant in the department of economics, 
University of Illinois. 

Emerson P. Schmidt has resigned his position at the University of Minnesotg to continue as 
director of economic research of the Chamber of Commerce of the United States of America in 


_ Washington, D.C. 


Robert Seymour has been appointed full-time research fellow in the Bureau of Business 


, Research, College of Economics and Business, University of Washington. 


ie eX 


Floyd R. Simpson will teach at the ciety ci anata ie wane. 

Newlin R. Smith is assistant professor of economics at Tufts College. 

Victor E. Smith has been appointed assistant professor of economics at Brown University. 
Tipton R. Snavely will serve by appointment of the Governor as a member of the commis- 


sion created by the General Assémbly of Virginia to study the financial needs of the public ; 


school system, with special reference to a sales tax. 

H. K. Snell has accepted an appointment as professor ‘of transporation in the College of 
Business Administration, University of Texas, effective June, 1947. 

Tillman M. Sogge, formerly chief economist, Division of Statistical Standards, Bureau of the 
Budget, has resigned to accept the chairmanship of the department of economics, business, and 
sociology at St. Olaf College. He will continue to serve as a consultant to the Bureau of the 
Budget. 

D. L. Spriggs has been appointed part-time assistant in the ‘department of economics, 
University of Illinois. , 

Jobn W. Stewart has been appointed instructor in business law in the department of business 


organization and management of the College of Business Administration at the University of - 


Nebraska, 

George J. ‘Stigler, of Brown University, has been sppeaics professor of economics at 
Columbia University. 

Janet R. Sundelson has been appointed instructor in economics at Barnard College. 

Boris Swerling has-been appointed instructor in economics at Brown University. : 

Philip Taft has been promoted from associate professor to professor of economics at Brown 
University. 

Martin Taitel, formerly special assistant with the Office of Contact Settlement, is now as- 


sistant professor of economics, department of business and economics, Tlinois Institute of. 


Technology. 
Frank M. Tamagna was in Japan, Korea and China from Taniaty to October, 1946, as 


advisor to SCAP in Japan and to the executive Yuan in China. He resumed his position with ‘ 


the Federal Reserve Bank of New York in November, 1946 and, at the beginning of February, 
1947, transferred to the Board of Governors of the Federal Reserve System, where he is cur- 
rently in charge of problems related to international monetary and exchange policies. : 

Ralph: I. Thayer has been named assistant director of the Institute of Labor Economics, 
University of Washington. 

Hulda Vaaler has been promoted to the funk of assistant Drolesor of secretarial training in 
the School of Business Administration, University of South Dakota. 

Alice J. Vandermeulen has accepted an appointment as assistant professor of economics at 
Scripps College and Claremont Men’s College. 
Pana C. Vandermeulen has been promoted to associate- professor of Claremont Men’s 

ege. 

Lauren M. Walker has been appointed assistant professor of accomnting in the College of 
Economics and Business, University of Washington. 

Samuel G. Wennberg has been promoted from associate professor to professor of marketing 
in the department of economics and business, University of Missouri. 

Ray Werner has been appointed part-time assistant in the department of economics of the 
College of Business Administration of the University of Nebraska. 

Rodney B. Wolfard has been appointed instructor i in economics at Duke University. < 


Donald H. Wollett has resigned as assistant professor of business law in the College of 


ths, 


Economics and Business, University of Washington, to become assistant to the dean and as- * 


sistant professor in the School of Law in the same institution. 


S. H. Young has been appointed part- time assistant in the department of economics, Uni- 
versity of Ilinois. 


VACANCIES AND APPLICATIONS 


_ _ The Association is glad to render service to apphiaats who wish to make known 
their availability for positions in the feld of economics and to administrative 
officers of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection amon; 
the applicants or following up the results. The Secretary's Office will merely affor 
a central point for clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made, It is optional with 
those submitting such announcements to publish name and address or to use a ‘key 
number, i i 


Communications should be addressed to: The Secretary, American Economic As- 
sociation, Northwestern University, Evanston, Ilinois. 


Vacancies 


Economics, money and banking, corporate finance, insurance, transportation, inter- 
national economics: An Ohio college of liberal arts, coeducational, has opening 
in these fields. Appointment at ak of instructor carries a maximum salary of 
$2,800 for nine months, assistant professor, $3,600, and associate professor, $4,000. 
For the latter two positions, the Ph.D. is expected. P123 


Staff economist: For Chicago office of large management consulting firm. Requires 
substantial experience in manufacturing or retailing organization with business 
problems as they affect management policies and operations. Must be able to present 
‘reports and recommendations convincingly either orally or in written form. Thorough 
academic grounding desirable but operating experience a prerequisite. Age range 35 
to 40 approximately, but not exclusively. Salary open as depends on experience and 
attainments. P124 


Principles of economics, labor economics: Wanted by eastern college, man with 
Ph.D. degree or. substantial graduate training, instructor or assistant professor de- 
pending on qualifications. f P125 


Principles of economics, general accounting: Instructor or assistant professor at 
eastern college. P126 


Economists Available for Positions 


Money and pag i corporation finance, public finance, international trade ‘and 


- finance, mortgage finance, labor, theory: Man, single, Ph.D. Experience includes 
mortgage research for banks; economist in three federal agencies; 10 years of 
teaching at major universities and colleges; now in Jeading southern university; 
publications; further research in progress. Associate professor now and in previous 
position, Seeks full professorship in best liberal arts college or university. Minimum, 
$4,800 for eight or nine months. Available in July or September, 1947. - E154 


Public finance, labor economics, money and banking, economic principles and theory: 
Man, 37, married, Ph.D. Seven years of college teaching experience; now head of 
department in small state-supported college but desires professional advancement. 
, Prefers West. E191 


Elementary economics, elementary sociology, money and banking, public finance, 
statistics, elementary accounting: Man, 46, married, Yale A.B., Harvard Ph.D. 
Broad teaching experience. Now professor in well-known -eastern college. Desires 
advancement. E209 . 


International trade and finance, government and business, theory, public finance: 
Man, 41, Ph.D., 1936. Six years of teaching experience in state university; 3. years 
in research. Volume on special problem of government and business near completion. 
Available in September, 1947. f i E211 


Economic theory, economic geography, business cycles, agricultural economics, con- 
sumption, statistics, sociology: Man, 42, married, Ph.D. Over 8 years of college 
teaching and research experience; 4 years with OPA. Wishes permanent position 
in teaching and research. g E217 
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rapidly as the proportion of the population engaged in agriculture falls, 
although the relation varies for certain groups of countries or states. Speak- 
ing very broadly, Bean summarizes the relationsbip existing among the 
thirty-five countries—it is curvilinear and slightly convex downward—by 
claiming that a 20 point advance in the stage of industrialization (4.¢., a 20 
percentage point decline in the proportion of agriculture in the labor force 
is associated with a doubling of income per head. Within the United States 
a 10 point decline in the proportion of primary employment is accompanied 
by an increase of about $100 in income per head, the four regression lines 
representing 25, 10, 8, and 5 states respectively, showing only moderate curv- 


ature. 


Bean’s chief conclusion is that a reduction of the world’s agricultural 


- population in the decade after the war to a maximum proportion of 40 per 


cent (30 per cent in the Western Hemisphere) of the labor force—involving 
a shift of probably as many as 200 million workers, chiefly in China, India 
and the Soviet Union—would increase the income of the world by nearly. 


$150 billion in 1925-34 prices (something like $250 billion in present prices) 


equivalent to a rise by about 60 per cent above the 1925~34 level. Even in 
the United States such a shift would mean an increase in the 1939 income by 


nearly one-fifth. It is evident that such a large-scale industrialization of a 


great part of the globe would require very large amounts of internal capital 
formation in the poorer countries and tremendous capital imports from’ 
wealthier countries. How immense the magnitudes involved are is shown by 
Clark’s calculation—who after all uses material and methods similar to 
Bean’s—that the capital import requirements of Asia alone in the 15 years 
following the end of the war would amount to $159 billion in 1925-34 prices 
(The Economics of 1960, p. 113). Most of these immense sums would have 
to be furnished by the United States. Are they likely to be forthcoming? 
Bean’s findings and suggestions are certainly thought provoking, but 
they obviously raise more questions than they answer. First, are we to 
regard the relationship between the proportion of primary employment and 
income per head shown in the scatter diagrams as reflecting a strict func- 


. tional connection? If so—and that would seem to be Bean’s inclination— 


ob 


` much work remains to be done on deciding whether the underlying estimates 


are accurate and comparable enough to bear the heavy burden put on them; 
to ascertain whether the figures, in their rough or their refined shape, show 
a sufficiently close scatter to meet the usual statistical tests; to'find an 
adequate rationale for the grouping of countries (Bean generally groups on 
a basis of geographic contiguity but with some exceptions that are rather 
difficult to understand, such as Greece and Portugal in Chart I); to find 
out why the relationship does not apply to a substantial proportion of the 
thirty-five countries (in Chart I, seven of them are not associated with any 
of the 5 regression lines around which the remaining twenty-eight are 
grouped, and at least one of these lines, that connecting United Kingdom 
and Belgium, is pretty far to the left of the others, a fact. which Bean ex- 
plains by the large proportion of mining, another occupation with low in- 
come per head, in these two countries); to explain why, according to the 

; g f 
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present data, the national income per head in countries with the same 
proportion of agriculture among the. labor force may vary by more than 
two to one (as is, for instance, the case of Czechoslovakia and New Zealand, 
which with an agricultural population of about 25 per cent have national 
incomes per head of $214 and $457 respectively); and to determine whether 
it is not necessary to introduce additional variables, not associated with the 
distribution of the labor force by industry, to obtain a satisfactory fit. ` 
There are other questions which immediately come to the mind. For in- 
stance, to what degree does the relationship in income per head between 
primary, secondary and tertiary occupations vary from country to country 
and to what factors are these differences due? How long does it take for a 
country to shift a given distance along the curve; does this period differ be- 
tween countries and does it depend on the degree of industrialization al- 
ready reached? How far does the relation between shifts over time in the 
distribution of the labor force between industries and real income per-head 
within individual countries corroborate the relationship now based. ex- 
clusively upon a comparison between countries during. the same calendar 
period, a question which Bean discusses very briefly in the case of the 
United States and the U.S.S.R.? Further, do the proportions of primary, 
secondary and tertiary occupations really measure industrialization; in par- 
ticular, can it be said that the proportion of employment in agriculture 
measures the stage of industrialization and the proportion of employment 
in trade and services its pattern? And finally, the basic question: Why is 
national income per head in secondary, and still more in tertiary occupa- 
tions, so much higher than in primary industries now as well as almost 300 
. years ago if we may believe Sir William Petty? 
Raymonp W. GOLDSMITH 

Washington, D. C. 


China’s National Income, 1931-1936: An Exploratory Study. By TA-ÇHUNG 
- Lro. (Washington: Brookings Institution. 1946. Pp. xii, 91. $1.00.) 


On the ground that a rough indication of China’s national product is 
_better than none, Dr. Ta-chung Liu has manipulated the crude data avail- 
able to derive an estimate of the gross national product of China during 
the years 1931-36 in current and 1931 prices. The reference to national in- 
come in the title of the pamphlet is generic only; no estimates of net 
national income are presented, for lack of bases for overall estimates of de- 
preciation and business taxes. 

Gross national product estimates for twenty-two provinces are made by 
summing estimates of gross value added for seven main industry groups: 
agriculture; railroads, communications, and electric power utilities; modern 
manufacturing industries; mining and metallurgical industries; modern fi- 
nancial institutions; governmental and educational institutions; and ee 
The, deficit ,injinternational account for each year is then subtracted ‘ 
that the result would represent the gross national product of the individuals 
and organizations in China” (p. 68). This, however, is conceptually er- 
roneous, since the estimates of gross value added exclude values purchased 
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abroad, and include values exported, so that the unadjustec 
sents the desired concept. oo 
e gross product for all of China is assumed to be 10.22 per cent j 
that for the twenty-two provinces, to include the product of 
3, Jehol, Sinkiang, Mongolia, and Tibet. This percentage is the1 
opulation of those areas to that of the twenty-two province; 
ates in current prices range from 21.3 billion yuan in 1934 to. 
in 1931 prices, from 37.3 in 1934 to 41.3 in 1936. 
e methods used and the reliability and extent of the source m 
vary too greatly to be readily summarized. The weakest estir 
for “other” industries (trade, professions, home industries, do 
ars, etc.), derived by making very rough estimates of the pop 
bed to these sectors, its occupational distribution, and the per 
1e in each occupation. The total income of these groups, derive 
three calculations, is taken as representing their gross produc 
product of these groups constitutes from 20 to 25 per cent of the 
e last chapter compares Chinese gross national product in 1! 
that of the United States. A comparison based on exchange rate 
aggregate product in China one-eighth, and per capita produ 
-y-sixth, of that in the United States. Substitution for exchang 
orice comparison based on relative farm product prices at the 
.djustments for differences in distribution costs of farm produ 
d family services, and in consumption-income ratios, yield est 
megate product one-fourth, per capita product one-thirteenth, a 
, consumption one-eleventh that in the United States in 1931-3 
tpita consumption estimate, in United States 1931-36 dollars 
s per year. To support the statement that individuals can sub 
ncome, the author cites estimates that relief and a small percen 
elief families in the United States did so. _ 
e alternative price index used is open to serious criticism concep 
owever great its error may be, major adjustment of the origin: 
sis no doubt in order—for, as Professor Kuznets has observed 
+ income in China or other low-income areas were really as 
ited, relative to ours, most of the population would be dead w. 
1onths. 
2 estimates presented in this pamphlet embody a combination c 
‘tailed -analysis and bold-assumption. The pamphlet gives us 
product estimates for China than we have had hitherto; it shor 
ge the development of better Chinese data in the future. 
Everett E. Ha 
shington, D. C. 


ngs in the Theory of Income Distribution. Selected by a Commi 
he American Economic Association. (Philadelphia: Blakiston. 
’p. xvi, 710. $4.25.) 

is is the third volume in the Blakiston Series of Republished A 
onomics and, like the other two, it will prove of great value 
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economists. Thirty-two articles are included covering general Income and 
Distribution concepts, the Production Function and Marginal Produc- 
tivity, and Wage, Interest, Profit, and Rent Theory. In addition, the editors 
have written an introduction which deserves the careful attention of every 
. user of the book. 

Though this is obviously an important book, it is not easy to appraise it 
accurately in more detail. For one thing, thirty-two works written over a 
period of eighteen years, ranging from such abstract exercises as Professor 


Hayek’s “Mythology of Capital” to such comparatively down-to-earth. 


combinations of theory and observation as Dr. Kalecki’s “The Distribu- 
tion of the National Income,” are bound to vary in interest, if not in qual- 
ity. For another, though the selection gives, as the editors intended, a 
“tolerably rounded ‘ presentation’ of the field” —-a claim which, incidentally, 
. seems too modest—the picture is hardly likely to bolster the complacency 
of the economist. An economist, reading the volume and aware of the 
function of economics, can draw. little satisfaction from the collection. No 
coherent account of the way in which the national income is distributed 
emerges from a study of these pages. An outsider reading it is likely to 
feel that, as a physicist friend of mine expressed it, “they seem more intent 
.où proving one another wrong than in finding out how. it all works.” 
Indeed, the judgment of the editors that “the present state of the theory 
of. income distribution is generally considered unsatisfactory, and it is 
. rightly so considered,” is amply and unhappily confirmed in this volume. 
But though the distribution problem is not solved, there are high lights, 
articles that suggest the way in which we should proceed if we are to get 
the answers we seek. The editors’ introduction, which would have deserved 
a place in the volume if it had been written for-a different purpose, is one 

: of them. Dr. Kalecki’s article, already mentioned, is another. Those on the 
National Income and National Product Statistics are useful. Dr. Gordon’s 
contribution which suggests how the profit concept should be adjusted to 
-take account of the modern corporation is helpful. Professor Robertson’s 
‘‘Wage-Grumbles” and “Mr. Keynes and the Rate of Interest,” are 
readable and illuminating. And of course there are others; indeed, each 


reader is likely to have his own few favorites, and most of the thirty-three ` 


' will prove suggestive to at least some workers. But hints and suggestions 
are by no means a fully-worked out analysis and such an analysis is not to 
be found in this volume nor indeed can it be compounded out. of the in- 
gredients contained in it. © 

While it is impossible to generalize meaningfully about articles so varied 
. in nature, it may be helpful to set down some of the reasons why most of 
~ of them contribute so little to our understanding. One of them (in the re- 
viewer’s opinion) is that the method of approach is generally faulty. 
Instead of using simple and measurable concepts and constantly testing 
hypotheses against observation—a method which has worked well enough 
in, say, physics or in the analysis of the business cycle or even of com- 
modity price fluctuations—there is an unfortunate inclination to elaborate, 
refine, wrestle with, and argue over concepts which are immeasurable in the 
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ON THE NEED FOR FORECASTING A- MULTILATERAL 
BALANCE OF PAYMENTS 


By Racnar Friscu* 


I. The Problem 


In the years immediately following 1929 a spectacular contraction 
took place in the aggregate volume of world trade. To quote only a single 
example: In the period 1929-1932 the volume of imports into the 
United States of crude materials was reduced to something in the 
neighbourhood of one half, and at the same time the volume of exports 
of finished manufactures fell to about one-third. 

During this period of depression the forms and methods of world 
trade underwent a significant change. The national governments began 
to intervene in the affairs of world trade to a much greater extent than 
before and through new forms and systems. Currency questions were 
handled with a view to influencing the position of a given country in 
world trade. Various systems of import and export regulations, many 
of them in the form of quantitative restrictions, were introducéd, and 
systems of bilateral arrangements based on quotas were developed. 
At the same time there was a marked tendency toward economic au- 
tarchy in a number of countries. 

The fact that this element of regulation and restriction occurred 
simultaneously with the great contraction in world trade, together with 
the fact that it must, of course, be apparent to each individual exporter 
or importer that his particular business could be carried on more speed- 
ily and more easily if regulations did not exist, is responsible, it seems, - 
for the development of a widespread belief that these various forms of 
regulation in themselves are, more or less, the cause of the contraction 
in world trade, and that therefore the abolition of these regulations is 
the crucial factor on which maintenance of world trade on a high level 
will depend. ` 


* The author is professor of economics at the University of Oslo. 
1 League of Nations, World Economic Survey 1935-36, p. 171. 
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This conception of the problem is, I believe, fundamentally wrong. 
It confuses cause and éffect. Undoubtedly there are certain types of re- 
strictions which are undesirable from the viewpoint of increased world 
trade, and some advantage may be gained through negotiations with a 
view to abolishing them. But such negotiations do not go to the bottom 
of the problem, and there is a real danger of losing sight of the essence 
of the problem of world trade if too much energy and effort are concen- 
trated on the abolition of the regulation aspect of the problem. 

The problem has also another equally important aspect that must 
be brought into the foreground and must be faced squarely if the Inter- 
national Trade Organization is to have any chance of achieving a lasting 
success. The object of the present memorandum is to draw attention to 
certain points of principle which are pertinent in this connection. 


II. The Definition of a Balance of Payments 


It will be well to start by making quite clear what is meant in inter- 
national trade by “payment,” “balance of payments” and in particular 
by “‘balance-of-payments difficulties.” Some of the remarks I am going 
to make will be more or less familiar to everyone who has been thinking 
about economics along modern lines, but for the sake of systematization 
it may be well to state them explicitly. 

Barring unilateral transactions such as gifts, deliveries according to 
lend-lease arrangements and payments of indemnities, any given inter- 
national transaction may be looked upon as an exchange of two equal 
values, one moving in one direction and the other in the opposite direc- 
tion. These values may be of very different sorts: goods, services (of 
persons, capital goods or financial capital), gold; monetary notes, credit 
documents or sundry claims whose transfer is technically performed in 
some other way than by the sending of a credit document. 

Therefore, if at any given moment or during any given period, all 
transactions are included (except the specified unilateral ones), their 
aggregate for any given country and consequently for any larger region 
or for the world as a whole must by definition always be in balance. 

When it is possible at all to arrive at the concept of a “balance” which ~ 
for any given country may be either positive, negative or zero, it is be- 
cause certain items are purposely omitted from inclusion in that list of 
transactiéns for which the question of balance is raised. The line of de- 
marcation between what should and what should not be included must 
of course to a certain extent be conventional. But it is fair to say, I 
think, that in all cases the underlying criterion involved is the degree 
of liquidity of the things that move. The things that possess the highest 
degree of liquidity are excluded. They are instead considered separately 

and taken to define “means of payment.” Thus, the change that takes 
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place in the holding of such means of payment becomes the exact 
counter-picture of the balance of the aggregate of all the other trans- 
actions. In other words, any of the other transactions that do not pay for 
one another are to be “paid for” out of the liquid means. 

This being so, the presence of adequate holdings of such means and 
a reliable process of replenishing them in due time become questions of 
the greatest concern to any country partaking in world trade. If the 
holdings are not replenished rapidly enough, the country runs into 
“balance-of-payments difficulties.” 

It should be emphasized that the balance-of-payments problem as 
thus defined refers essentially to a given national sector of the world 
economy. That is to say, a balance of payments is arrived at by adding 
up the value-streams (except the highly liquid ones) that pass into or 
out of the ownership of a person or an enterprise or institution belonging 
to a given national sector. 

In point of principle this balance is something different from the 
balance that determines whether the particular kind of currency which 
is established and named by that country shall be in excess or scarce 
supply. For instance, a great part of the Norwegian shipowners sell 
their services in dollars, and nothing would prevent say several non- 
American countries from carrying on trade amongst themselves in dol- 
lars or in any other monetary unit, thus creating new factors both on the 
supply and demand side of the currency in question. In the future it 
will undoubtedly become necessary to pay more attention to these two 
different aspects of the balance-of-payments problem, the balance of a 
country and the balance of a kind of currency. 

If there is relatively free exchangeability between the currencies, 
one may consider the balance of a given country in total terms without 
regard to whether the trade contracts call for payment in one or the 
other of the several currencies of the world. But due to the particular 
forms of trade that are now being developed it becomes increasingly 
necessary to distinguish between several balances of payments for each 
country according to the kind of currency in which payment is stipu- 
lated. This raises special problems of various sorts which I shall not con- 
sider in this connection. In what follows I shall be concerned with the 
balance-of-payments problem as it refers to the aggregate flows of values 
into or out of a national sector. 


Il. The Specialization Effect and the Payment Effect 


The big argument in favour of an extensive world trade is; of course, 
that it increases productivity through specialization amongst countries. 
Undoubtedly this is a fundamental thing which must be given due 
recognition. We may speak of it as the specialization effect. 


538 THE AMERICAN ECONOMIC REVIEW 


Alongside of this we must consider the payment effect. Its nature 
may be explained as follows. If Say’s famous “law of the markets” 
had been true and in particular if it had been valid in international trade, 
that is to say if supply in the international market had always created 
its own demand, then the specialization effect would have been the only 
fundamental factor to consider. But to proceed on this assumption would 
be abstractionism beyond excuse. Say’s law may hold good in a barter 
economy, but it is certainly far from being true in a world where the 
system of trading is essentially based on the distinction between two 
kinds of value-streams: one that represents something which has “to 
be paid for” and another that represents the “payment,” the latter 
stream being to a large extent beyond the control of the prospective 
buyer. Here the balance-of-payments problem emerges in all its serious- 
ness. In this case demand does not come into being spontaneously but 
is controlled by the concern about how to acquire the liquid values 
which by definition constitute “payment.” 

This concern creates a peculiar kind of mechanism which is of para- 
mount importance in determining the ebb and flow in international 
trade. Under certain conditions it may lead to the monstrous situation 
where each of the parties in self-defence must refrain from buying the 
goods and services of the others, because the others in self-defence must 
refrain from buying the goods and services produced by the first: 

This applies both to debtor and creditor countries. When the tension 
has reached a certain point, the debtor countries (or debtor groups) 
will try to consolidate their financial position by attempting to pay off 
debts. And the creditor countries will want to safeguard their financial 
position by demanding cash reimbursement as loans fall due, or at least, 
they will want to switch to more liquid investments. At the same time 
they will try to maintain home employment by impeding imports. All 
this will create the paradoxical downward spiral where each country, 
through its efforts to strengthen its own financial position, makes that 
of the others worse and gradually makes the international flow of goods 
and services dwindle. This is the “payment effect” in its extreme form. 

At the present moment these depressive factors in world economy 
do not show up to any great extent, because they are counteracted by 
other factors, particularly by the fact that there is now a shortage of 
goods and excess demand nearly everywhere as a consequence of the 
war. But history shows that such periods always give place to periods 
of excess supply, and then the depressive effects of the mladjustments in 
international trade will manifest themselves in full if they are not fore- 
stalled by appropriate action. 

The fact that we are rapidly heading for some such situation is strik- 
ingly illustrated by the following clipping from the Manchester Guardian 
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Weekly, March 20, page 16: “The Swedish decision to stop all imports 
of non-essential goods including motor cars as well as ‘luxuries’ is a | 
serious blow to British export trade. It shows that a new phase in world 
trade has been reached. The success of the British export drive will de- 
pend not only on sufficient foreign orders but also, increasingly, on the 
currency position in foreign countries.” 

It is no use blaming the individual countries for acting as they do 
under the influence of the payment effect. Each of them acts as it has to 
act and it is its duty to act to protect the interest of its nationals. The 
evil resides in the system itself, in the rules of the game. The main point 
of issue is not to persuade any particular country or group of countries 
to make sacrifices for the benefit of the others. But the point is to intro- 
duce rationalized methods of transaction that can eliminate as much of 
the payment effect.as possible and thus be of benefit to all parties. To 
achieve this, the first thing needed is bold and constructive thinking in 
the light of fundamental principles, and the second is international ac- 
tion based on such thinking. 

To approach the problem from this angle consider for a moment 
what is achieved by a bilateral trade agreement. In order to pass a fair 
judgment on such an agreement one must keep in mind the payment 
effect, not only the specialization effect. The bilateral trade agreement 
has the unquestionable merit of eliminating entirely the strangulation 
on foreign trade which is caused by the payment effect. This is the 
raison d'être of the bilateral trade agreement. And there can be no doubt 
about the fact that in the impossible situation that existed in the period, 
previous to World War II the bilateral trade agreements helped to sal- 
vage something that would otherwise have been lost. 

So far as the specialization effect is concerned the bilateral agreement 
compares, of course, unfavourably with a multilateral system. But 
here it must be remembered that we are not interested in the merits of 
a system with respect to any single one of the two effects, but in its 
merits with respect to the composite effect. What is desperately needed 
is a system that is not only multilateral, but at the same time such that 
it will eliminate as much as possible of the payment effect. 

The last qualification is absolutely essential and goes to the very root 
~ of the principles on which an international trade organization must be 
built. It is chimerical to believe that the strangulation produced by the 
payment effect will be eliminated by lowering tariff barriers and restor- 
ing a freer organization of world trade. It is safe to predict that such 
measures will not have any sizeable influence on the mechanism through 
which the payment effect operates. With tariff reductions or without 
such reductions the payment effect will be unfailingly at work and will 
continue to dominate the whole problem of international trade. From 
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time to time it will continue to create the same kind of bottle neck that 
it has created in the past. True, some countries will be more susceptible 

` to the effect that others, but all will suffer. To attack the payment effect 
_ at the root one must approach the problem from a different angle. 


IV. The Trade Mairix 


The balance-of-payments problem occupies, and rightly so, an impor- 
tant position in the system of rules that govern the activities of the 
special agencies connected with the United Nations such as the already 
existing Monetary Fund and the planned International Trade Organiza- 
tion. 

Article 7, Section 3 (a) of the articles of agreement of the Fund pro- 
vides that the Fund may declare a currency scarce and Section 3 (b) 
provides that in this case a member country may impose limitations on 
the freedom of exchange operations in the scarce currency. 

Alongside of this should be considered Paragraph 1 of Article 26 of 
the draft Charter of the ITO which provides that a country that has a 
deficit in its balance of payments may impose import restrictions. In 
the subsequent paragraphs and in Article 27 a number of more or less 
complicated rules are formulated ee the way in which these 
import restrictions shall be applied. 

_ The intention back of these provisions is highly commendable. It 

has obviously been to eliminate the worst manifestations of the payment 
effect. But the way in which the intention is carried out is not very for- 
tunate. The provisions as now formulated are not only inadequate for 
the purpose of eliminating the payment effect, but they are worked out 
on a principle‘that may intensify this undesirable effect. They treat the 
problem too much in the one-country-at-a-time manner while the only 
way in which a basic solution can be found is to treat it as one unified 
problem concerning the simultaneous adjustment between all coun- 
tries. In other words, the problem and its solution must essentially be 
formulated in multilateral terms. 

To be specific: The criteria on which a given country should be au- 
thorized to apply restrictions on exchange operations or on imports ought 
not to refer solely to the payment or trade situation of that particular 
country, leaving the effects of these restrictions to be distributed over 
the other-countries according to some crude proportionality principle. 
In Article 7, Section 3 (b) of the articles of agreement of the Fund it is 
stated explicitly that the nature of the limitations shall be no more 
restrictive than is necessary to limit the demand for the scarce currency 
to the supply held by or accruing to the member in question. And in 
Article 27 of the ITO draft Charter the proportionality principle is ac- 
cepted and elaborated upon. 

If the restrictions are carried through according to such one-country- 


FRISCH: MULTILATERAL BALANCE OF PAYMENTS 541 


at-a-time principles, the result may simply be to shift the difficulty from 
one point of the system to others. Import restrictions carried out in 
such a way may throw a previously balanced country out of balance, or 
worse still, they may deal a blow to some country that is already a deficit 
country or is striving to repay a previously contracted debt through an 
export surplus. In other words, international trade would be run directly 
into a situation where the payment effect was working full blast. An 
illustration of the fact that these are not only abstract, academic possi- 
bilities but realities of the first order, is furnished by the above clipping 
from the Manchester Guardian Weekly. 


‘TABLE I.—MERCHANDISE TRADE, 1928 


(Based on export figures not including transport costs. Tens of millions of dollars 
according to the parities in force, 1928) 
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Source: the League of Nations publication, The Network of World Trade, 1942 (mainly the 
work of Mr. Folke Hilgert). The figures are arranged differently to bring out the essence of 
the multilateral balancing problem. 


Deficit 








This situation must be faced when the rules and provisions of the ITO 
Charter are worked out in their final form. The problem of how to con- 
struct them is undoubtedly a difficult one but the task must be taken up 
and at least an approximation to a formulation in terms of multilateral 
criteria must be attempted. 

The work must be based on a thorough study of the structure of the 
maladjustments as they appear from the multilateral viewpoint. In 
order to bring out this aspect of the balancing problem it is desirable— 
one could almost say necessary—to use a particular analytical device, 
namely the multilateral balance of payments, or, as it may be termed, the 
trade matrix (taking the term “trade” in a broad sense). This matrix 
is simply a multilateral balance sheet of the form illustrated in Table I. 
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The figures of Table I represent merchandise movements. This is an 
important item, but from the viewpoint of multilateral balancing other 
items must be considered as well. This leads, for instance, to a matrix 
involving the aggregate of goods and services or to a matrix of total 
transactions (except the transfer of liquid means of payment).: For 
many purposes a much more detailed geographical classification must, 
of course, be used than that in Table I. As a rough indication of the 
international economic structure and as an example of the technique of 
exhibiting it, Table I may, however, suffice. 

If the sum of the elements in a row of Table I is larger than the sum of 
the elements in the corresponding column, the country (group) in ques- 
tion may be called a surplus country (group). The difference between 
the sum of the row and the sum of the column for each surplus country 
has been entered to the right in the table. In the opposite case the 
country (group) may be called a deficit country (group): the corre- 
sponding difference is then entered at the bottom of the table. These 
differences entered to the right or at the bottom of the table may be 
called the net marginals of the table, or for short, the marginals. The sum 
of the righthand marginals must obviously be equal to the sum of the 
bottom marginals. The total of these sums—in the example, 304—may 
be called the skewness of the matrix. More precisely it may be called 
the absolute skewness. The ratio of the absolute skewness to the aggre- 
gate volume of the table—that is, to 3261—is the relative skewness, in 
the example 304/3261 =9.3 per cent. In a table consisting exclusively of 
non-negative numbers (as is the case for a trade matrix) the relative 
skewness must be a number between 0 and 100 per cent. It is 0 when 
and only when the table is completely balanced, that is when each. 
country (group) considered as part of the multilateral system is in bal- 
ance. i ; 
A similar table may be put up for the import figures (including trans- 
port costs). It is remarkable that although the elements of the two 
tables show considerable differences, the marginals are not very differ- 
ent. : 

The skewness as here defined also expresses the amount of outside 
- value movements that is needed in order to make possible the trade of the 
matrix in question. In particular, when the figures in the matrix pertain 
to the total of goods and services, the skewness is an expression for the 
amount of liquid transfers or international lending that is needed. This 
is another point which suggests the fruitfulness of the parameter desig- 
nated as the skewness, and more generally, the fruitfulness of a set-up 
such as the one exemplified in Table I. 

Similar matrices may be constructed for each of several important 
commodities or services, and aggregate matrices may be constructed for 
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groups of commodities and services. There may be groupings on differ- 
ent levels, that is, we may use a pyramiding appropriate to each type of 
problem to be discussed. 

Still more important, similar matrices may be constructed for quanti- 
ties or amounts that are not actually traded but represent potential 
quantities or amounts expressing the power and willingness of the several 
countries to engage in the trading. The figures of such matrices would 
have the character of estimates or forecasts or planning figures, all de- 
pending on the nature of the systems of trading that prevail in the 
spheres in question. 

To arrive at meaningful figures in such potential matrices may of 
course not be an easy task, but whether one likes it or not, the problem 
of constructing such matrices must be faced if the deliberations on how 
to achieve high and productive employment, economic stability and 
rapid development are to be carried on in a consistent and systematic 
way. Indeed, much of the reasoning in this matter does take place as if 
it should be possible to construct such matrices, so it seems better to 
face the implications of the reasoning used. 

A few words may be in order regarding international lending as a 
means of making up for the skewness of a matrix of goods and services. 
On the one hand there may, of course, be circumstances under which 
sizeable international loans may be highly profitable both to the lending 
and to the borrowing country. This may, in particular, apply to well- 
founded long-term developments. The economic history of the United 
States is an example in point. 

On the other hand, there may be circumstances under which there 
is less reason for optimism regarding the wholesome effects of inter- 
national lending on a large scale. This applies particularly to the em- 
ployment problem that confronts us in a world of several nations want- 
ing to conduct their affairs to a considerable extent on the laissez-faire 
principle. Even in this case the intervention of international credit will 
of course, smooth out a skewness of the trade matrix and thus tempo- 
rarily keep things going without trouble. But if the trade skewness is not 
compensated within a reasonable time by a movement in the opposite 
direction, the tension is, through the credit system, allowed to accumu- 
late, thus intensifying the difficulties. 

Once started, such accumulated tensions will, through their psycho- 
logical and other effects, tend to create a situation where downward 
spirals and disastrous payment effects may develop. Such situations 
one must be prepared to meet, and preparations must be made in 
advance because the problem of counteracting the vacuum of depression 
is so much more difficult than the problem of keeping the driving force 
of an expansion under control. 
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The essential point to be remembered in this connection is that inter- 
_ national lending, if it is to be sound in the sense of not carrying in it the 
germ of an internationally contagious contraction, must be expressible 
in terms of a planned timeshift in the import-export balance (or a 
highly probably forecast thereof). Any amount of skewness in the trade 
matrix that is accepted must be justified by such considerations. 
Otherwise it cannot be considered a sound phenomenon. From the view- 
point of a lending country, lénding must correspond to an excess capac- 
ity to export at the time of lending, and the paying back must corre- 
spond to an excess capacity and willingness to import at the time of 
paying back. And vice versa for the borrowing country. When due ac- 
count is taken of planned or forecasted timeshifts of this sort—barring 
outright gifts or lend-lease arrangements—a reasonable degree of con- 
` sistency between demand and supply of goods and services among 
countries must be achieved. That is to say if we enter such planned or 
forecasted sound movements of financial capital as items in the matrix, 
any amount of residual skewness must be considered a danger signal 
and ought to give rise to efforts at eliminating it. 
` The balancing of the trade matrix in this sense is a necessary condi- 
tion for the successful application of a world policy of high and pro- 
ductive employment and of economic expansion. True enough, if sen- 
sible counter-depressive policies are applied within a given country, 
the situation within that country—and to some extent, the world situa- 
tion—may be alleviated. But this can only be a partial measure when 
substantial maladjustments between the power and willingness to ex- 
port and the power and willingness to import are allowed to exist. The 
nature of the maladjustments that may exist multilaterally between the 
figures expressing these exports and imports is therefore a very essen- 
tial fact from the viewpoint of economic stability and development, and 
the structure of the maladjustments in such figures is an important field 
of study. 

It not only offers practical problems of how to get the relevant 
` statistical information but also reveals problems of principle of a rather 
fundamental sort. Indeed, it turns out that maladjustments of this sort 
fall into a number of distinct types that are very different so far as their 
depressive effects are concerned. Some of them are of a rather benign 
sort, while others may be highly depressive. 


V. The Balancing of the Trade Matrix 


If a world trade situation, even one of considerable skewness, is left 
to itself, it will always have a tendency to regress in its own way to 
_a balanced state. And if one is willing to let it do so by the time-honoured 
method of the downward spiral, there is no need to bother about it. But 
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if this solution is not considered desirable—and the Charter of the 
United Nations states clearly that it is not considered desirable—then 
definite regulatory measures must be taken with a view to bringing the 
trade matrix into balance in such a way as to produce the smallest pos- 
sible reduction in’ welfare. 

For obvious reasons it will be no uate to agree upon how welfare 
is to be measured on an international scale. In the absence of a definite 
scale of such measurements one will have to-be satisfied with a rough 
indicator of the welfare created by the international trade. The total 
volume of international transactions in goods and services seems to be 
the nearest one can come to a useful indicator at the present time. The 
condition of balancing would be then to carry it through in such a way 
as to maximize total volume of world trade. At least it will be useful to 
ascertain the main consequences of such a formulation of the problem. 

In some way or another nearly all the economic work of the United 
Nations is connected with this very problem. For instance, practically all 
the specific tasks regarding economic stability and development that 
are formulated for the Economic and Employment Commission and its 
sub-commissions and for the specialized agencies, are of such a nature 
that they must be formulated in their connection with the trade matrix 
if their true international and multilateral implications are to be brought 


. out. 


The most desirable solution of the balancing problem is, of course, 
to find ways and means of making such increases in some of the elements 
of the matrix as will achieve the balancing. But in many cases increases 
of sufficient magnitude are not feasible, at least not in the short run, and 
even if some elements can be substantially increased, such a change may 
not harmonize with what is needed for a complete balancing of the ma- 
trix. That is to say, increasing some of the elements would simply mean 
changing some of the data of the problem. Having taken account of this 
change one would again be facing exactly the same type of problem as 
originally, namely, the problem of balancing a trade matrix by reducing 
some of its elements. It will therefore always be of considerable interest 
to study the principles and methods of this kind of balancing. 

In practice one would have to consider all sorts of special relations 
that connect the elements in a given trade matrix. For instance, an 
import element into a given country may be only a small item so far as 
value or tonnage is concerned, but it may have a vital bearing on the 
whole productive activity of the country in question because it repre- 
sents an indispensable means of production, say lubricating oil. It is 
outside the scope of this note to go into detail concerning forms and 
methods of taking due regard of such special relations. But there are 
certain general principles—one could almost say certain mathematical 
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propositions—regarding the nature of the skewness in trade matrices 
of aggregate figures that I am greatly concerned in bringing to light. 
These principles must be kept in mind. They must, in a sense, form the 
intellectual framework within which the practical solutions are worked 
out. 

The nature of these general principles can best pe explained by means 
of some purposely simplified numerical examples. Consider three coun- 
tries whose trade matrix is as indicated in Table II. 


TABLE IL.—UNBALANCED MATRIX 
(Global sum 20) 








In this example, countries No. 1 and 2 have deficits in their balance 
of payments amounting to 5 and 1 respectively, while country No. 3 
has a surplus of 6. 

In a trade matrix it is always possible to solve the balancing problem 
simultaneously for all the countries by an application of import restric- 
tions on a proportionality basis. In the example this means that it is 
possible to find three positive coefficients, less than or at most equal to 
unity, and such that if all the import figures of country No. 1 are multi- 
plied by the first of these coefficients, all the import figures of country 
No. 2 are multiplied by the second of the coefficients, and all those of 

‘country No.-3 by the third, then the matrix will be prought into com- 
plete balance. 

The absolute magnitudes of the multipliers are obviously immaterial 
because if a certain set of them brings the matrix into balance, any set 
—that is, say, twice the former—must also give a balanced matrix. But 
if none of the elements is to be increased, this establishes obviously an 
upper bound for the multipliers. In the example 16/51, 25/51 and 1 form 
a set of such multipliers. Indeed, if the figures in the first column of Table 
TI are multiplied by 16/51, those in the second by 25/51 and those in the 
third by 1, we get the matrix of Table III. It can be proved that re- 
gardless of how many rows (and corresponding columns) a matrix has, 
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and regardless of how the humbers i in it are distributed, if nly the ele- 
ments are non-negative numbers, then a solution of this sort exists.? 
But this method of bringing the matrix into balance may be a very 
expensive one in the sense that the total volume of transactions is 
brought substantially down from what it was originally. In the example 


Taste DIL.—MATRIX BRoucHt INTO BALANCE BY USING THE PROPORTIONALITY PRINCIPLE 














(Global sum 9.39) 
0 i4 ORR 0 2.45 1.00 
$3 0 19% | orin decimal figures: 0.94 0 2.00 
w ë # 0 251° 0.49 0 





the total volume of transactions is reduced from 20 in Table II to 9.39 
in Table ITI. 

Looking at the inesi in Table II, it is easily seen that if we give up 
the condition of proportionality, we may adjust the matrix in such a 
- way that the total volume of transactions is reduced by a much smaller 
amount, namely by the total skewness which is contained in the original 
matrix, that is, by 6. This can be done, for instance, by reducing the 
figure 8 by 5 and the lower figure 1 by 1. This gives the result shown in ~ 
Table IV, which is balanced. 


TABLE IV.—MATRIX BROUGHT INTO BALANCE WITHOUT IMPOSING THE 
PRoporTIONALITY CONDITION 


(Global sum 14) 
0 5 1 
3 0 2 
3 0 0 


In Table IV the reduction in total trade is much less than in Table HI. . 
But country No. 3 (the surplus country) may perhaps find it “unjust” 
that in this case its exports have been drastically reduced while those 
of the other countries have not been reduced at all. The. fundamental 
answer to this is the following: Even if the proportionality principle had 
been applied throughout, country No. 3 would have suffered the same 
total reduction in export. This is seen by comparing the last row of 
Table IV with that of Table III. The only “advantage” which the sur- 
plus country could have gained by insisting on the proportionality prin- 


3 Econometrica, 1934, pp. 275-77. A similar adjustment when account is taken of priority 
coefficients is discussed (under simplifying assumptions), pp. 293-320. 


548 THE AMERICAN ECONOMIC REVIEW. 


ciple would have consisted in the pleasure of also seeing the others suffer. 
Its own fate—at least so far as the aggregate export is concerned—would 
have been the same. 

The above example is a very simple one. In particular it is simple in 
the sense that the balancing can here be carried completely through by 
what may be called first order adjustments, that is to say, by reducing 
only such elements as have the property of being at the same time an 
export item for a surplus country and an import item for a deficit 
country. In this case the skewness of the matrix is reduced by the same 
amount as the elements themselves. In more complicated cases the situ- 
ation may be such that this is not possible. Table V is an example of this. 


TABLE V 














te 


oO 





























In Table V there does not exist any positive item which is at the same 
time an export item for a surplus country and an import item for a 
deficit country. Therefore, if the condition is imposed that the matrix 
shall be brought into balance and no item increased, then it is necessary 
to reduce one or more of the items for a country which is already in 
balance. 

If one item pertaining to a balanced country is changed, it becomes 
necessary to change correspondingly one or more of the other items per- 
taining to that country in order that it shall be kept in balance. In other 
words, the kind of operation now to be considered is to reduce part passu 
both an import item and an export item (or several) of a country which 
is already in balance, the import item in question being one that comes 
from a surplus country and the export item in question being one that 
goes to a deficit country. This is a second-order operation. Here the 
elimination of one unit of skewness in the matrix entails a reduction of 
aggregate trade by two units. Such a method of carrying the trade ma- 
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trix towards balance may not be very appealing, but it is necessary if 
none of the items is to be increased (as will be the case when the possi- 
bilities of expansion and sound lending are already taken account of). 
The question is not whether one likes this way of bringing the matrix in- 

‘to balance or not, but whether the balancing shall be brought about by 
such a rational measure or whether one shall leave it to be done by the 
time-honored method of the freely working downward spiral, which may 
bring the aggregate trade down by a still more considerable amount. As 
an example of second-order operations Table V may be adjusted in the 
following way: The export from the surplus country 2 into the balanced 
country 1 (which in the table is equal to 30) is reduced by 5 and at the 
same time the export from the balanced country 1 into the deficit coun- 
try 5 (which is 100) is reduced by the same amount, 5. This will bring 
the matrix into complete balance, and the aggregate trade is reduced 
by 10. , 

Incidentally, Table V shows also another thing, namely that the 
scarce currency clause may not be sufficient to cover an unbalanced 
situation. In Table V it was indeed necessary to adjust also a country 
whose “currency” is not scarce. l 

In still more difficult cases we may need to go to third-order opera- 
tions. That is, operations where we reduce pari passu three items, a first 
item being the export from a surplus country into one of two balanced 
countries, the second being the export from the first of the balanced 
countries into the other, and the third being the export from the second 
balanced country into a deficit country. In this case aggregate trade 
will be brought down by an amount which is three times as large as the 
amount by which the skewness is brought down. Similarly, higher-order 

‘operations may be needed. 

Without going into further details it is clear that one cannot, as is 
frequently done, pass a general and sweeping judgment to the effect 
that discrimination is always something reprehensible. In particular, 
one must in many cases admit import restrictions of a non-proportional 
character. This is necessary in order to assure that the reduction in 
world trade be rendered as small as possible. To adopt a more flexible 
attitude towards the problem of how to define permissible import re- 
strictions is, it seems, desirable also for the immediate practical reason 
that many countries would at the present time probably not be ready 
to accept the type of rules contained in Article 27 of the ITO draft 
charter. The very concept of discrimination ought really to be changed. 
It should be given a multilateral meaning: Those, and only those, opera- 
tions should be considered discriminatory which tend to work counter 
to the maximization of total world trade, this maximization being con- 
sidered in the light of’the principles developed above. 
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VI. Suggestions 


In view of the fact that a trade matrix may display many peculiarities 
so far as its skewness is concerned, and of the further fact that these 
peculiarities may, each of them, have important consequences for what 
sort of situation is likely to develop in international trade, it seems that 
everybody ought to be able to agree upon the desirability of instituting 
a continuous study—both factual and analytical—of trade matrices of 
appropriate forms and a regular world-wide dissemination of informa- 
tion regarding the results of this study. 

As a matter of fact this conclusion has already been reached by the 
Economic and Employment Commission. Indeed, at its first session 
(January-February, 1947) it instructed its Sub-Commission on Employ- 
ment and Economic Stability, amongst others, to give consideration to 
arrangements for the regular collection, analysis and exchange of infor- 
mation on income, demand, and balances of payments, including meth- 
ods of presenting the multilateral aspects of balance-of-payments 
problems. ` 

It is my sincere hope that such studies may be taken up as soon as 
possible and pursued intensively by a sufficiently large staff of com- 
petent investigators. Iam convinced that, as time goes on, it will become 
increasingly evident that such studies form the most vital part of the 
economic research work needed to assure the success of the United 
Nations. i 

.The most appropriate place to organize such studies seems to be either 
the Secretariat of the United Nations or the ITO. For certain aspects 
of the problem, useful cooperation can undoubtedly be obtained from 
other specialized agencies such as the Monetary Fund, the International 
Bank, the Food and Agriculture Organization and the International 
Labor Organization, but none of these organizations has a scope of 
sufficient generality to make any of them the natural place for a cen-’ 
tralization of international economic studies of the trade matrix type. 

At the present time it is difficult to make definite proposals regarding 
. the kind of provisions that could be incorporated in the ITO Charter 
in order to induce events in international trade to depart as little as 
‘possible from the optimum course. Definite proposals in this connection 

can better be made after a certain amount of research on trade matrices 
has been done. It may, however, be of some use to list a few alternative 
suggestions at the present stage. They are given for what they are 
worth. 

1. The most lenient way in which the ITO can attempt to influence 
the course of events in the optimal direction would be to issue warnings 
and recommendations based on a thorough study of the trade matrix 
and of the tendencies which it reveals. This would necessitate forecasting 
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the figures in the matrix. One may have to consider, say, one forecast 
three months ahead and another one year ahead. Introducing into the - 
Charter of the ITO provisions regarding the issuance of such warnings 
and recommendations would indeed be a highly promising step forward, 
even if no more far-reaching international action to counteract the pay- 
ment effect can be agreed upon at present. 

2. Another possibility is that through provisions in the Charter dis- 
criminatory measures with respect to import regulations may be au- 
thorized, subject, however, to specific conditions somewhat of this form: 
For each per cent which a given country would increase its imports from 
such and such a country it should be authorized to reduce its imports 
from such and such other countries by such percentages. The ratios be- 
tween these percentages should be determined by the ITO with a view 
to stabilizing the multilateral situation as a whole. Also in this case the 
action would, of course, have to be based on a thorough study of the 
prevailing skewness of the trade matrix. 

3. A further possibility is that inducements in the optimal direction 
could be introduced through concerted action regarding price policies, 
this concerted action taking place under the auspices of the ITO. 

Whatever the nature of the actual measures which it proves possible 
to agree upon at the present time, a real effort should be made to explain 
to the public everywhere the true nature of the forces at work in inter- 
national trade and the principles on which a solution must be built if it 
is to approach the optimum solution. The mere fact that these things 
are brought clearly to light will create a pressure of opinion that cannot 
fail to prepare the ground for a rational and effective organization of 
world trade. 


COST FUNCTIONS AND FULL EMPLOYMENT 
By Arvin H. Hansen* 


Economists are increasingly concerned, and rightly so, with the 
problem of rising costs and inflationary pressures under conditions of 
full employment. Sometimes it is indeed alleged that, inherent in ‘the . 
cost situation, are deep-seated conditions which render full employ- 
ment precarious and unstable—that a private-enterprise and price 
system in the nature of the case is compelled to stop short of full em- 
ployment by a very considerable margin. 

It is necessary first to clear away certain matters which are in fact 
irrelevant to the issue at hand. The problems involved in reconversion 
from a gigantic war to peacetime conditions are of a special character. 
On the one side there are pent-up accumulations of demand; on the 
other side are temporary shortages (pipe-lines not yet filled) growing 
out of the difficulties of reconversion. 

These temporary, war-created excesses of demand and shortages, 
cannot fail, in a free-price market, to produce abnormally high prices. 
About this very little can be done, if rationing and price control are. 
ruled out. The 33 per cent increase in consumer food prices in the United 
States from May, 1946 to December, 1946 is a case in point. It has been 
suggested that these high prices have placed foods out of the reach of the 
mass of consumers, and that money incomes should therefore be raised 
to match this increase. Yet this procedure would achieve nothing. 
Raising incomes to match the increase in food prices, would, under the 
conditions cited, only raise prices again. Rationing and price control 
being ruled out, we are compelled to await the normal processes of 
adjustment, though appropriate fiscal policy can contribute greatly 
toward the achievement of a new balance. Eventually these abnormally 
high prices will come down if “scarcity (or temporary) price inflation” is 
not followed by a corresponding “income (or general) inflation.” Such 
a downward adjustment of prices is not properly speaking “deflation.” 
A‘true deflation of prices means the crumbling of the whole cost struc- 
ture—a structure based fundamentally on labor cost or “‘efficiency- 
wages.” 

Any fall in the prices of commodities which are temporarily in short 
supply—in prices which are far out of line with the normal longer-run 


* The author, professor of economics at Harvard University, acknowledges indebtedness to 
Professors Gottfried Haberler and Paul Samuelson for helpful suggestions and criticisms, 
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cost structure—represents a movement toward a balanced price struc- 
ture and is a healthy development for the economy. A deflation of the 
whole cost-price structure, has, however, disastrous consequences for 
the economy. The price decline which began in 1920 was at least in some 
measure of the corrective type; that beginning in 1929 was basiċally of 
the deflationary type. 

Now it is not so much (1) the special problem of scarcities, here. and 
there in the economy, that worries the economist when he considers the 
economics of full employment. More important is (2) the danger of 
wage inflation, i.e., wage rates outrunning advances in productivity. 
Both of these problems are of great social concern, the latter from a 
long-run viewpoint and the former during the immediate postwar 
period. 

But the matter to which I wish here to direct attention is something 
different, a third alleged danger of inflation due to general undercapacity 
of fixed plant and equipment. Granted that wages are held in line and 
that there are no unmanageable temporary scarcities, we still have to 
consider the structure of costs, prices and profits as they unfold when a 
peacetime economy approaches full employment. 

Is there something inherent in the cost-price structure under full- 
employment conditions which produces abnormally high profits? If this 
were so, such profits could not be tapped by trade-union demands. For 
such wage demands, if granted, could only raise both the cost curves and 
the demand curves, leaving profits largely unaffected. But a condition 
of abnormally high profits under continuing full employment would be a 
highly unstable one. It would create social unrest. It would also render 
the task of maintaining full employment difficult, since abnormally high 
profits would tend to widen the gap between private investment and the 
flow of savings generated at full-employment levels. f 

The thesis to be examined, then, is that under the price system con- 
tinuing full employment is in the nature of the case not feasible, that to 
have stable employment it is necessary to have several million unem- 
ployed. Demand curves high enough so that the marginal revenue 
curves will cross steeply rising marginal costs at points corresponding to 
full employment will, so the thesis runs, produce enormous profits. Prices - 
will be far above total unit costs. This, be it noted, is not due to wage 
inflation. The steeply rising marginal cost curves are due to inadequate 
fixed-capital capacity. This is the alleged dilemma. Nor is this situation 
easily curable, since the distortion is inherent in the nature of the cost 
structure. If labor unions tried to capture the high profits by pressing 
for higher wages, the effect would be to raise both the marginal revenue 
curves and the marginal cost curves together, leaving the spread be- 
tween total unit costs and prices, by and large, as high as before, but at 
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an inflated price level. A way out, it is suggested, is to reduce employ- 
ment and output, thereby moving down (and back) on the cost curves 
sufficiently far to restore a balance in the cost-price structure. But this 
means perhaps six to eight million unemployed. 


Profit Variations over the Cycle 


We may distinguish three types of conditions affecting the average 
revenue curves confronting entrepreneurs: (1) perfect competition, 


JMC. 
U 





Depression 
Demand 


CASE A 


(2) monopolistic competition, and (3) administered prices rigidly main- 
tained regardless of volume of sales. In the first case, the marginal - 
revenue curves are horizontal and coincide with the demand or average 
revenue curves; but every increase in aggregate demand causes an 
upward shift in these curves. In the second case, the marginal revenue 
curves slope downward, but they shift to the right (or up) with each 
increase in aggregate demand.! In the third case, the marginal revenue 


1 It may be, as suggested by Mr. Harrod, that the demand curves become less elastic in 
prosperity years as compared with depression years. If this were so, profits would rise still 
more in boom years.’ 
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curve is represented by a horizontal line indicating the administered 
price which is rigidly held throughout the cycle meesi of sales 
volume. 
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DD = "Depression" Demand 
DoDo = "Normal" Demand 
Dads = "Boom" Demand 


_ Case B 


Consider each of these situations in the typical business cycle of an 
unstable economy, yet one experiencing approximately full employment 
in each boom period. We assume also, as economists usually have done, 
that marginal cost curves rise fairly sharply before full employment is 
reached. What are the implications with respect to profits in each of the 
three cases: (a) in boom, (b) in depression, and (c) at some intermediate 

“normal” level of business activity such as Schumpeter’s “neighborhood 
of crake 4 
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In Case A, at “depression demand” variable costs (VV) are barely 
covered by the price QiP; making it just worth while to produce OQ; 
amount; at “normal demand” moderate profits are made, the price being 
Q:P:; at “boom demand” very large profits are made, the margin be- 
tween total unit cost (TT).and price being CP; while the sales volume 
is OQs. 

In Case B, at “depression demand” the optimum output OQ, (mar- 
ginal cost equals marginal revenue) will be sold at price Q,P, slightly 


> Administered 
Price Level 
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Q = Depression Sales 

OQo = Normal Sales : 

OQs = Optimm Sales (marginal reveme equais marginal cost) 

OQ4 = Boom Sales 

OP = Administered Price; rigidly maintained at all points in the cyole 


Case C 


above variable unit cost (VV) but below total unit cost (TT); losses 
are sustained. At “normal demand,” optimum output OQ; can be sold at 
' price Q:P; somewhat above total unit cost (TT); moderate profits are 
realized: At “boom demand” optimum output OQ; can be sold at QP; 
far above total unit cost (TT) and very large profits are earned. 

In Case C, at “depression sales” 0Q,, variable unit costs (VV) are 
just covered, but total unit costs (TT) are far above the administered 
price. At “normal sales” OQ,, there is a considerable margin between 
price (Q:P;) ‘and total unit costs (Q:C3), yielding moderately good 
profits. At ee sales” OQ, the margin between the adminis- 
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tered price (QP+) and total unit cost (Q:Cs) is about the same as in the 
case of OQ; sales, but profits are much higher in view of the larger 
sales volume. At “boom sales” OQ,, profits are lower than in the case 
. of OQ; sales, since marginal cost has now risen above the selling price. 

This decline in profits is presumably tolerated only because the heavy 
volume of sales is regarded as temporary and it is believed good long-run 
policy to satisfy the extra boom demand. The policy of holding a fixed 
price through out the various phases of the cycle is for various reasons 
_ regarded as being in the long-run interest of the firm. 

Without committing ourselves at this point to any conclusion with 
respect to the shape of the cost curves, we assume for the moment that 
something of the sort indicated does occur in the swings of the cycle. 
Our models are, however, overly simplified. For one thing the cost 
curves may in fact shéft to lower levels as depression deepens owing 
perhaps to falling money wage rates, to falling prices of raw materials, 
and to gains in efficiency (improvements in methods of production 
whether in terms of technology or organization). Conversely, as one 
moves from depression to boom, the cost curves may shift upward due 
to money wage rates rising faster than productivity and to rising raw 
material prices. In this case, however (contrary to the downward 
movement) the upward shift in the cost curves would be slowed up by 
continued gains in technological or organizational efficiency. 


Definition of “Capacity” in Long and Short Run 


The term “capacity,” as the literature reveals, is not easy to define in 
a satisfactory manner, since there is no one “‘capacity” output which 
could not be exceeded more or less if the fixed plant were more inten- 
sively utilized. ‘‘Capacity” may perhaps best be defined in terms of the 
total unit cost at varying degrees of intensive use of the fixed factor. 
Thus in a highly fluctuating economy, it might be true that a firm would’ 
tend to adjust its fixed factor so as to produce the “normal” (Schum- 
peter) amount at lowest total unit cost. But as boom conditions of 
demand develop, marginal cost would rise more or less steeply. Thus 
one could say that the economy was operating at “‘optimum capacity” 
at the “normal” phase in the cycle. Accordingly, if demand rises sufh- 
ciently under boom conditions so that marginal revenue will equal the 
rising marginal cost, then very high profits would inevitably be earned in 
the high prosperity phase of the cycle. 

In a highly fluctuating society such high profits might indeed not be 
eaten into by new investment coming into the industry, because the 
boom profits are regarded as temporary and highly precarious. Neither 
the old firms, nor any new entrant to the business, are likely (so it may 
be argued) to extend fixed investment to a point at which “low-unit- 
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cost” capacity will correspond with full-employment output.? The boom 
being temporary and often short-lived, there is neither time nor ade- 
quate incentive to bring capacity up to a level which would yield low 
total unit cost at full employment. Under continuing full employment, 
however, there would be both time as well as the incentive to enlarge 
capacity, thereby pushing the cost curves to the right so that the hori- 
zontal, or nearly horizontal, portions of the curves will encompass full 
employment. Accordingly, even though convincing evidence were pre- 
sented to the effect that short-run marginal cost curves do rise steeply 
in a highly fluctuating society, that would prove nothing with respect to 
a continuing full-employment society. 

If full-employment output were continuously maintained at a mar- 
ginal cost high up on the steeply rising curve, this situation would 
indicate a high return (or “quasi-rent”’) to the limited fixed factor, or in 
other words, a high marginal efficiency of capital. This situation is one 
calculated to induce an expansion of investment in fixed capital. Larger 
fixed capacity would mean that the total unit cost curve is pushed out to 
the right so that the lowest point on the curve is at or near full-employ- 
ment output. Momentarily (demand and price being at first unchanged) 
this would mean higher profits. But all the old firms, having increased © 
their capacity, will now expand output, and moreover, new firms will’ 
enter the industry. Thus the margin between price and total unit cost 
would be narrowed and the abnormally high profits or quasi-rents would - 
be whittled away. Continuing full employment would accordingly tend 
toward an equilibrium profit rate. 

The period of transition, during which fixed-capital capacity was 
being built up to the requirements of a sustained full-employment 
society would, under the conditions discussed above, exhibit all the 
characteristics of unbalance and distortion of the typical boom. Profits 
would remain abnormally high; marginal costs would be up; and prices 
would be far out of line with total unit costs. These inherently unstable 
conditions might indeed cause no great difficulty during the short 
period of a transitory boom, but are they tolerable for a longer, sus- 
tained period such as would be needed to build up capacity to the new 
required level of full employment? The social strain might possibly be 
too great. In these circumstances a wage inflation might break loose 
sand with it a cumulative price inflation. 

The alternatives, it might be suggested, would be either price control 
or excess profits taxation. Price control (if feasible over a prolonged 


2 In opposition to the above statement it might be suggested that the leading characteristic 
of the boom is a high level of investment, and that this would therefore tend to raise “capacity” 
output toward lowest total unit cost. It is perhaps sufficient to say in reply that the new plant 
and equipment installed during a boom is largely completed late in the boom phase and often 
even after the upper turning point. 
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period as in fact is not probable) might indeed close the gap between 
prices and total unit costs, but it could not compel an enterprise to . 
extend output beyond the intersection of marginal cost and marginal 
revenue (the latter under price control being a horizontal line). It is 
conceivable that, short of complete monopoly, a firm might wish to sell 
all the market could take at the controlled price merely to hold its 
place in the market and prevent its competitors from gaining an undue ` 
proportion of the total business. But while an administered price may 
momentarily in a fluctuating society be held below marginal cost when 
boom sales run high, there is less reason to expect entrepreneurs to 
refrain from maximizing their profits when there is prospect (in a sus- 
tained full employment society) for continued future high volume of 
sales. 
Empirical Analysts of Cost Functions 

Thus, if the conditions were as stated, serious difficulties would pre- 
sent themselves in a full-employment program. It now becomes neces- 
sary, however, to inquire more fully into the assumptions made above 
with respect to the shape of the cost curves in a society characterized by 
industrial fluctuations such as we have had in the past. Until relatively 
recently, economists have usually assumed, it is perhaps fair to say, that 
marginal cost curves do rise steeply as boom conditions are approached. 
Keynes took this for granted in his General Theory. Accordingly, he 
concluded that as aggregate demand was increased, prices would neces- 
sarily rise, and so real wages (in the absence over the short run of gains 
in productivity due to changes in technique and organization) would 
necessarily fall. Part of the increase in aggregate demand would thus 
spill over in higher prices, and only a part in larger output and employ- 
ment. Had money wages risen to offset the higher prices, this would 
have meant an upward shift in the cost curves, and so output and em- 
ployment would rise less than might otherwise have been the case. But 
the increase in wages would cause a further shift in the demand curves 
with inflationary consequences. In his later article in the Economic Jour- 
nal, March, 1939, on “Relative Movements of Real Wages and Output” 
Keynes re-examined this thesis, and concluded that possibly the cost 
curves were flatter than he had formerly supposed. But he ended the 
article on an uncertain note, and suggested that the matter required 
further examination. 

Keynes’s rigorous assumptions—no changes in productivity or tech- 
nique—are often overlooked. Increased productivity, together with 
lower unit fixed cost in a period of expansion, may permit increases in 
real wages when aggregate demand raises employment. 

Since the appearance of Keynes’ article we have the very illuminating 
theoretical discussion, together with the comprehensive survey of em- 
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pirical data, contained in Chapter V of Cost Behavior and Price Policy 
. prepared by the Committee on Price Determination under the chair- 
-manship of Professor Edward S. Mason.* The Committee concludes 
that empirical studies indicate with few exceptions a linear cost-output 
relationship. “These results are of particular interest, since economic 
theory has usually presumed an inverted ogive for total costs and mar- 
ginal costs that are markedly U-shaped” (p. 109). The belief that margin- 
al costs “describe a smooth U-shaped curve reflects a bias in economic 
theory.” The suggestion that marginal costs approach the “horizontal 
over large ranges of output” is of the utmost significance since, if this is 
so, small changes in demand will tend to permit large changes in output 
without significant price increases. If the economic system has linear 
cost functions, this is a highly favorable fact for full-employment policy. 

As one element in the explanation of linear cost functions the com- 
mittee offered the suggestion that fixed factors are more or less divisible. 
The more divisible the plant and equipment, the more likely that vari- ` 
able costs will be linear. Parts of a plant, and groups of machines, may 
be shut down or put back into use as output varies. “Within wide limits 
the fixed factors may be compared to small units whose combined costs 
are simply proportional” (p. 111). Moreover, a plant may be operated 
at optimum output a few hours per week, or with one or more shifts. 
In addition, as output expands, identical machines may be added within 
wide limits, as in a shoe factory. A machine may run at two or three 
different speeds, or make several widths and thicknesses or lengths of 
material. Or there may be flexibility with respect to types of products. 
Flexibility means less specialized fixed factors (pp. 112-13) and hence 
relatively more nearly linear cost functions. If “empirical studies should 
show that conditions of divisibility and flexibility were typical, only a 
linear function could be both pertinent and useful for the interpretation 
of economic phenomena” (p. 113). 

The data accumulated by Professor R. A. Lester* from discussions 
with numerous business executives and from written replies by some 
fifty concerns are in general agreement with the findings of the re- 
searches examined by the Committee on Price Determination. These 
empirical findings, while not conclusive, at any rate challenge the as- 


` 3 National Bureau of Economic Research, 1943. See the bibliography of the various empirical 
studies cited on pp. 81-82, 84, 89-92, 96, 100, 105, 108, and 112; also the bibliography of em- 
pirical data cited by R. A. Lester, Am. Econ, Rev., Vol. XXXVI, No. 1 (Mar., 1946), pp. 67, 
68 and 71. : 

4 American Economic Review, Vol. XXXVI, No. 1 (Mar., 1946). Professor Fritz Machlup’s 
interesting criticism (American Economic Review, Vol. XXXVI, No. 4, Pt. 1 [Sept., 1946], pp. 
519-54) is excellent with respect to his defense of the theoretical apparatus of marginalism, 
but I am not able to see that he has successfully attacked Lester’s empirical findings. 
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sumptions usually made with respect to sharply rising marginal cost 
curves. l 

If the view tentatively expressed by the Committee on Price Deter- 
mination should prove to be correct, one may take (fortunately for 
capitalism) a more optimistic view with respect to the possibility that 
ful employment may be reached without serious distortion in the 
cost-price relationship. There remains, to be sure, the danger of wage 
inflation. But this is a problem of labor-management relations and - 
collective bargaining and not a question of an inherent “‘flaw,” so to 
speak, in the capitalist or price mechanism whereby full employment 
cannot be reached except under conditions of grave cost-price unbal- 
ance, profit inflation, and a distortion of income distribution. If the 
structure of the cost curves is such as to permit full employment without 
the economy being perched high up on steeply rising marginal cost 
curves, then there is at least no inherent reason why full employment 
could not be achieved without creating violent distortions of a character 
which would render economic stability improbable. 

An examination of price movements in past periods of high peacetime 
employment. could (but not necessarily) be interpreted as lending sup- 
port to the conclusions of empirical studies with respect to linearity of 
the cost functions. Some boom periods which have nearly reached full 
employment have not been characterized by serious price inflation. In 
the high employment years culminating in 1907, average annual prices 
did indeed range from 58.9 to 61.8 from 1902 to 1906 and rose to 65.2 
for the year 1907. But this was a period of secular rise in prices when 
special factors were operating on the price level—factors which have no 
relevance to the shape of the cost curves. In the high ’twenties, full em- 
ployment was reached, yet prices declined from 103.5 in 1925 to 100.0 
in 1926, 95.4 in 1927, 96.7 in 1928 and 95.4 in 1929. 

But price stability alone does not prove that the cost functions are 
linear. The behavior of finished goods prices in boom years could not in 
the nature of the case offer convincing evidence either way with respect 
to the steepness of marginal cost curves as boom employment conditions 


5 The view that capacity may have been adequate, and even more than adequate, over past 
cycles even in terms of the requirements of boom-time output has often been advanced in busi- 
ness cycle literature. Thus it has often been alleged that there is an inherent tendency to- 
ward “over-capacity” throughout the economy stemming from: (a) the nature of the com- 
petitive system of industry and its quasi-monopolistic variants, and (b) errors of judgment 
growing out of the “round about” nature of the capitalistic system of production. 

“Tn cases of ‘building ahead of demand’ and with imperfect competition, in particular in the 
presence of oligopolistic struggles, the latter situation |#.¢., falling total unit cost] will be much 
in evidence—firms may possibly even move within the descending interval of their marginal 
cost curves—and account for mahy instances of ‘over-production’ and ‘over-capacity’.”” 
J: Schumpeter, Business Cycles (New York, McGraw-Hill 1939), p. 91. 
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are reached. This is true because, even though cost curves did rise 
steeply, prices might be fixed on an administered basis, with no attempt 
at short-run maximization of profits. On the other hand, prices might 
rise sharply in boom times owing, not to rising marginal costs but by 
reason of speculative inventory accumulation resulting, for example, 
from crop failures, labor disturbances or fear of war.® Or prices might 
fail to rise even though the marginal cost curves sloped upward, since 
increasing man-hour productivity (not offset by wage increases) might 
hold actual marginal costs (measured in a time series) constant. 


Insufficient Capacity for Full Employment l 


It is to be noted that the late twenties did indeed witness large profits. 
The high profits, it may be suggested, might have been due not to 
steeply rising marginal cost curves (with a wide gap between prices and 
total unit costs). High profits could equally be explained by a downward 
shift in horizontal cost curves due to the failure of wage rates to rise with 
rapidly increasing man-hour productivity. This downward drift in the 
cost curves would necessarily widen the spread between prices and total 
unit costs. If this were the correct explanation, the remedy for the ab- 
- normal margin of profit in the boom ’twenties would have been lower 
prices or higher wages. Sub-marginal firms might indeed not have been 
making profits, and higher wages or lower prices might (quite properly) 
have squeezed them cut. 

There remains to consider the special situation (unlike the usual 
cycle) growing out of the prolonged stagnation of the ’thirties. It is quite 
possible that up to 1929, the United States was in general provided 
(taking an overall view of the different branches of the economy) with 
fixed plant and equipment so adequate that even in boom periods output 
was at or near lowest unit cost—that cost functions were in general 
linear. In the ’thirties, however, we added relatively little to our total 
capital stock; we never tested our “capacity” until the war brought full 
employment. It is true that the test did not appear to display any over- 
whelming serious deficiency in fixed capital. But it is also true that the 
large additions to plant and equipment made during the war were 
specialized and much of it was not very useful for peacetime production. 
Thus we are probably not as well provided with fixed capacity, relative 


6 In 1923 the prices of finished goods increased by 2.7 per cent compared with the preceding 
year; in 1926 they declined by 0.6 per cent compared with 1925; in 1929 they again declined 
compared with 1928 this time by 0.8 per cent; while in 1937 (a year of speculative inventory 
accumulation) finished goods prices rose by 5.7 per cent. In general there is apparently no con- 
sistent strong upward movement of the prices of manufactured goods up to the peak of produc- 
tion; though often at some earlier point in the boom phase a sharp rise in prices may occur. 
Thus in 1925 and again in 1928, prices rose considerably above those of the preceding year. 
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to full employment requirements, now as. we were in 1929 and in earlier 
peacetime booms.’ 

T have frequently called attention to the remarkable fact that of the 
$60 billion gross capital formation in business plant and equipment 
made in the decade 1931-40, 90 per cent was replacement investment. 
Yet even though there was relatively little net investment, the produc- 
tive capacity of American industry was enormously greater at the end 
of the decade than it was in 1930. Better and more productive equip- 
ment was installed in place of the worn-out and discarded equipment. 
Nevertheless, it is probable that in terms of the requirements of peace- 
time full employment there existed at the end of the war a condition of 
“under-capacity.” Autonomous investment in the ’thirties was inade- 
quate to raise income to full-employment levels. Had we by a positive 
program maintained full employment, a sustained high level of income 
would have induced far more net investment than we in fact experi- 
enced. Had this been done, we might have ended the decade with’ 
adequate capacity—adequate in the sense that full employment output 
would be at or near the point of lowest total unit cost. 

_ That this is a difficulty confronting us in the transition from the long 
stagnation of the ’thirties to the goal of continuing full employment is 
certainly not improbable. In this transition stage the short-run level of 
real wage rates is likely to be somewhat below the long-run equilibrium 
full-employment rate. If these assumptions are correct, it means that 
we shall be compelled to operate for a period under conditions of high 
marginal cost with a wide spread between prices and total unit costs, 
and with abnormally large profits. Labor would have to choose between 
accepting this situation or experiencing considerable unemployment. 

If we should find that we are suffering from “‘under-capacity,” then 
high profits and a large volume of net saving would indeed be needed® 
and should be welcomed until we become sufficiently saturated with 
plant and equipment'so that cost functions would again become linear. 
But we should still have to face the important question as to how rapidly 
we ought to move toward the new high plateau of capital facilities ap- 
propriate to our high postwar income and labor force. Should the tran- 
sition be made at a high rate of capital formation over a short period or 
at a more moderate rate over a longer period? 

It cannot be assumed that the investment in plant and equipment 

7 One finds in the literature of the business cycle a strange contradiction. On the one side, it 
is often alleged that there is a tendency toward a condition of “over-capacity” generally 


- throughout the economy; on the other side, it is usually assumed that marginal cost curves rise 
steeply as output approaches boom dimensions. 

8 It is of course essential, in order to prevent a general income inflation, that investment . 
. shall not be allowed to exceed (by more than the normal growth in the active money supply) 
the savings from disposable income (using Robertson’s definition) at full employment. 
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required to provide “optimum capacity” could be relied upon to be 
made automatically without a positive government program. It will be 
induced only on the condition that continuing full employment is main- 
tained. The accumulated capital shortages caused by a total war may 
for some years provide sustained high levels of income and employment, 
with less need during this interval for a positive program. 

Let me summarize the argument briefly, and add a postscript. Leav- 
ing aside (a) specific postwar scarcity situations, and (b) price increases 
brought about by general wage increases, we must still ask whether 
there is not, under full employment, a tendency toward inflation due to 
(c) general “under-capacity” with attendant rising marginal costs. — 

Is the allegation correct that marginal cost curves must rise prior to 
full-employment output and, in doing so, give rise to high prices and 
profits—profits so high as to endanger social and economic stability? 

The answer is that such an impasse is not inevitable, and on two 
counts. First there is the tentative conclusion, based on empirical data, 
that when booms are sufficiently vigorous to produce full employment at 
the peak of the cycle, capacity tends to be adjusted to the “peak load” 
so that total unit cost curves, even at high output, are fairly flat. 
. Second, if the autonomous factors fail to produce booms sufficiently 
vigorous to absorb the labor force, the condition of adequate fixed-capi- 
tal capacity can nevertheless be induced by the maintenance of sub- 
stantially full employment for a considerable period and on a basis such 
that'people expect it to persist. If this is done, then, (a) each firm will 
move along on its long-run cost curve—a curve in which plant is opti- 
mally varied to output and demand, and (b) new firms will be persuaded 
to ‘enter the field with new capacity which will tend to put downward 
pressure on marginal costs, prices and profits.® 

There is, it might be suggested—and this is the postscript—still a 
fourth situation in addition to the three inflationary situations dis- 
cussed above. Assume that postwar scarcities have been overcome, that 
` wage inflation is under control, that capacity is adequate to prevent 
steeply rising marginal cost, does not labor scarcity at full employment 
per se imply an unstable situation? Fixed capacity may indeed be ade- 
quate, and aggregate demand may be kept under control, but labor 
itself at various points in the economy becomes the bottleneck. Thus 
growth and expansion are thwarted. There is no room, it is alleged, to 
move about; no flexibility. 

; This argument overlooks three things: (1) the margin of flexibility 
. provided by the 4 to 5 per cent “turnover” unemployment which must 


° Monopoly profits present, of course, a special problem, and this situation may require dras- 
» tic state intervention whether in terms of antitrust action, special taxation, direct controls, or 
finally government ownership. 
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be assumed in any full-employment program. If average unemployment 
is 2.5 million and each worker requires, on the average, 5 weeks to find 
a new job, then 25 million new hirings will take place in a single year. 
This should provide ample elbow room for a personnel manager operat- 
ing in a well-organized labor exchange market. (2) Moreover, there are 
two factors of growth on the labor supply side which afford scope for 
economic expansion, namely: (a) the annual increase in the labor force 
and (b) increasing man-hour productivity. These are of great impor- 
tance for flexibility and’adjustment to change.’ Considerations such as 
these make it appear less convincing that full employment must inevita- 
bly run up against a rigid wall of perpendicularly rising costs owing to 
the needed labor factor at essential points being simply missing, or in 
other words, constituting an absolutely rigid bottleneck. Finally (3) in 
this connection is the important suggestion that in practice the ad- 
ministration of job classifications and wage structures tends to “insulate 
the system in a variety of ways from the impact of an expansion in 
aggregate demand.’” Adjustments, affecting an acute labor-shortage 
bottleneck, can be made at specific points without setting off a general 
cumulative process. Changes can be made, for example, in the job 
content of a particular job classification. Thus administration of the 
wage structure and of job classifications can provide a large measure of 
flexibility—adjustments tending to ease bottleneck inflationary pres- 
sures. 


10 Also to be considered is the ease with which labor, at least in the United States, can move 
from industry to industry, owing to the semi-skilled character of machine methods of pro- 
duction. 

u John Dunlop, ‘“Wage-Price Relations at High Level sae ” Am. Econ. Reo. 
Vol. XXXVII, No. 2 (May, 1947), P- 249, 


THE TRADE UNION AS A WAGE-FIXING INSTITUTION* 
By ArnTHur M. Ross 


Introduction 


In 1928 an eminent English economist complained that “ . . . all ex- 
isting wage theories appear to ignore a phenomenon which has com- 
pletely changed the whole condition of the labour market . . . namely 
the rise to power of trade unionism, with all its consequences.” Eight- 
een years later, an eminent American economist remarked that “little 
is known about the determinants of union wage policies.’ 

As a matter of fact, there is a considerable body of literature on wage 
rates which recognizes the existence of unionism, but it suffers from a 
conception of the union as a decision-making organism which is both 
inadequate and incomplete. Research on the determinants of union 
wage policies is currently in progress at a number of universities, but 
there is danger that a similar misconception will defeat the purpose of 
these efforts. Analysis of institutional policy must begin with an under- 
standing of the institution itself. 

Sympathetic authors often conceive of the union as a primitive, un- 
differentiated protest group governed by town-meeting democracy: the 
union becomes synonymous with its members. Hostile critics tend to 
portray it as a dictatorship governed by an official bureaucracy: the 
union here becomes synonymous with its leaders. Economic theorists 
are prone to regard it as a monopolistic seller of labor governed by a 
maximization principle; the union thus becomes analogous to a business 
firm marketing a commodity. 

None of these images is sufficiently accurate to provide a suitable 
basis for an analysis of trade union policy. To be sure, any theoretical 
model must abstract from “the richness and complexity of behavior.’ 
Abstraction becomes falsification, however, when it so oversimplifies 
human behavior as to leave it unrecognizable and unexplained. 

The nature of the union as a representative political agency should be 


* This article has been condensed from a chapter from a monograph, now in preparation, 
entitled Trade Union Wage Policy. i 

The author is a member of the staff of the School of Business Administration and Institute 
of Industrial Relations, University of California, Berkeley. 

1J. W. F. Rowe, Wages in Practice and Theory (London, 1928), p. 194. 

2 Sumner H. Slichter, “Wage-Price Policy and Employment,” Am. Econ. Rev., Vol. XXXVI, 
No. 2 (May, 1946), p. 305. 

3 John T. Dunlop, Wage Determination under Trade Unions (New York, 1944), p. 5. 
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no mystery. If nothing had been written on the subject since the Webbs’ 
classic description of nineteenth century British unions,‘ much would 
be known. Bakke’s penetrating monograph, Mutual Survival,’ is the 
_ latest addition to an already substantial body of literature. The difi- 
culty is that, like dwellers in a metropolitan area, political analysis and 
economic analysis have long occupied adjoining apartments but have 
never become well acquainted with one another. 

The Webbs dealt with wage rates, but employed a primitive concept 
of union wage policy principally defined as the maintenance of a “‘stand- 
ard rate.” Some of the monographs in the Johns Hopkins University 
studies made a promising. beginning two or three decades ago, but then 
the road came to a fork—one branch leading toward empirical surveys, 
and the other toward deductive speculation. Mr. Slichter’s Union Poli- 
cies and Industrial Management is based on careful study of union 
structure and function, but deals primarily with non-wage aspects of the 
collective agreement. 

Mr. Dunlop almost takes the plunge. He points out that the union is 
a decision-making unit, and that its choices do not necessarily represent 
the sum of the preferences of individual members. He recognizes a 
group of ‘‘non-income objectives” of trade union wage policy—promoting 
membership, encouraging an equitable division of work opportunities, 
controlling the rate of technological innovation and attaining desired 
working conditions. Apparently, however, these are considered as inci- 
dental aberrations which need not be integrated into the theoretical 
model. The model of the union is essentially a business enterprise selling 
labor services to the employer, and arriving at wage decisions in the light 
of its “‘wage-membership function” and the employer’s “wage-employ- 
ment function.” 

Dunlop argues that for theoretical purposes a union must be assumed 
to maximize something. This is doubtless true in the sense that specu- 
lation about the union’s behavior must be oriented to some central ob- 
jective. He concludes, however, that the central objective of the union 
must have a dollar dimension: the total wage bill, or the total wage bill 
of those employed (which would seem to be identical with the first), or 
the total wage bill minus the union’s out-of-work benefits, or some simi- 
lar quantitative object of maximization. Among the various possibilities, 
Dunlop selects total wage bill as the most appropriate for a model of 
union behavior.’ 


í Sidney and Beatrice Webb, Industrial Democracy (London, 1902), 
5 E. Wight Bakke, Mutual Survioal—ihe Goal of Unions and Management (New Haven, 1946). 
e “The institutionalized form of collective action may introduce new preferences...” 


` Dunlop, of. cë., p. 31. 


1 “Probably the most generalized assumption respecting actual aims of trade unions would 
be the maximization of the wage bill.” Ibid, p. 119. 
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This formulation of the central aim has one remarkable implication. 
If, as many authors argue, it is true that the demand for labor in a 
single segment of the economy is often quite elastic, then we would 
expect to see unions insisting on wage cuts, even.to the point of striking.® 

But a more fundamental objection can be raised against the adequacy 
of any postulated central objective with a dollar dimension. The union 
is not a business enterprise selling labor. It is a political institution rep- 
resenting the sellers of labor, and there is no necessary reason to assume 
that it will automatically or mechanically behave in the same fashion 
as a profit-maximizing business enterprise. 


Distinction between the Union and tts Members 


Every institution has a formal purpose, a stated intention, an official 
rationale. For the Church, it is the promise of spiritual salvation; for 
the State, the provision of common defense, the protection of domestic 
tranquility, etc.; for an economic system, the production of goods and 
services. The formal purpose is always a statement of the benefit which 
the institution provides for its rank and file. Ordinarily, the members of 
the institution, must feel that it satisfies the formal purpose as an inci- 
dent to its activities; otherwise, it is not likely to survive. 

When an organization feels the need for justification, it will refer its 
activities to the formal purpose, and assert that every decision has con- 
tributed to this purpose—at least in the long run: The Church will argue 
that lay functions are necessary guarantees of spiritual salvation. The 
State will contend that an imperialist venture is necessary for the com- 
mon defense of its citizens. Perhaps these claims are valid. But the 
student of ecclesiastical or international policy will hardly care to accept 
them at face value. 

As an institution expands in strength and status, it outgrows its 
formal purpose. It experiences its own needs; it develops its own am- 
bitions and it faces its own problems. These become differentiated from 
the needs, ambitions and problems of its rank-and-file. The trade union 
is no exception. 

It is the beginning of wisdom in the study of industrial relations to 
understand that the union, as an organization, is not identical with its 
members, as individuals. This becomes more true as the union becomes 
better established and more “responsible.” 

Experienced employer representatives are accustomed to emphasize 
the distinction between the union and its members. Therefore, they 
sometimes say that there are three parties to a collective bargaining 
agreement. So long as this remains true, there will be two aspects of 
‘industrial relations’—the worker-management relation and the 


8 This assumes that union leaders are aware of the true elasticity of demand. 


ROSS: THE TRADE UNION AS A WAGE-FIXING INSTITUTION 569 


union-management relation; and there will be two techniques for the 
handling of industrial relations—personnel administration and collective 
bargaining. 

Union members often realize that the organization TE its own needs 
and problems, apart from their own, and has a claim on their loyalty 
even where self-interest is not evident. There is something similar to 
national patriotism—the memory of the grievances that were suffered, 
the pride in the battles that were won, the enjoyment of fellowship and 
solidarity. If the union is effectively organized, the members will adopt 
its institutional needs as their own when mobilized for combat. 

It is for these reasons precisely that the editorial writers of the nation, 
and some scholars as well, have been so wide of the mark in their pursuit 
of the increasingly popular pastime of counting the workers’ losses in 
a strike. The arithmetic which demonstrates that it will take two years 
and eight months to recoup the difference between wages lost in a strike 
and the wage increase gained is generally exact. But unfortunately it 
is irrelevant. A patriotic citizenry dorsi not count the cost of a war unless 
the war is lost.® 


The Trade Union and the Business Firm 


In economic literature, as mentioned above, the union is often con- 
ceived of as analogous to the monopolist in a commodity market; the 
comparison is made in order to utilize modes of analysis which have 
proven useful in theorizing about price and output decisions. A far 
greater amount of study has been given to the determinants of business 
behavior than of union behavior. Moreover, as Bakke points out, unions 
are expected to conform to the code of business morality, and the typical 
union leader wishes to behave in a businesslike fashion—to be “‘a fellow 
you can do business with.” For these reasons, it is instructive to con- 
sider the points of similarity and dissimilarity between the trade union 
and the business firm.” 

The two institutions do have certain features in common. In either 
case, there is a formal purpose or official rationale, which is represented 
by textbook authors as the sole determinant of policy. The rationale of 

* In bilateral monopoly theory, the “lower limit” of the wage bargain is often described as 
the wage rate below which workers will'prefer to transfer to another industry. This might be 
the lower limit of an individual bargain between an employer and an unorganized worker, but 
in a successful union the members simply do not think in these terms. The lowest wage they 
will accept is the lowest wage which the union will accept. A disastrous strike will demoralize 
them much as a military debacle will demoralize the citizens of a nation; but short of such a 
catastrophe, the putative “lower limit” of bilateral monopoly theory has no place in their 
calculations. In the event of such a catastrophe, it is no longer a situation of bilateral monop- 
oly. 

10 T am greatly indebted to Professor R. A. Gordon and Professor William Fellner for useful 
suggestions in connection with the form and content of the comparison. 


570 THE AMERICAN ECONOMIC REVIEW 


the business firm is to maximize the profits of stockholders; and of the 
union, to maximize the economic welfare of members. 

Even at the formal level, there is an element of vagueness about the 
official rationale. The profit to be maximized is anticipated profit, not 
merely in the current production period but over the life of the enter- 
prise. The economic welfare to be maximized is a vague bundle of bene- 
fits relating to “wages, hours, and conditions of work,” again over some 
indeterminate period. There is obviously scope for interpretation, and 
need for it, in either case. 

Therefore, the formal purposes must be interpreted and applied to the 
problems at hand by leadership groups—corporate management and 
union officialdom. They must constantly decide whether this or that 
course of action is likely to contribute toward the maximization of profit, 
on the one hand, and the augmentation of group welfare, on the other. 
It is here that the intangible attributes of leadership are brought into 
play—judgment, experience and moral authority. 

It is here also that a battery of political pressures comes to focus on 
the leadership. Each pressure emanates from some interest group which 
is concerned that the formal purpose of the institution be interpreted in 
a manner favorable to itself. 

Corporate management is surrounded by stockholders, bondholders, 
bankers, suppliers, customers, employees, the union and the agencies of 
government. Each group realizes that management has considerable © 
latitude in making decisions, and endeavors to dominate relevant de- 
cisions in its own interest. All feasible means of persuasion are used; at 
the level of argument, it is typically asserted that the favored course of 
action will contribute, at least in the long run, to the total profit of the 
enterprise. 

Union leadership is surrounded by a similar configuration—the rank 
and file, the employers, the officials at higher or lower levels of organiza- 
tion, the other unions, and again the agencies of government. Each of 
these will endeavor to prove that the course of action which happens to 
be in its own interest will also contribute to the welfare of the rank and 
file. 

The task of corporate management and union leadership is to reconcile 
these pressures. This is the central core of the managerial function. It 
is at this point that the formal purpose of the organization is supplanted 
by a more vital force, the necessity of survival and the impulse toward 
growth as an institution. In many cases, of course, the decision which 
is most clearly related to the formal purpose will also best serve the 
institutional objectives. Where there is a conflict, however, a healthy 
institution will look to its own necessities. Therefore, pressures are 


U See R. A. Gordon, Business Leadership in the Large Corporation (Washington, 1945). 
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reconciled in the manner which seems most conducive to the survival 
and growth of the organization. 

Suppose, for example, that the managers of a flourishing and currently 
profitable corporation should become persuaded that the formal objec- 
tive of “maximizing profits over the life of the enterprise” could best be 
served by dissolving the corporation immediately, as an alternative to 
making certain capital commitments which otherwise would be neces- 
sary. Suppose that the leaders of a successful union should become con- 
vinced that the members could improve their economic welfare by trans- 
ferring in a body to some other industry or some other union. Would 
either organization put itself out of business under these circumstances? 
It is the normal rather than the exceptional case in which conflict be- 
tween a formal rationale and a vital institutional need is resolved in 
favor of the latter. 

In stating that the institutional objective is foremost in the normal 
state of organizational health, one assumes that the leaders have been 
able and willing to achieve more or less complete identification with the 
institution—that the corporate manager is wholeheartedly a “company 
man” and the union official wholeheartedly a “union man.” When this 
is not true, the situation becomes more complicated, and a third type of 
motivation is introduced. In the failure of voluntary identification, and 
the absence of social controls requiring compulsory identification, the 
leaders are governed by their own survival needs and their own am- 
bitions, which are at variance with those of the organization. The wreck- 
ing of organizations in pursuit of personal advantage is not unknown 
either in the corporation world or the union world. 

Thus, in comparing the motivating impulses of the business firm and 
the union, we have encountered three kinds of objectives: (1) the formal 
purpose or rationale, representing the benefit accruing to the rank and 
file (stockholders and members); (2) the institutional objective—sur- 
vival and growth of the organization; and (3) the personal ambitions of 
the leadership. Ultimately the human animal is selfish. In the absence 
of identification, personal ambitions will come first; but in the normal 
case, the leader advances himself by advancing his organization. The 
formal purpose must be accomplished, to a. greater or lesser extent, if 
the organization is to stay alive, but when in conflict with institutional 
objectives, it is forced to give way. 


Dissimilarities between the Union and the Firm 


So far the comparison holds together fairly well. There are, however, 
significant points of difference. An understanding of these points should 
help in appraising the value of the analogy, and illuminating the rela- 
tionship between the union official and his rank and file. 
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_ The formal purpose of the union is vaguer than that of the business 
firm. Profit can be measured in one dimension.” “Economic welfare” is 
a congeries of discrete phenomena—wages, with a dollar dimension; 
hours of work, with a time dimension; physical working conditions, 
economic security, protection against managerial abuse and various 
rights of self-determination, with no measurable dimension at all. There- 
fore, the union leader has considerably more discretion in interpreting 
the formal purpose. If he is able to convince the rank and file that his 
own interpretation is correct, there is no one else with the moral au- 
thority to contradict him successfully; but a corporate manager would 
find it difficult to convince his stockholders that a $2.00 dividend was 
really $3.00. The inherent difficulty of measuring “economic welfare” is 
obvious whenever one union official attempts to persuade another that 
he has negotiated the better contract. 

Corporate managers must operate under the surveillance of cost ac- 
countants, finance committees, etc., who have the function of navigating 
leadership activities toward the accomplishment of the formal purpose 
of the enterprise.. Corresponding agencies in a rudimentary form are . 
sometimes found in union organization, but they are probably less of a 
“drag” upon the leadership (and offer less help in the formulation of 
policy), because the formal purpose of the union is less capable of meas- 
urement. In many unions, constitutional provision is made for the 
election of trustees, whose formal function is to serve as watchdogs of 
the rank-and-file interest but whose chief activity, in practice, is to 
guard the petty cash account against misappropriation. 

The business firm sells goods or services, but the union does not sell 
labor. It participates in the establishment of the price of labor, but the 
sale is made between the worker and the employer. The union is not 
mechanically or automatically concerned with the “quantity of labor. 
sold’’—that is, in the number of workers employed in the branch of the 
economy over which it asserts jurisdiction. It is vitally concerned with 
the size of union membership, but this is not the same as the number 
of workers employed, except in the case where the industry is ‘100 per 
cent organized” and the union has no desire to expand its jurisdiction. 
This would be the apex of institutional maturity, a position in which the 
only way to increase membership is by increasing employment. But in 
the present stage of development of the labor movement, the “‘employ- 
ment effect” will frequently differ from the “membership effect” and 
may even move in the opposite direction. An upward wage adjustment 
may bring in new members, even though the employer is reducing per- 
sonnel. A downward wage adjustment may bring about a wave of resig- 


1 Though profit-and-loss accounting can be manipulated within fairly wide limits, profit is 
much more susceptible of measurement than “economic welfare.” 
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nations even though the employer should add to his personnel. Inas- 
much as the “membership effect” is more closely related to the growth 
and survival of the organization than is the ‘employment effect,” it will 
necessarily take precedence when the two are in conflict. The union as a 
wage-fixing agency is clearly not the same as the conjectural monopolist 
of bilateral monopoly theory. 

The relationship between the union and its members is very different 
from the relationship between the corporation and its stockholders. 
Union members are not satisfied with a stabilized rate of return. The 
corporate stockholder is not constantly called upon to ratify operating 
decisions. Stockholders are widely dispersed and exceedingly inarticu- 
late.” 

Further, the stockholder’s dividend from a single company is usually 
only a minor share of his total income, while the employee’s wage is the 
predominant source of income. When dissatisfied stockholders sell their 
equity, there is no diminution in the amount of capital under control of 
the enterprise; but when dissatisfied employees resign from the union 
or transfer to another industry, the size and strength of the union are 
correspondingly lessened. Moreover, the corporation has alternative 
means of raising capital. Stockholders and bondholders .constitute a 
rather homogeneous electorate, differentiated only on the basis of pro- 
pensity for assuming risk; while union minberdip is often heterogene- 
ous in the extreme. 

Lastly, there is an essential difference in the survival problems of the 
union and the business enterprise. The basic threat to the survival of 
the enterprise is that capital will not be replaced if the operations are 
unprofitable. An intermediate danger is the possibility of proxy fights 
and declining security prices. The most immediate peril is the loss of 
customers. 

It might be argued that the survival problems.of the union, although 
political rather than economic, are equal and parallel: dissolution of the 
union corresponds to the non-replacement of capital; disaffection of 
members corresponds to disaffection of stockholders; and loss of jobs 
corresponds to loss of customers. The analogy is valid in a formal sense; 
but as it appears to the union leader, the peril is more complicated. He 
would distinguish at least four types of survival problems.. 

1. The first is the characteristic apathy of the American worker, who, 
up to the present at least, has not been a firm unionist by nature. As 
Perlman states, “The overshadowing problem of the American labor 
movement has always been the problem of staying organized. No other 
labor movement has ever had to contend with the fragility so character- 


1 See Bakke, of. cë., p. 13; and B. M. Selekman, “Wanted: Mature Labor Leaders,” Har- 
vard Bus. Rev., Vol. XXIV (Summer, 1946), p. 407. 
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istic of American labor organziations.”™ Corporation stockholders are 
also notoriously apathetic, but with vastly different consequences. Their 
apathy is a blessing to those who lead them, rather than a curse. 

2. The union must survive against the actual or potential hostility of 
the employer. To be sure, some of the most powerful weapons have been 
removed from the arsenal of the anti-union employer, such as the 
yellow-dog contract and the right of discriminatory discharge; and a 
large number of employers are tolerant or sympathetic toward the par- 
ticipation of the union in the control of employment conditions. Never- 
theless, there is still ample room for anti-union strategy within the law; 
and even when the employer is not seriously concerned with breaking 
the union, he may well be desirous of weakening its hold on rank-and- 
file employees. In many industries, there is a running controversy over 
the proper status of the union. To be sure, it is possible for sellers in a 
commodity market to put buyers out of business, but ordinarily they 
do not have the same interest in doing so as powerful buyers of labor 
have had in putting unions out of business. The ordinary business con- 
tract does not require the same sacrifice of prerogatives as does the col- 
lective bargaining contract, and is not resisted in the same way. 

3. The union must endeavor to survive against the threatened en- 
croachment of rival unions into its jurisdiction. The problem is not 
limited to the traditional jurisdictional dispute over the “right to the 
job” as a property right attaching to particular crafts. It results also 
from differences in union structure (particularly the conflicting claims 
of craft and industrial unions over the right to organize groups of skilled 
workers); from dual unionism (such as competing maritime, longshore, 
automobile, electrical and street railway unions in the A. F. of L. and 
the C.I.O. ); and from the expansionism which is characteristic of vigor- 
ous and successful organizations of any kind and which is by no means 
limited to the well-known jurisdictional claims of District 50, United 
Mine Workers of America. It may be pointed out in rebuttal that the 
business firm must survive against the encroachment of rival enter- 
prises. This is true, of course, but the difference is that the encroachment 
generally takes the form of gradual infiltration into the market, rather 
than a mass political overturn engineered by a coup de main. 

4. The union faces the threat of repressive labor legislation. Anti- 
union proposals are always in the wind, but occasionally they gather into 
a cloud, as they did in 1947. Whether or not the Taft-Hartley Act will 
have consequences as far-reaching as union leaders claim, it is clearly 
an attack upon the degree of security which unions had previously 
attained. There can hardly be doubt that trade union wage policy was 


M Selig ‘Perlman and Philip Taft, History of Labor in the United States, 1896-1932 (New York, 
1935), p. 7. 
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dominated, in the early months of the year, by the desire to avoid re- 
pressive legislation. Here again, the objection will be raised that the 
corporation also faces the threat of repressive legislation and will take 
this into account in formulating its price policy. Surely there is a large 
difference in degree, however. The corporation has never had to face 
such a sustained hostility on the part of a substantial proportion of 
voters and legislators as the union faces. Business enterprise is the 
dominant institution of economic life, while the union is not yet fully 
recognized as legitimate. 

The elected union official has his own survival problem as well— 
re-election and advancement. This is particularly true at the local level 
of organization. Dependent on the continued support of the rank and 
file below him, he is in a fundamentally different position from the 
corporation official, who must cultivate and maintain the approval of 
executives above him. An official hierarchy which is built up from the 
bottom by popular election is not the same as one which is built down 
from the top by executive appointment. Officials in either type of or- 
ganization are required to exercise political strategy in order to safe- 
guard their status, but the second type permits a greater degree of 
personal security than the first. Keeping one’s fences mended with a few 
superior officers is vastly less complicated than holding the allegiance 
of a large and heterogeneous electorate, which is often receptive to the 
blandishments of rival leaders and would-be leaders. In consequence, it 
is more difficult for the local union official to achieve complete identifi- 
cation with the institution. Merely because the union survives, it does 
not follow that he will survive. And if he does not survive, there is often 
no alternative but to return to the shop—an unpleasant alternative in- 
deed, despite the avowals of willingness which are frequently heard. 

It is true that, with respect to the tenure of local union officials, there 
are considerable variations between the old and the new union, between 
the dictatorial and the democratic union, and between the homogeneous 
and the heterogeneous union. It is also true that there is a striking dif- 
ference between lower and upper strata of organization. The tenure of a 
local union official may hang by a thread, but when he becomes an in- 
ternational representative, he has arrived (unless the international union 
is badly factionalized). International union executives tend to have un- 
limited tenure in office, except in the case of a major debacle. They 
enjoy a degree of security which is probably not less than that of com- 
pany officials. 

Employers and economists generally consider international officers to 
be more reasonable and responsible than local officers. This is variously 
attributed to their maturity, greater experience, better knowledge of the 
industry, etc. Actually, the most important reason is that they are bet- 
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ter insulated from rank-and-file pressure. Democracy in the union, like 
competition in the product market, is universally the object of reveren- 
tial obeisance, but is not especially enjoyable to those on the receiving 
end, 

Heterogeneity of Membership 

It has been shown in the preceding sections that the formal purpose 
of the trade union must be interpreted and applied by the leaders in such 
a manner as to ensure its survival and growth and to fulfill their own 
professional ambitions. This requires that attention be paid to a complex 
group of political relationships, some inside the organization and some 
extending to the employers, to other unions, and to the government. 
Inside the union, the major political problems are those created by the 
heterogeneity of membership, by the need for division of labor and 
balance of power between the local and the international, and by the 
machinery for rank-and-file participation in the making of decisions. 

A trade union is never a homogeneous group. The ordinary “craft” 
union includes a number of skilled occupations as well as apprentices 
and helpers, and the occupational composition of an industrial union is, 
of course, even more heterogeneous. Most unions are represented in a 
number of industries; craft union organization follows an occupation, a 
process or a material, wherever found.” The “industrial” union is more 
often multi-industrial; for example, the United Steelworkers of America 
have organized a multitude of distinct industries, blanketed informally 
by the omnibus designation of “miscellaneous steel,” whose only com- 
mon demominator is the fact that all are engaged in the fabrication of 
a common raw material. The wage income of the union membership 
may account for widely different proportions of total cost in their re- 
spective industries. Even within a single industry, there are the em- 
ployees of profitable and unprofitable firms, and the employees residing in 
high-wage and low-wage areas. Moreover, there are young and old 
workers, fast and slow workers, male and female workers, Tainen and 
single workers, employed and unemployed workers. 

Non- homogeneity of membership often gives rise to conflicts ofi in- 
terest. It is one of the most delicate political tasks of the union leader- 
ship to reconcile these conflicts in the course of formulating its wage 
program. The ultimate resolution depends upon (1) the effective po- 
litical pressure generated by the various interest groups, and (2) the 
political skill of the leadership. 

15 “Tt is a mistake to presume that all enterprises which deal with a trade union are close 
competitors. A trade union’s structure may be organized along lines of a process or a material 
and there may be virtually no competition among the firms in the different product markets. 
The machinists deal with auto repair firms, railway shops and contract shops, the photo-en- 
gravers have both newspapers and job printing, and the hosiery workers deal with both full- 
fashioned and seamless enterprises.” Dunlop, of. cit., p. 70. 
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Justice is guaranteed to no man. If the interest group is not aware of 
the conflict, if it has no articulate spokesmen, and if it has no bargaining 
power inside the organization, it cannot generate any effective political 
pressure. Many union wage scales show discrimination against female 
members, either by providing for “men’s rates” and “women’s rates” 
or else by assigning abnormally low rates to the occupations in which 
females predominate. Trade union wage policy in a depression may be 
dominated by the employed members, particularly when the unem- 
ployed cease paying dues and drift away from active participation in the 
union. According to Shister, the unemployed members of the Hosiery 
Workers and the “substitute” or non-steady workers in the typographi- 
cal unions were in favor of wage cuts in 1937, but were overruled by 
those with regular employment.® 

But God helps him who helps himself. Across-the-board wage in- 
creases gained by the United Automobile Workers between 1937 and 
1942 had the result of flattening the rate structure of the industry. The 
rate differential between a sweeper and a toolmaker was reduced from 
about 120 per cent to about 40 per cent. In 1944, a number of articulate 
spokesmen began to agitate the skilled workers. The Mechanics’ Educa- 
tional Society of America (an independent union centered in Toledo) 
became more active in Detroit and aroused considerable interest among 
tool and die workers. There was some possibility that carpenters, elec- 
tricians and other maintenance men would transfer to various A.F. of L. 
unions. The result was a five cent increase for all apprenticeable occupa- 
tions in the automobile industry. (Convincing the National War Labor _ 
Board that it might legitimately order the increase under stabilization 
rules was a spectacular political achievement in itself.) 

Political ineptitude on the part of the leadership may lead to disas- 
trous results. The unity of the organization disintegrates. Off at one 
side instead of at the center, the officials are no longer ina position to 
stem the tide of subversive influences. The disaffected element may 
overturn the leadership; it may desert to a rival organization; it may 
become disgruntled about unionism in general; and it may even “scab” 
on union members. 

An important aspect of the leadership function is reasonably to ensure 
that every interest group which can exercise effective political pressure 
is represented in the bargaining process. In a multi-craft union, the 
important crafts will be represented; in a multi-industridl union, the 
different branches of trade; and in regional or national negotiations, the 
_ various geographical units of the organization." 

16 Joseph Shister, “The Theory of Union Wage Rigidity,” Quart. Jour. Econ., Vol. LVI 
(August, 1943), p. 523. 
17 Ibid., pp. 530-31. 
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If it is not feasible to engineer a single settlement, it may be necessary 
to differentiate the bargaining structure so that the different interest 
groups can bargain separately under specialized leadership. Despite its 
emphasis on industrial unionism, the Amalgamated Clothing Workers 
has a differentiated local structure in certain areas; the cutters’ locals 
in New York and Boston, which were organized prior to the Amal- 
gamated, have remained virtually independent of the Joint Boards.¥8 
The Building Service Union has ten locals in San Francisco—a depart- 
ment store local, an apartment and office building local, a theater local, 
etc. Similarly, the Teamster’s Union has a draymen’s local, a milk-driv- 
ers’ local, a warehouse local, and others. 

But there are no administrative devices which will entirely Minati 
the need for careful management of the wage bargain so as to hold the 
organization together. The union must decide not only what demands 
will be pressed upon the employer, but also what form the benefits 
should take. Suppose, for example, that the employer is willing to grant 
a ten per cent wage increase, but is relatively indifferent as to the distri- 
bution of the gain. All occupational rates might be advanced ten per 
cent—one type of “‘across-the-board” increase. Assuming that the pres- 
ent weighted average rate is $1.20 per hour, all occupational rates might 
be advanced 12 cents—another type of “across-the-board” increase. 
The common labor rate might be increased 18 cents, and higher rates by 
progressively smaller amounts, in order to “eliminate excessive differen- 
tials.” The higher rates might be increased by larger percentages, in 
order to “restore historical relationships.” Low-wage plants in outlying 
areas might be levelled up to high-wage plants in metropolitan areas so 
as to provide “equal pay for equal work.” Some kind of distribution 
among various occupations might be effected for the purpose of “ironing 
out inequities” in the rate structure. A combination of two or more of 
these possibilities might be devised, such as eight per cent across the 
board and two per cent distributed here and there to eliminate inequi- 
ties. Each of the forms in which the wage increase might be taken 
involves a different distribution of the total gain. The union’s problem 
in apportioning the gain is similar to the problem of the 80th Congress 
in apportioning the proposed income-tax reduction. 


Distribution of Authority between the Local and the International 


Observers of the wage-bargaining process invariably note that there 
are great differences between one union and another in the locus of 
decision-making power, ranging all the way from unrestricted local 
autonomy to rigid centralization. 


18 Twentieth Century Fund, How Collective Bargaining Works (New York, 1941), p. 398. 


13, Job evaluation can be regarded as a means of resolving the claims of workers upon the 
total wage bill, and is more than merely a neutral or technical process. 
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The level of organization at which a decision is made is primarily 
affected of course, by the scope of the decision. A master bargain cover- 
ing the entire membership of the union will be made at the top level. 
Subordinate units will participate in the process, by being represented 
in a consultative policy committee or even on the negotiating commit- 
tee; but in the end the decision is made for the organization as a whole. 
Similarly, a regional bargain will be made at the regional level, or 
higher. 

The more interesting question is the extent to which the international 
union participates in a decision covering a single local union, company 
or plant. There are several devices available to the international union. 
It may require that locally negotiated contracts be approved by the 
regional or national office. It may furnish negotiators, attorneys and 
research personnel.”® It may establish standards from which the local 
union is not permitted to deviate. It may require that the local secure 
the permission of the parent body before striking. 7 

Variations in the extent of international union control over local 
decisions can be illustrated by three unions in the San Francisco Bay 
area—the Building Service Workers, the Teamsters and the Steel- 
workers, 

At one extreme are the Building Service Workers, showing almost 
complete decentralization. There is no intervention from the parent 
organization in collective bargaining, and nothing which might be called 
a national wage policy. Most of the locals have accumulated sizeable 
strike funds, and are not dependent on the international even in the 
case of a strike. 

At the other extreme are the Steelworkers, who are governed by the 
“wage policy” of the international union. This takes the form of a 
uniform “across-the-board” increase in cents per hour (although the 
Steelworkers, like the Auto Workers, are formally on record in favor of 
nation-wide equalization). The pattern is set by annual negotiations 
between the top officers of the union and the U. S. Steel Corporation. 
Control over local negotiations is assured by the requirement that local 
contracts be approved by the international union, and by the participa- 
tion of international representatives. As the president of the Northern 
California Council of Steelworkers stated in January, 1947, “We're all 
acting together in this business, with no one going off on any sidelines of 
his own.” 

The teamsters negotiate locally, ordinarily without the participation 
of the International Brotherhood. Local contracts must be approved . 
by the Brotherhood, but in practice this.is only a pro forma requirement. 
The real control is in the constitutional provision that a local union 

% Shister, op. ch., pp. 515-20. 
™ Labor Herald, Vol. X, January 17, 1947. 
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cannot strike without permission of the Brotherhood. The national and 
regional offices are anxious to build up their reputation for responsible 
business unionism, and to use the strike weapon only as a last resort. 
They will insist on the protection of institutional security,” but will 
equally insist that a wage agreement be attained in a peaceful manner. 
Local leaders must take account of several possibilities: if they apply 
for permission to strike, the Brotherhood may refuse; if they go on 
strike without permission, the Brotherhood may order them back; and 
if they refuse to terminate the strike, the Brothérhood may “move in 
and take over.” 

There are several factors which influence the degree of control exer- — 
cised by the international union over the local wage bargain. Unions 
organized in local-market industries can, and do, permit more local 
autonomy that those organized in national-market industries. Unions 
which have grown from the top down, such as the Steelworkers, are 
more centralized than those which have grown from the bottom up, such 
_ as the Clothing Workers. Personal characteristics and historical acci- 

dents undoubtedly play a role. In general, A.F. of L. unions are less 
centralized than C.J.O. unions. — 

Despite these differences, the trend is clearly in the direction of 
greater centralization. Chamberlain states, “As control of union affairs 
has been passing from local to national offices, the degree of discretion 
which local unions and joint boards exercise in preparing bargaining 
proposals has become more and more limited. . . . It is true that local 
discretion is increasingly being limited by national standards, confining 
the authority of local negotiators to those spheres in which no such 
standards have been imposed.’™ And according to Shister, “The inter- 
vention of the national or intermediate office has been a development 
of the historical growth of each union, and has been generated... by 
structural forces, making themselves felt with ever-growing intensity ` 
over time.’ 

There has been considerable discussion of the virtues and vices of 
intervention by higher officers in local bargaining. It is generally ap- 
proved by employers and economists, although there is an element of 
ambivalence in the thinking of both. 


2 “Members and unions must be on the alert. They must not lose sight of the fact that we 
must get down to earth and endeavor wherever we can to reach understandings with our em= 
ployers without having recourse to a stoppage of work. ... We should not use a strike except 
as a last resort.” Daniel J. Tobin in Tke International Teamster, Vol. XLVI (December, 1946), 
p. 17, 

2 “In many instances the states may outlaw the closed shop, but even without the closed 
or union shop, men don’t have to work with undesirable individuals or with non-union men.” 

cH. 


“Neil W. Chamberlain, Collective Bargaining Procanures (Washington, 1944), pp. 12, 53. 
38 Shister, op. cit., p. 514. 
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Employers believe that international representatives are more far- 
sighted, better acquainted with industry problems, and farther removed 
from rank-and-file pressures. Yet on specific occasions they often object - 
to the intrusion of outsiders who have no personal interest in the enter- 
prise, and to the introduction of “extraneous” demands which are based 
upon international union policy. Actually, the international union may 
either play up or play down the demands of the local union. In a par- 
ticular case, the employer’s attitude will depend upon whether the 
international officers act as a moderating or aggravating influence (from 
his own standpoint). 

Shister concludes that the intervention of the national office has “a 
decidedly beneficial effect” on the local wage bargain. Since the national 
officers understand the problems of the industry, because of “longer and 
more intimate contact with the management group,” the wage bargain 
tis bound to have less detrimental effects on costs, and, therefore, on 
employment opportunities.” In other words, the wage rate is bound to 
be lower. But in the same paragraph he adds that “national representa- 
tives:are often able to obtain greater concessions for the local than the 
latter could by itself.” 

Whether good or bad, the drift is unmistakable. Moreover, it is only 
part of a more general tendency toward centralization and consolidation 
in the wage-bargaining process. Multi-employer, multi-union and multi- 
area agreements are evidence of formal integration of bargaining struc- 
turé. As the orbit of comparison widens, unions and employers become 
increasingly dependent on patterns of adjustment; shadows from the 
outside are thrown across the bargaining’ table, and the isolated or 
“atomistic” wage determination becomes more and more of a rarity. 
In this way, as in so many other ways, developments in union policy 
are only a reflection of corresponding changes i in almost every sphere of 
economic activity. 


The Role of the Rank and File 


Prevalent opinion on the desirability of rank-and-file participation in 
the wage bargain is curiously divided. Devotion to the ideal of union 
democracy is quite genuine; it cannot be written off as mere lip service. 
The bargaining process is commonly described as a means of attaining 
industrial democracy wherein the individual wage earner can define the 
terms under which he supplies his labor. On the other hand, it is widely 
recognized that a considerable measure of discretion in the hands of the 
leadership is an indispensable condition for a sound and business-like 
settlement. Chamberlain, for example, advocates that negotiators be 

% Ibid., p. 525. Some economists seem to believe that a “farsighted” union leader is one who 


foregoes a wage increase during a period of prosperity, in order to prevent inflation, and accepts 
a wage decrease during a period of depression, in order to reduce the cost of production. 
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chosen by the union president, rather than the membership, and be 
given “full power of settlement” without the necessity of ratification.®” 
The underlying issue is whether trade union wage policy should repre- 
sent the wishes of the rank and file, as expressed by the rank and file; 
or the interests of the rank and file, as interpreted by the leadership. 

In addition, there is a preliminary question of fact. To what extent $s 
trade union wage policy (as represented in the contract proposal, the 
approval or disapproval of the employer’s offer, the decision to strike, 
etc.) determined by the membership? Here again, an atmosphere of 
unreality surrounds the standard treatment of the question. The diffi- 
culty is that the answers are based almost entirely on formal constitu- 
tional provisions and parliamentary procedures. This kind of analysis 
is seldom reliable; in the U.S.S.R., the “most democratic constitution in 
the world” is not incompatible with a great centralization of political 
power. 

Formal procedures for rank-and-file participation have been described 
by Peterson, Chamberlain, Shister, Kovner and others.?® The member- 
ship may formulate the demand; in the case of a local wage bargain, it 
ordinarily does. It may designate the bargaining committee. It may 
listen to periodic reports on the progress of negotiations, and express its 
opinion as to proper strategy. It may vote on whether the union should 
strike, and whether a strike should be terminated. It may be called 
upon to accept or reject the employer’s offer, and to ratify a tentative 
agreement, either in meeting or through a referendum. It may select its 
delegates to the annual or biennial convention of the union, where the 
general policies of the organization and the conduct of its leaders are 
submitted to review. There are few institutions in the economic or 
social life of the nation with so many channels of communication be- 
tween the rank and file and the leadership. 

It does not follow, however, that trade union wage policy is actually 
made up of rank-and-file decisions, in any real sense. And in point of 
fact, the rank and file is extremely dependent on the leadership for 
guidance on what is equitable, what is possible, and what is acceptable. 
The most important business of meetings and conventions is to permit 
the officers to communicate with the members. The essential function 
of the strike vote and the referendum is to demonstrate the solidarity of 
the union in support of its leaders. The wage policy of a union, like the 
foreign policy of a nation, is a matter poorly suited to the methods of 
primitive democracy. 


37 Chamberlain, of. o#., pp. 33, 47. 

% Florence Peterson, American Labor Unions (New York, 1945), p. 199; Chamberlain, 
op. cit,, Chaps. 1, 2, and 6; Shister, of. ch., pp. 529-32; Joseph Kovner, “Union Conventions,” 
Labor and Nation, Vol. I (June-July, 1946), pp. 31-33. 
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This is not to argue that the rank and file is only a passive tool. It 
does have a temper, apathetic or militant; it does have a propensity or 
disinclination to strike; it is highly susceptible to the appeals of rival 
leaders or would-be leaders. The relationship with the rank and file 
remains the most important in the horizon of the union official. 

The rank and file always wants more. There are two circumstances 
under which the pressure is likely to be imperative. One is a strain upon 
established standards of living brought about by an inflation in the 
price level or a reduction in take-home pay. When these occur simul- 
taneously, as they did in 1945-46, the pressure is particularly great. The 
other is an invidious comparison with the wages, or wage increases, of 
other groups of workers. This comparison originates more often over 
the clothesline than over the lunchbox. These are the sources of labor 
unionism at the grass roots, because they jeopardize the worker’s way 
of life and damage his self-respect. When the refrigerator is repossessed 
by the dealer, and when the nejghbor’s wife begins to put on airs, the 
worker feels a deep and abiding sense of injustice. Other considerations, 
such as the percentage of profit earned by the employer and the in- 
crease in output per man-hour, are infinitely more remote, but they are 
seized upon as supporting arguments once the original feeling of injus- 
tice is created. 

The union must deliver; that is clear. But how much? The individual 
member is not in a position to decide how much the union must deliver in 
order to hold his fealty. Within wide limits, this must be decided for him. 

How much is equitable? Among the profusion of occupations and 
industries in economic life, among the variety of methods of payment 
and non-wage benefits, and among the multiplicity of equitable criteria, 
the “square deal” becomes a complicated and technical matter. The 
individual member may know how much he would like to have, and his 
wife may know how much he really deserves, but both are aware that 
this is not a world of perfect justice. What he ought to receive as a 
condition of provisional satisfaction is another question altogether. The 
individual member is not equipped to answer the question with moral 
certainty. He needs the technical knowledge of a trusted leader. 

How much is obtainable? Here the individual is even more at sea. He 
cannot say what the employer can afford to pay. More important, he is 
not versed in the diplomatic and military strategy which is the key to 
the problem. The member wants all that can be obtained, but the 
guidance of experienced leadership is absolutely indispensable on these 
points. To expect a rank-and-file determination of bargaining strategy is 
about as plausible as to expect the government of the United States to 
conduct its foreign policy through a monthly plebiscite of registered 
voters. 
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How much is acceptable? In the end, the result is frequently disap- 
pointing to the rank and file, because the original demand is almost 
always subject to shrinkage. What seemed equitable and obtainable at 
the outset of negotiations is not in the cards when the chips are down, 
At some point or other, it is wise to conclude negotiations (or terminate 
hostilities) and sign a treaty for another year. This is another strategic 
decision which the rank and file is not equipped to make. 

Thus, trade union wage policy is inevitably 4 leadership function. 
The reason is not that the leadership has wrested dictatorial power from 
the rank and file but that it alone is in possession of the necessary knowl- 
edge, experience and skill to perform the function adequately. l 

This analysis applies to the normal condition of organizational 
health, where the rank and file has trust in its leaders and is willing to 
follow them. There are occasions, to be sure, in which the rank and file 
appear to revolt. They insist on striking against the advice of the off- 
cials, or they stay at work in the face of an order to strike. They reject 
a tentative agreement which is vigorously supported by the officials. 
This is not so much a sign of vigorous democracy as an indication of 
internal demoralization. The membership believes it has been sold down 
the river; it has lost faith in the leadership. Moreover, a rank-and-file 
revolt during a period of mobilization or a state of hostilities is almost 
positive evidence that rival leaders are at work—a dissident faction 
with its own candidates for union office, or else organizers and sympa- 
thizers for a rival union. The truly spontaneous rank-and-file revolt is 
largely a myth, like the spontaneous strike and the pitchfork rebellion. 

In addition to gauging the intensity of rank-and-file pressure, the 
union leader must take into consideration two other factors—the degree 
of inclination to strike and the degree of danger from rival leadership. 

The inclination to go on strike is the net result of many positive and 
negative influences, including the mores of the workers’ community, the 
financial resources of the rank and file, the probable duration of the 
strike, the condition of the weather, and the length of time since the 
last strike. It is ordinarily not feasible to ask a group of workers to 
undergo a prolonged strike more than once every four or five years, just 
as it is not feasible to conduct a major war more than once every genera- 
tion.*® In conducting wage negotiations, the union official must take into 
account the current propensity to strike. For example, the propensity 
to strike was very great in 1946, and very slight in 1947. This is a partial 
explanation for the infrequency of strikes and the small size of wage 
increases in major manufacturing industries during 1947. 

3* The coal miners must be noted as an exception. Many of the commercial mines would shut 
down during the spring or summer in any event, because of the seasonality of demand for coal. 
In addition, the frequency of prolonged strikes in the coal industry can be explained by the 
social isolation of the miners, their exceptionally bitter sense of injustice, and the rigors of 
underground work. 
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Rival leadership may threaten from inside or outside the organization. 
Some leaders, such as the late Sidney Hillman in recent years, enjoy the 
virtually undivided loyalty of the membership, and command a faithful 
and disciplined political machine. Others, such as Walter Reuther, must 
contend with a bitter factionalism. Since the opposition will seize upon 
any opportunity to deprecate their effectiveness, they must take care 
that a wage settlement is not vulnerable to partisan attack. Some 
unions, such as the Teamsters in most localities, occupy a secure terri- 
tory; they may be annoyed by border skirmishes, but the main centers 
of the organization are well fortified against assault. Others, such as the 
three unions in the meat-packing industry, are constantly required to 
beat back each other’s forces of invasion. Any wage settlement is sub- 
jected to scorn and ridicule in the periodicals and pamphlets of the 
opposing unions; the advantages of the settlement are minimized; the 
leaders are excoriated as piecards, Commies, or company stooges; the 
membership is commiserated for having- been sold down the river. In 
arriving at a settlement, it is obviously important to guard against 
these accusations, and to ensure that they will not be persuasive to the 
rank and file. 

There has already been occasion to observe that the provisions of 
trade union constitutions and by-laws are ordinarily as democratic as 
any advocate of popular government could desire. But an apparatus, no 
matter how carefully designed, cannot guarantee the objective it seeks. 
It is not proof against the need for technical knowledge and tactical 
skill, a need which constantly enlarges the scope and authority of leader- 
ship and limits the role of the rank and file. It is interesting to observe 
how the procedures for rank-and-file participation in the wage bargain 
have increasingly become tools for the use of leadership. Originally in- 
tended to implement the final authority of the rank and file, they have 
gradually undergone a subtle metamorphosis, until they have become 
a means of conditioning the membership, communicating indirectly 
with the employer, and guarding the flank against rival leadership. 

The rank and file is assembled to formulate a wage demand. Knowing 
what seems obtainable, sensing the temper of the membership, and 
bearing in mind the strategic possibilities of the situation (from the’ 
standpoint of the union’s institutional objectives), the officials must 
decide whether to “play it up” or “play it down.” They can emphasize the 
employer’s exorbitant profits, or his high costs of production and difficult ’ 
marketing problems. They can point to the rapid advance in the cost of 
living, or they can argue that the price level shows definite signs of 
receding. In calling attention to the wages, and wage increases, of other 
groups of workers, they have a wide field of selection. They can praise 
the employer’s cooperative attitude, or condemn his lack of good faith. 
In other words, they can elect to play the role of militant fighters, or 
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cautious advisers. They must take care not to overrun the limits of 
discretion; but between these limits, the range of choice is quite con- 
siderable. 

Negotiations proceed unsatisfactorily, and the rank and file is asked 
to take a strike vote. This is a ritual affirmation of solidarity, a symbolic 
gesture to impress the employer. To vote “no” would be equivalent to a 
complete nullification of the union’s bargaining power, an act of total 
disarmament during a crisis in foreign relations. An affirmative strike 
vote does not necessarily mean that the membership is desirous of 
striking; as a matter of fact, in the great majority of cases, an affirmative 
vote is not succeeded by a strike. The strike vote is merely a vote of 
confidence in the leadership, taken at a time when it can hardly be 
denied. 

It is for this reason that the strike-vote procedure of the Smith- 
Connally Act proved so ineffective. The procedure was based on the 
illusory hope of driving a wedge between the rank and file and the 
leadership. Many thousands of strike votes have been conducted by the 
National Labor Relations Board; although statistics are not available, 
one may venture to guess that more than 95 per cent have been affirma- 
tive. The only effect of the provision was to instill the habit of securing 
an affirmative vote at the outset of negotiations, a solemn ceremony 
which occasioned no end of merriment among union and employer 
representatives.” 

The membership is asked whether it wishes to approve or reject the 
employer’s offer, which the union officials may have tentatively ac- 
cepted, subject to ratification. On this occasion, much depends upon 
the manner in which the offer or tentative agreement is presented. The 
rank and file wishes to know whether it is the best obtainable. Somehow, 
the officials must communicate an answer. They may point out the 
flaws in the offer, in which case it will surely be rejected. They may 
present it without recommendation, in which case it has no more than 
a ten per cent chance of acceptance. Only when they give it vigorous 
support is it likely to be ratified. If it matches the expectations of the 
rank and file, it will be described as “the best contract in the industry.” 


» A variant of this procedure, proposed by the Nationa] Association of Manufacturers 
in its ten-point labor program, has been incorporated in the Taft-Hartley Act. In “national 
emergency” cases, when the parties are still in disagreement at the end of the cooling-off 
period, the National Labor Relations Board will take a secret ballot among the workers to 
determine whether they will accept the. employer’s latest offer. It will be noted that this 
proposal calls for a strike vote at the conclusion rather than the outset of negotiations. How- 
ever, there is every probability that the rank and file will continue to take their cue from 
the union officials. In the first place, the rank and file cannot be gure that the employer’s “latest 
offer” is actually the best offer which he is prepared to make. In the second place, they do not 
know whether a strike is likely to be short or long; obviously this makes a great deal of differ- 
ence. 
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If it falls short of their expectations, it will be characterized as “a down 
payment on our just demands.” In either case, vigorous support will 
result in ratification—that is, unless the officials have grossly misjudged 
the temper of the membership or the union is factionalized. 

Rank-and-file approval is useful to the officials because it affords some 
measure of protection against rival leadership. The members have 
participated in the bargaining process; any attack upon the settlement 
is a reflection on themselves as well as their leaders.™ 

From time to time, prudence may also require the vigorous prosecu- 
tion of lost causes. A group of workers may feel strongly about some 
fancied grievance, or a grass-roots wage demand, which from any im- 
partial view must be judged unfounded or unwarranted. Notwithstand- 
ing the virtual certainty of defeat, the issue may be militantly pressed 
in collective bargaining. Employers frequently understand that union 
officials are required to support improbable demands, and develop a 
spirit of tolerance toward the practice if it is not carried too far. If it is 
politically impossible for the officials to accept a refusal, the issue may 
be carried to arbitration, again without expectation of success. All of 
these procedures are part of the equipment of successful trade union 
leaders. The improbable demand has important functions; it permits a 
periodic display of militance and devotion to rank-and-file interests; it 
is useful as a symbol of the employer’s intransigeance and the arbi- 
trator’s prejudice. The moral which emerges is useful and pointed. If the 
employer is callous and the arbitrator prejudiced, the only recourse a 
worker has is to a union strong enough to enforce his just demands. 


Summary 

The trade union is a political institution which participates in the 
establishment of wage rates. To conceive of the union as a seller of 
labor attempting to maximize some measurable object (such as the 
wage bill) is a highly misleading formulation. Although comparable 
with a business firm in some respects, it is so dissimilar in other respects 
that the analogy is of questionable value. 

The formal rationale of the union is to augment the economic welfare 
of its members; but a more vital institutional objective—survival and 
growth of the organization—will take precedence whenever it comes into 
conflict with the formal purpose. 

Trade union wage policy is a function of the leadership. It is expressed 
in the various operating decisions which officials are required to make 
in the course of wage bargaining. In making these decisions, the officials 

= “It is interesting to note that union leaders at the local level . . . often would rather not 
have full power to make a settlement. Their reasoning is that if a poor bargain is made with the 


union’s consent, the membership cannot blame the leaders as they would if the leaders nego- 
tiated ‘on their own’.” Shister, op. cë., p. 537. 
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must harmonize a variety of pressures which are focussed upon them in 
the bargaining process. These pressures emanate from a complex of 
political relationships surrounding the officials; relationships with the 
rank and file, with the employers, with other organizational levels of the 
union, with the rest of the labor movement, and with the government. 
In the normal state of organizational health, the officials identify their 
own personal aims with the institutional objectives of the union. There- 
fore, they attempt to reconcile the pressures in such a manner as to 
contribute most to the survival and growth of the organization. 

The relationship between the leadership and the rank and file of the 
union has been explored in some detail in the present article. Trade 
union membership is ordinarily quite heterogeneous; erences’ in 
occupation, age, sex, seniority, employment status, product, process, 
and place of employment give rise to conflicts of interest within the 
organization. It is one of the most delicate political tasks of union ` 
leadership to reconcile these conflicts in the course of administering its’ 
wage program; political ineptitude will disintegrate the coalition. 

Despite the elaborate. formal procedures for membership control of 
the wage bargain, the rank and file is extremely dependent upon the 
officials for guidance as to what is equitable, obtainable and acceptable, 
as well as the indispensable tactical wisdom which only they possess. 
In consequence, the procedures originally designed to guarantee control 
by the rank and file have become devices for control of the rank and file. 
With respect to its wage policy, a union is no more a primitive democ- 
raey thana monopolistic seller of labor. 

A theory of trade union wage policy must address itself to the essen- 
tial character of the union as a decision-making institution, and achieve 
a perspective more intimate than is ordinarily provided by formal 
economic analysis. At the level of normative judgment, there is no 
point in exhorting unions to behave in a’ manner incompatible with 
their survival and growth; if we want them to follow a certain course of 
action, we must make it consistent with their institutional aims.*? We 
must make a choice, or at least strike a balance, between the ideal that 
the union be operated as a pure democracy, and the desire that its 
leaders conform with the canons of business morality. And we must 
give up, once and for all, the notion that unions can be made more re- 
sponsible by making them less secure. 


8 Many economists believe that higher real wages should be achieved through lower prices 
rather than higher money rates. But lower prices do not represent any achievement on the part 
of the union; moreover, no individual union can have any substantial effect on the price level. 
If an increase in real wages brought about by a fall in the price level is to serve as an achieve- 
ment for the union, it must be channelled somehow through the bargaining procedure in which 
the union participates, This would obviously require a large-scale consolidation of bargaining 
structure. 


EXCHANGE RATE DETERMINATION 


By Joun PARKE Younc* ' 


I 


The controversy a decade ago over fixed versus variable exchange 
rates, of little interest today, has been settled in favor of fixed rates 
with infrequent adjustments. The provisions of the International Mone- 
tary Fund Agreement provide for revision of rates, but only in the event 
of fundamental disequilibrium. Even were there no International Mone- 
tary Fund, the day of fluctuating rates is apparently gone. Moreover, 
with or without exchange control, rates are now a matter of considered 
decision to a degree greater than ever before. 

Although the initial par values on the basis of which the Interna- 
tional Monetary Fund has begun operations have been established, it is 
generally recognized that the present is not a favorable time in which 
to select a series of rates that can or should be continued for a long 
period of years. The effects upon countries’ foreign accounts of prospec- 
tive changes in prices, wages, incomes and production cannot be ac- 
curately gauged. Revision of many present rates is therefore to be 
expected. 

The purpose of this paper is not to discuss any particular rate, or the 
appropriateness or inappropriateness of the present rate structure, but 
_ rather to consider the principles which must be followed, and some of 
the difficulties of their application, if a rate or system of rates is to give 
promise of permanence and to be in harmony with economic objectives. 

In selecting a rate of exchange the objective may be stated as a rate 
which in the light of prospective conditions, including governmental 
policies and programs (fiscal policies, tariffs and other restrictions on 
trade), gives promise of yielding an approximate balance in a country’s 
foreign accounts over a period of several years (in so far as a rate by 
itself can do this), and which will at the same time provide cost and 
income relationships with foreign countries which will permit a maxi- 
mum flow of trade in both directions at high levels of domestic activity 
and employment. The selection of an equilibrium rate of this kind re- 
quires decision on several matters. 

> H 


One of the first matters to consider is whether we are discussing a rate 


* The author is adviser, Office of Financial and Development Policy, Department of 
State. 
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under a free market or whether the rate is to be fitted into an economy 
operating under exchange controls. Under a system of exchange con- 
trols and other restrictions equilibrium can be attained, or forced, at 
almost any rate of exchange. With exchange controls the problem of 
rate selection becomes quite different from that of determining what is 
an equilibrium rate in a free market, and has to do with decisions as to 
the desired terms of trade, the amount and nature of imports and (in- 
directly) of exports, prices and the level of employment and incomes. 

The International Monetary Fund Agreement provides for the elimi- 
nation of exchange controls, except on capital movements, after a tran- 
sitional period, although the Fund may permit their retention or’ 
imposition if it sees fit. Free interconvertibility of currencies is a basic 
part of the United States’ foreign economic policy as reflected in the 
Anglo-American Financial Agreement, the Bretton Woods Agreements 
and the Charter of the proposed International Trade Organization. This 
policy is part of this country’s traditional preference for a free-enterprise 
economy, and its belief that such a system is the most effective means 
of promoting an expansion of trade and employment, looking toward 
higher levels of consumption. 

American efforts to eliminate exchange controls and other restrictions 
have had to contend with the trend throughout the world toward an 
increasing degree of government controls of all kinds and a tendency to 
regularize and integrate exchange controls into a general system of 
government controls. 

The objective of exchange rate selection as stated above is not neces- 
sarily inconsistent with a system of exchange controls, although under 
exchange controls it is practically impossible to realize this objective. 
An exchange rate that overvalues the currency and thereby tends to 
cause excessive imports could exist along with international payments 
equilibrium if the country, by means of exchange controls, tariffs, or 
other devices, were to reduce its imports. Such a rate would tend to 
depress exports, and while a balance might be achieved it would proba- 
bly be on a lower level of total foreign transactions. It might lead to 
more or less chronic unemployment, especially if the country were de- 
pendent upon exports to a large extent. The country would also be de- 
prived of imports. Various rates consistent with equilibrium in current 
accounts are thus possible, depending on the extent to which imports 
are restricted or other governmental policies effective. 

Even without exchange controls and extensive import restrictions, a 
rate which overvalues the currency might yield equilibrium, but proba- 
bly, as above, at a low level of foreign trade, national income and 
employment. By discouraging exports such a rate might reduce em- 
ployment and incomes, and consequently imports, so that a balance im 

bd 4 
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foreign payments would still be obtained! Different rates of exchange 
could bring equilibrium at different levels of national income. Great 
Britain in the latter half of the 1920’s suffered from an overvalued 
pound which discouraged exports and was accompanied by unemploy- 
ment and depression. A balance in the country’s payments was main- 
tained for a considerable period without exchange control, but at a 
reduced level of national income and prosperity. Whether a balance 
could be reached under such circumstances would depend upon whether 
external assets were large enough to maintain exchange stability in the 
meantime, and whether deflation would be tolerated. 

It is possible, although unlikely, that a rate which requires rationing 
of exchange will yield as large a volume of trade in spite of the restric- 
tions or prohibitions placed on many transactions and the reduced in- 
centive to exports. It is possible that a controlled rate which would pro- 
vide more favorable terms of trade would permit the country to pay for 
the same or even more imports with about the same or even fewer ex- 
ports (sold at higher prices in terms of foreign currencies), so that the 
total volume would not be reduced. The volume of trade might even be 
increased if the demand for a country’s principal exports were relatively 
inelastic so that a shift of the rate in the direction of more favorable 
terms of trade would not reduce materially the total volume of exports, 
but would provide more foreign exchange for imports. 

In actuality it is doubtful whether such a situation exists in the case 
of many, if any, countries. It could exist in the case of a country which 
had only a few export commodities which could be sold in nearly the 
same volume at a higher price in terms of foreign currencies. While a 
country might export only a few kinds of commodities and with inelastic 
demands, all countries import a diversified list of goods, the price elas- 
ticities of which vary. It is probable that a lower value of foreign cur- 
rencies would cause a significant increase in imports, greater than could 
be paid for, in the case of the above country, by the increased foreign 
exchange, so that exchange control would be needed to maintain equi- 
librium at the more favorable terms of trade. The fact that total imports 
fluctuate closely with variations in national income does not indicate 
that imports are insensitive to price changes. 

A country might decide that even though a rate which yielded more 
favorable terms of trade meant a reduction in the volume of imports 
(due to fewer exports) and the use of exchange or other controls to 
achieve equilibrium, such a course was still desirable in view of the gains 


from the more favorable terms of trade. We shall not attempt to analyze’ 


here the circumstances under which the gains from more favorable terms 


1 A reduction of incomes sufficient to curtail imports to a point where a balance would be 
achieved with the lower exports would require a high multiplier. © 
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of trade would more than offset a shrinkage in imports (a smaller real 
decline than in exports). Such circumstances of net gain are doubtless 
unlikely to exist, especially in view of difficulties commonly resulting 
from depressed export industries. The fact that a net loss results does 
not mean, of course, that countries are willing to reject such a course. 

Another condition which might favor the imposition of exchange con- 
trols is that these permit a country to select the types of goods most 
useful to the economy in general, especially goods to promote economic 
development, and to limit luxury imports. Controls also may permit a 
country to pursue a policy of economic development by deficit financing, 
which inflates monetary incomes and stimulates imports in an amount 
beyond a country’s ability to provide through exports or otherwise. If 
a country chooses to put economic development ahead of price and 
monetary stability, it can do so and through exchange controls prevent 
its foreign accounts from getting out of balance. 

Exchange controls may be useful in dealing with temporary or emer- 
gency situations such as a deficit in international accounts due to a crop 
failure or other relatively short-run disturbances. Rather than to permit 
the machinery of fundamental readjustment to start operating when it 
seems clear that the maladjustment is temporary, a wiser policy might 
be to enforce exchange controls, although like a tariff to foster young 
industry it is much easier to impose controls than to remove them. 
Legislation has recently been adopted by Guatemala to deal with tem- 
porary situations that aims at a minimum departure from competitive 
commercial principles, and a large amount of automaticity in the impo- 
sition and elimination of exchange controls.? 

In actuality exchange controls are commonly used to deal with the ` 
consequences of a loose fiscal policy, or with disturbed conditions with 
which the country is unable (or unwilling) otherwise to deal effectively. 
As a result of the war many countries today, of course, have little 
choice but to continue controls for the present. 

Exchange controls, as noted, usually reduce the total volume of trade, 
and also distort production and economic activity away from the pat- 
tern determined by consumers’ choices and comparative efficiency as 
between countries. It is possible, but unlikely in most cases, that the 
altered pattern would conform more closely in the net to economic and 
social objectives. Exchange controls interfere with the division of labor, 
and reduce the benefits therefrom by diverting production away from 
the most efficient channels. They also ae foreign investment 
and desirable types of capital flow. 


, 


2 This system was devised with the aid of Mr. Robert Triffin whose services were made 
available to Guatemala by the Board of Governors of the Federal Reserve System. For a de- 
scription of the system, see Federal Reserve Bulletin, March, 1946. 
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One of the strongest arguments against exchange controls is the ex- 
tensive amount of black market corruption, inefficiency and partiality 
which commonly accompany exchange control administrations, and 
which are well-nigh inevitable in all countries with human nature as it 
is. Furthermore, control over the types and amount of imports can be 
effected by means other than exchange control and without the conse- 
quent evils of exchange controls, although import controls have their 
own not dissimilar evils. The Charter of the proposed International 
Trade Organization specifically recognizes that member countries may 
select imports according to their essentiality to domestic programs. 

In most instances the balance of gain as a permanent arrangement 
appears to be strongly on the side of a free exchange market (at a rela- 
tively fixed rate), as recognized by United States official policy and 
by the provisions of the International Monetary Fund Agreement. Ex- 
change rate determination, it is believed, should be based on the assump- 
tion of a free exchange market. 


Ol 


In selecting exchange rates consideration must be given to how much 
reliance is to be placed upon levels of prices, wage rates and other costs 
in the different countries, especially in comparison to those in the United 
States and the United Kingdom. 

Purchasing power parities have well-known theoretical and practical 
weaknesses as a means of exchange determination. Movements in in- 
comes or in the structure of prices may cause greater changes in exports 
and imports than do changes in price levels. Furthermore, real changes 
in production, especially for export, or a shift in world demand for a 
country’s products with consequent effects upon the value of its exports 
and imports, may necessitate a change in the exchange rate in order to 
bring equilibrium in the balance of payments, without any change hav- 
ing taken place in relative price levels. Price indices do not always re- 
flect adequately cost changes in the commodities most significant in a 
country’s foreign trade. A maladjustment which may have existed in 
the base year will be carried over into the currently computed purchas- 
ing power parity. 

In spite of these and other difficulties, as a practical guide to an 
equilibrium rate, especially when drastic changes in price levels have 
taken place, the purchasing power relationship of currencies is of funda- 
mental significance. Purchasing power parity computations are useful 
as a point of departure from which adjustments can be made for real 
changes and other factors that affect the balance of payments. The 
theoretical weaknesses which are found in the purchasing power parity 
approach, and which have intrigued economists, are from the quantita- 
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tive standpoint not likely to involve large amounts for short periods of 
time. The real changes and shifts in demand which may affect the 
balance of payments ordinarily require considerable time before they 
assume sizable proportions. Moreover, monetary and price level changes 
of the past few years have certainly been very much greater than basic 
real changes (apart from temporary disruption) in production and world 
trade. f 

The experience of the first World War was that, on the basis of 1913 
prices, purchasing power parities were very significant indicators of 
where exchange rates settled under the conditions of free exchange which 
prevailed after that war. When the pound, the franc and the lira were 
unpegged in 1919, exchange rates promptly declined to levels not far, 
from the purchasing power parities based upon 1913 price relationships. 
Currency stabilization after the first World War was conducted in a 
haphazard manner, and had more attention been paid to relative 
changes in prices and costs, some of the subsequent balance of payments 
difficulties could doubtless have been avoided. 

Related to the purchasing power parity approach in exchange rate 
determination is an examination of the relative expansion of total cur- 
rency supply, #.e., net money and deposits, and its relation to the vol- 
ume of production. This method is open to most of the objections of 
purchasing power parities, but also has advantages, especially as a check 
on conclusions reached by other means. The consequences of currency 
expansion, namely the effects upon incomes and prices, are often erratic 
and take place more quickly and are greater in some countries than in 
others. Currency supply figures are useful in analyzing longer range and 
underlying influences not revealed by price indices. Currency supply 
figures are, of course, not by themselves an accurate or complete indi- 
cator of cost and price changes so that they should be used not as con- 
clusive evidence but rather as supplementary data. 

In the United States, price rises in relation to currency expansion have 
been more orderly and also more deferred than in most other countries. 
Recognition of the United States expansion of about three times since 
1939 is useful in gauging by comparison the possible ultimate effects of 
greater or lesser foreign currency pen upon exchange rates and 
what would be an equilibrium rate? 


3 An unusual situation exists at the present time in the case of Venezuela’s rate. The present 
rate in Venezuela (referring to a series of rates) may be said to be an equilibrium rate in the sense 
that large dollar receipts from oil exports appear adequate to maintain the rate, but the rate 
makes the dollar very cheap in Venezuela and causes local costs and prices in terms of dollars 
to be extremely high. In this case a major real change, expansion of oil exports, has had an 
important effect upon the balance of payments, tending to create conditions which bring equi- 
librium at a new value relationship between the bolivar and foreign currencies. The present 
exchange rate for most commercial transactions (approximately 30 cents compared with about 
19.3 cents for a long period prior to 1931), provides more favorable terms of trade to Venezuela, 
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Since an equilibrium rate is merely a rate that equilibrates, and is the 
result of many forces which act and react upon each other, no simple 
formula for the selection of an equilibrium rate is possible. If it were 
possible to forecast accurately the balance of payments of a country 
over a period of years at a series of hypothetical rates, and to measure 
the level of economic activity at each rate, we would be able to select a 
rate which would accord reasonably closely with the objective noted 
abové (p. 589), with or without exchange controls. The prospective bal- 
ance of payments is clearly the key to rate determination, but such a 
statement by itself obviously does not take us very far. 

In addition to technical difficulties ofconstructing a balance of pay- 
ments statement, especially in estimating it for the future, there is the 
complication that a balance may be obtained at various exchange rates, 
with varying levels of economic activity and different terms of trade. 
Furthermore, a balance in a country’s foreign accounts is not necessarily 
to be attained, in the practical sense, solely by an alteration of the 
exchange rate. If the exchange rate by itself were relied upon to bring a 
balance, especially over short periods, drastic rate changes would in 
many instances be necessary. And there would be no assurance of success 
if the maladjustment were due to internal factors such as an unbalanced 
budget and inflated, or deflated, money incomes—a rise in money in- 
comes tending to stimulate imports, and vice versa, with considerable 
effects upon the balance of payments. Increases in exports, on the other 
hand, are frequently the result of larger incomes in foreign countries 
rather than of a low exchange rate. It is not easy to gauge the part 
played by an exchange rate in any given disturbed situation. 

A further complication in the selection of an equilibrium rate is that 
of tariffs and other governmental measures affecting foreign trans- 
actions. Trade does not take place in a laissez-faire world and the ques- 
tion arises as to what allowance should be made for the effects of 
governmental actions upon the balance of payments. Equilibrium 
under controlled economies may be quite different from what it would 
be were there no controls; and controls are constantly changing. 

Trade today takes place to a large degree as a result of government 
decisions with respect to its direction, type and volume. The forces 
which press for equilibrium when trade is conducted privately are 
frequently altered or absent when trade is carried on by governments, 
or when trade is strongly influenced by governmental actions. Neverthe- 


but tends to depress Venezuelan export industries and to make the cduntry’s economy depend- 
ent almost wholly upon oil, a matter of increasing concern to many Venezuelans. The rate, on 
the other hand, makes imports cheaper and encourages the economic development of the 
country in view of the important part imported goods play in such development. 
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less, governments cannot ignore the need of achieving a balance in 
international accounts. Lack of equilibrium can exist after currency 
reserves and foreign assets are gone only so long as the rest of the world 
is willing to supply the country on credit or from gifts. 

While there is reason to believe that substantial success will be 
achieved in the efforts to reduce trade restrictions, the safest procedure 
for the present in calculating a balance of payments is to assume a 
structure of tariffs, governmental regulations and other measures not 
very different from that now prevailing. Rates to be selected should, 
therefore, be ones which seek equilibrium on the basis of present 
governmental policies, tariffs, regulations and other measures, with 
some allowance for a reduction in existing trade barriers. The amount 
of allowance would depend upon the specific character of the country’s: 
trade and the probable relation to the program to reduce trade barriers. 

The extent to which the flow of capital is to be admitted in a structure 
of foreign payments that is considered in equilibrium depends upon 
whether such flow is of a regular and continuing nature, as opposed to 
erratic and uncertain movements. The regular outflow or receipt of in- 
vestment capital should no doubt be considered as part of an equilib- 
rium, but it is difficult in practice to know whether 4 given flow is of a 
continuing or spotty nature and what long-run changes in equilibrium 
will be induced. 

In most countries, including the United States, capital flow, both 
inward and outward, has been unstable, and it is difficult to make. 
proper allowance for it in projecting balance of payments statements 
into the future. Unless a prospective flow of capital in predictable 
amounts is fairly clear, conservative procedure from the standpoint of 
an equilibrium rate of exchange is to confine balance of payments data 
to current items and to exclude the flow of capital. The International 
Monetary Fund Agreement, moreover, contains special provisions for 
dealing with capital movements.‘ 

The above complicating factors do not, of course, reduce the need for 
a rate of exchange that tends to promote a balance in foreign accounts, 
but rather indicate the difficulties in determining what rate of exchange 
is an equilibrium rate in the sense noted. 


V 


Two questions closely related to each other have to do with the length 
- of the period for which a given rate is contemplated, and the length of 
the period over which a balance is to be sought. Frequent rate adjust- . 
ments could be undertaken to contribute to the attainment of a balance 


4 Cf. Article VL 
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whether over a long or short period. A year would be too short a period 
of time for which a given rate is selected and exchange stability sought, 
except in special cases where conditions are extremely upset and where 
adjustment to a more lasting rate must be accomplished by stages as 
the future becomes clearer. In such cases internal conditions and reason- 
able cost relationships, more than a balance in current accounts, are 
likely to be the immediate considerations in rate selection. During 
present disturbed conditions the seeking of an equilibrium rate must in 
the case of several countries be influenced by or temporarily subor- 
dinated to other considerations. 

While a year is too short a period for the life of a rate or for a balance 
in accounts, ten or fifteen years, on the other hand, is too long a period 
to look ahead, inasmuch as it is impossible to forecast conditions that 
far in advance. 

A period of some three or four years is probably about as far, in the 
case of most countries, as actions or lack of actions regarding exchange 
rates should attempt to anticipate the future, with the hope of course 
that the period of stability will in practice be much longer and that 
rates now selected may continue indefinitely. Unless there seems to be a 
good likelihood that an exchange rate can during the ensuing approxi- 
mately three or four years contribute strongly to the creation of con- 
ditions which would bring current accounts into reasonable balance— 
in so far as a rate by itself can create such conditions—and promote 
healthy trade and cost relationships, such rate should not be regarded 
as an equilibrium rate. 

Such period of three or four years does not necessarily mean that 
during this time foreign accounts would on the average balance. A 
longer period over which to average good years and bad years is proba- 
bly unavoidable. What the length of this longer period should be is re- 
lated to the length of economic movements including that of the busi- 
ness cycle. If after a reasonable period, perhaps two or three years, 
subsequent to the introduction of what is hoped will be an equilibrium 
rate, an imbalance in foreign accounts shows no signs of being corrected, 
an adjustment in the rate of exchange should be considered. 

The extent to which exchange stability and a balance in accounts can 
‘be maintained through periods of cyclical and other economic readjust- 
ments of fairly long duration will depend to a large extent upon the 
degree to which countries pursue concerted economic policies, wherein 
national incomes and other conditions rise and fall together and dis- 
turbances are subjected to common remedies. In all cases of maladjust- 
ment, it is necessary, but not always easy, to distinguish in so far as 
possible between temporary disturbances and basic maladjustments. 
This is an important part of the present problem, especially in Europe 
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and the Far East where the economies have been greatly dislocated. In 
Latin America it is difficult to determine the amount of the present in- 
flation that is of a permanent type and represents a new level of values, 
and the amount that will disappear with eventual readjustments. 

The longer the period over which a balance is to be maintained, as 
well as for which a rate is selected, the larger, of course, must be the 
available foreign exchange reserves. The existing resources of the Inter- 
national Monetary Fund are relatively not great in comparison with the 
current foreign exchange needs of members, so that reliance of members 
must be essentially upon their current export trade, own currency re- 
serves and possible credit arrangements. Properly selected rates are 
therefore of considerable importance to the functioning of the Fund, - 
apart from their general economic importance. 

The existence of large reserves, even though such reserves are being 
drawn down to support the rate of exchange, tends to justify the rate in 
the eyes of some countries. Such reserves may permit a longer period in 
which to test whether conditions may not move in favor of the present 
rate, and to ride through a cycle; but such use of reserves should be 
undertaken cautiously, since unless an improvement in the balance of 
payments is in sight, the country will be using up its reserves to meet 
conditions which are not counterbalanced by compensating conditions. 
With reserves depleted the country will be unable to pursue a policy 
involving as long a period of exchange stability or of a balance in ac- 
counts without resort to exchange controls. 

Whether a rate should be allowed to continue out of line must be de- 
‘termined largely by the following considerations: (1) the prospect that 
present trends or future developments will of their own accord obviate 
the need for a rate change and that the existing rate will eventually be- 
come more nearly in line; (2) the extent of the disturbances, both eco- 
nomic and political, which may be expected if the government by posi- 
tive measures attempted to remedy conditions behind the existing 
maladjustment without a rate change; (3) the extent of the disturb- 
ances attributable to the maladjusted rate (maintenance of the prevail- 
ing rate might be indicated by the small magnitude of the disequilibrium 
even though long continued); (4) the extent of the disturbances which 
would accompany a change in the rate including the political con- 
sequences and encouragement to inflation; (5) the extent to which the 
maladjustment would be cured by a change in the rate, as compared to a 
situation in which other factors, such as inflated money incomes, are the 
principal cause of excessive imports in relation to exports, or wherein 
price elasticities of imports and exports are low so that a change in rate, 
unless fairly drastic, would not by itself contribute much to an equilib- 
rium; (6) the size of the country’s currency reserves and the country’s 
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consequent ability to maintain for the time being a rate that appears 
more or less out of line, looking to a long-range policy of exchange 
stability. The size of the reserve might limit actions indicated under 
(1), (2), (3), (4) and (5) above, and affect decisions regarding retention or 
imposition of exchange controls or the taking of other measures. 


VI 


Purchasing power parity computations indicate that many currencies 
are now overvalued in relation to the dollar from the standpoint of 
balance of payments equilibrium. While the reliability of the price data 
is open to question, the general conclusion of overvaluation is supported 
by the fact that it is obvious to travellers abroad that the former long- 
standing condition of relatively low prices enjoyed by Americans with 
dollars no longer exists. The extent to which the former condition of 
low prices in terms of dollars, which had prevailed more or less regularly 
all over the world, represented a condition of balance and of trade and 
price adjustment, cannot be measured. However, in view of the great 
improvements in United States productive techniques and in the vol- 
ume of output, and in spite of the advances in productivity in some 
foreign countries, there is no reason to believe that this long-standing 
and almost universal condition of favorable terms of trade for the United 
States would be materially altered, except perhaps in some cases, if 
rates were free to seek their own levels and conditions more settled. 

Productive advances in some foreign countries have been rapid, and 
it is possible that the rate of improvement in some backward countries 
has been as rapid or even more rapid than in the United States, although 
such data as are available do not indicate this. On the other hand, the 
war and the expansion of mass production methods in the United States 
have brought great increases in the volume of production, actual and 
potential. Industrial production in the United States in June, 1947 
was 183 per cent of the 1935-39 average. Data with respect to foreign 
countries are inadequate, but it is obvious that with wartime destruction 
and disruptions the volume of production throughout much of the world 
has suffered relatively to that of the United States. It appears probable 
that the same long-standing real price relationships which existed under 
relatively free trading and exchange conditions still represent approxi- 
mately what would be a condition of more or less general balance and 
equilibrium in international accounts. 

The prevailing world dollar shortage does not necessarily indicate 
basic and long-run overvaluation in view of the special circumstances 
behind the demand for dollars. It points in that direction, however. 

The apparent overvaluation of many foreign currencies is supported 
by the widespread use of exchange controls which tend to freeze rates 
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and defer necessary adjustments. While exchange controls are often- 
times useful, especially at present, in preventing needless fluctuations, 
in conserving exchange and in regulating the kinds of goods imported, 
their use imposes a responsibility upon the authorities to see that their 
retention does not delay the taking of desirable but perhaps unpopular 
actions, nor postpone needed rate adjustments. 

An undervalued rate has the advantage of being easier to maintain 
-than an overvalued rate, but results in less favorable terms of trade, 

at least temporarily. An undervalued rate also gives a country a com- 
petitive trade advantage, so long as internal prices do not compensate 
for the undervaluation. A lowering of the exchange value of the currency 
(whether involving undervaluation or not) is unpopular in most coun- 
tries since it results in higher prices of imported goods and is regarded as 
a sign of weakness and damaging to the country’s prestige. 
An undervaluation, on the other hand, tends to counteract deflation- 
ary tendencies to the extent: that it discourages the drawing down of 
exchange reserves with resulting internal contraction, and to-the extent 
that it stimulates the export industries. If deflation and depression are 
considered imminent there are advantages to a country in fixing its rate 
at a slight undervaluation, in addition to those resulting from the 
stronger position of an undervalued currency. Undervaluation, how- 
ever, would tend sooner or later to disappear. 
A large outflow of investment capital from the. United States, by in- 
creasing the supply of dollars in the hands of foreigners and therefore 
tending to bring pressure on the rate for dollars, might cause foreign 
prices to Americans to be slightly higher than otherwise. (The inflation- 
ary effects of increased holdings of dollar exchange are in the same 
direction.) While such an influence is probably minor, if world conditions 
should become stabilized politically as well as economically the expected 
large increase in American foreign investment might tend to cause a 
narrower difference than has historically existed between prices in for- 
eign countries and in the United States. This alteration would come in 
the first instance (slightly) through the increased supply of dollars, and 
subsequently through improved productivity abroad and a consequent 
weakened demand for dollars. 

Disposal by foreigners of their large holdings of dollar assets also . 
tends to affect the terms of trade, for similar reasons. Many foreign 
countries, especially those of Latin ‘America, have obtained these assets 
rather easily and are ready to spend them freely. While they last these 
assets tend to support an overvaluation of the foreign currencies in 
terms of dollars. Furthermore, the condition of large money incomes in 
the United States weakens resistance here to American buying of foreign 
goods on relatively unfavorable terms of trade. 
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vil 


Determination of a rate that gives promise of being an equilibrium 
rate in the sense noted’ involves the use of several procedures, centering 
around price and cost movements, and detailed estimates of the balance 
of payments over the ensuing few years. The analysis includes a study 
of movements, past and prospective, of monetary and real costs, prices, 
incomes, money supply, physical production, productive efficiency and 
world demand for the country’s products, as well as factors such as the 
country’s plans with respect to government controls, aid to industry, 
trade restrictions and fiscal policy. The synthesis of the results of these 
studies into a single figure in the form of an exchange rate, perhaps 
with a decimal point, necessarily leaves much to be desired in the 
matter of precision; nevertheless, some figure must be named. 

The analyses depend almost entirely upon statistical data, which in 
many instances are seriously inadequate. Some of the major items in 
the balance of payments are necessarily estimates, such as service items, 
tourist expenditures, interest and dividends, and capital flow.® Esti- 
mates from present data, no matter how carefully made, necessarily 
have a wide margin of error, especially when projected into the future. 
A comparison of actual realizations (still estimates) with earlier forecasts 
of the same items reveals the magnitude of statistical difficulties. These 
difficulties and the fact that in many foreign countries statistical pro- 
cedures are not far advanced, weaken the reliability of balance-of- 
payments data for gauging exchange rates. Yet the balance of payments 
must remain the principal guide to exchange determination. 

Price indices have well-known deficiencies and are also unreliable. 
Frequently some of the prices included are official prices and others in 
the same index are free- or black-market prices. The index may or may 
not reflect accurately the real purchasing power of the currency unit, 
particularly with respect to commodities most significant in the coun- 
try’s foreign trade. In some instances suspicions exist that the index is 
deliberately. miscalculated in order to minimize the apparent rise in the 
cost of living. 

. Data on the course of monetary incomes are extremely inadequate in 
almost all countries, so that little can be done to determine statistically 


5 Cf. p. 589 f ` 

6 Export and import figures are usually considered reasonably accurate, but smuggling and 
methods of calculation sometimes cause considerable error. Thus exports may be shown 
either c.i.f. or f.o.b., or as in the case of one country for certain years exports are f.o.b. and a 
flat 20 per cent is added for c.i.f. charges, whereas other years include actual c.i.f. charges. The 
method used makes considerable difference in the final result. In another country oil exports 
are valued aribtrarily at $1.20 a barrel. At present this figure undervalues the oil exports, 
whereas not long ago it overvalued these exports. It is not always possible in the practical sense 
to find out how export and import figures are calculated, and to make necessary adjustments. 
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the effects of such movements upon the balance of payments and upon ~ 
exchange rates. 

Changes in the gold and foreign exchange holdings of a country reflect 
actual drawings or accumulations of foreign reserves, and in a sense are 
a test of whether a balance is actually being maintained. Such figures, 
however, are not a reliable guide since complete statistics for private 
holdings abroad are seldom available; in some instances these private 
holdings are substantial. Large sums of capital are often exported 
through the black market and deposited in various banks abroad for 
private account. 

Changes in official gold and foreign exchange holdings also reflect 
capital movements, where permitted, including movements of an ab- 
normal nature. Thus a country that finds its visible foreign reserves 
declining may nevertheless have a balance in its current foreign ac- 
counts, but be experiencing a flight of capital, perhaps into foreign se- 
curities. 

VIN 

When new exchange rates are being established there are advantages 
in selecting a rate for the foreign currency that has an even relationship 
to the United States dollar, such as $1, 50 c., 25 c., 20 c., etc., or at least 
in avoiding rates that have no understandable relationship. Apart from 
the convenience in calculating conversions and the favorable effect upon 
trade and other economic relations, an even rate tends to promote con- 
fidence in the stability of the rate. An even rate is regarded as definitive 
and more likely to be permanent than an odd amount. It therefore tends 
to discourage speculation and rumors of a change with consequent flights 
of capital and other difficulties. 

Guatemala’s present rate of 1 for 1 is unquestioned in Guatemala; 
similarly the rates of Panama, Cuba, and the Dominican Republic are 
regarded as settled. Haiti’s rate of 5 to 1, and Salvador’s rate of 24 to 1 
(40 c.) are generally accepted as final in these countries. When Canada 
recently returned to the even rate for 1 for 1 confidence in the Canadian 
dollar increased. Subsequent rumors, when difficulties arose, that the 
rate would not hold, met resistance from thé fact that the rate was an 
even one with the United States dollar, as well as being the Canadian 
par value. Reports heard from time to time that the pound sterling 
would be changed to an even $4.00 indicate the public’s attitude toward 
an even rate. If such a shift in the value of the pound were to take place, 
it would doubtless strengthen confidence in the rate. 

In countries where the rates are odd ratios to the American dollar 
there is frequently greater or less discussion over the possibility of a 
change. The discussion is, of course, not solely or even primarily at- 
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tributable to the odd rate, but the odd nature of the rate is a factor in 
the uncertainty. 

When a new exchange rate is being established it is not always possible 
to select a rate that has an even or simple relationship to the dollar 
without causing a wider change than is necessary. Nevertheless, when 
it is possible to select an even rate there are distinct gains from such a 
procedure. 

Xx 


In view of the difficulties of measuring statistically the international 
financial position of a country, especially for future years, an exchange 
rate selected must necessarily be only an attempted approximation to 
the equilibrium rate sought. The equilibrium rate sought, however, may 
be within a range rather than a single precise point, judging by experi- 
ences with previous rates, including those of the gold standard. The 
economic system is sufficiently flexible so that relatively painless ad- 
justments will doubtless take up a reasonable amount of slack if the 
rate is not far off center. 

Rate selection through the trial-and-error method of variable rates— 
the method used (or allowed to happen) after the first World War to 
bring an equilibrium—has not been seriously considered during the pres- 
ent postwar period. In view of speculative pressures and extreme fluctu- 
ations, failure to adopt the uncontrolled trial-and-error method is all to 
the good. We are unable to depart completely from this method, but on 
the other hand have progressed considerably and do not proceed blindly 
nor by innumerable trials. As in the case of most economic problems, 
the economic difficulties are less than the political difficulties. The In- 
ternational Monetary Fund, moreover, provides formal machinery for 
an orderly adjustment of rates when it becomes clear that a mistake 
has been made or when fundamental conditions have changed. 


THE BURDEN OF IMPORT DUTIES WITH | 
FIXED EXCHANGE RATES 


By Earr R. Roipr* 


An analysis of import duties, like that of other taxes, involves the 
dual task of determining the payment burden and the economic effects 
of the levies. To the extent that import taxes yield revenue to govern- 
ments imposing them, some people or groups must be giving up the 
money which the government receives. The people who pay money to 
the government in the first instance, the legal taxpayers, may or may 
not be the final taxpayers. If they are not the final taxpayers, they act 
as a conduit for the money paid by other groups on its way to the Treas- 
ury. The determination of what people or groups contribute the money 
which becomes the Treasury’s tax revenue is the problem of tax inci- 
dence. 

Taxes may, in addition, affect production, resource allocation, and the 
composition of products made available in the economy. Import taxes 
may reduce (or increase) the volume of imports or alter the composition 
of imports. Domestically, the production, of exports may be curtailed 
because of import taxes and the output of products for domestic sale 
may be increased, and if the economy is not capable of sufficient ad- 
justment, import duties may lead to unemployment of resources. In 
addition to real effects, import taxes may alter the absolute level of the 
national money income and change its distribution among various 
members of the community. In the present discussion, we shall endeavor 
to point out some of these effects. Our major concern here, however, is 
the shifting and burden of import duties. 

Actual schedules of import duties consist of a variety of rates ranging 
from zero to prohibitively high rates. In the United States, some items 
are taxed on an ad valorem basis, the tax base being the estimated pre- 
entry value of the item imported. Other items, such as vegetables and 
fish, are taxed at specific rates. For purposes of simplicity in analysis, 
we shall deal in this paper primarily with uniform ad valorem rates on 


* The author is assistant professor of economics at the University of California. 

1 The terms “burden” and “incidence” are used interchangeably in this paper. The usage 
here follows that of A. C. Pigou (Cf. A Study in Public Finance (London, 1929], p. 198). The - 
terminology employed here is somewhat similar to that suggested by Ursula K. Hicks (“The 
Terminology of Tax Analysis,” Econ. Jour., Vol. LVI, No. 221 [Mar., 1946], pp. 38-50) if I 
understand her suggestions correctly. We are not, however, concerned about the possibility of 
distinguishing between “direct” and “indirect” taxes, which constitutes the core of her discus- 
sion. 
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all imports. This approach emphasizes the effects of import taxes on 
all imports and all exports rather than upon the pattern or composition 
of trade. If the theory to be developed’is correct, an analysis of import 
taxes imposed at uniform rates is a necessary step to explain the inci- 
dence and effects of duties of varying rates.? 

An ideal theory of import duties must explain the incidence and 
effects of such taxes under any of the great variety of conditions found 
in fact. The foreign exchange relations between countries where freedom 
exists to buy and sell foreign exchange and to export and import goods, 
services, securities, and money ranges from absolutely fixed exchanges 
to automatically fluctuating exchanges.’ Over time, foreign exchanges 
may be fixed for short intervals and then corrected for whatever econom- 
ic or political reasons the governments or central banks concerned 
may consider important. In the typical older gold-standard practice, 
foreign exchange rates were permitted to fluctuate within narrow limits, 
and flows of gold were the effective instrument to confine exchange 
rate fluctuations within the “gold points.” We are here concerned, 
however, only with absolutely fixed exchanges. We shall not endeavor to 
explain import duties in the various (almost unlimited) cases of ex- 
change control where special devices are used, such as direct rationing 
of exchange, direct controls on imports, exports, or securities, forced 
sale of certain classes of goods for export only, priorities, quotas, etc. 

Explanations of the difference which import duties make in interna- 
tional trade typically follow two intellectual traditions. There is the 
one-commodity-at-a-time approach which applies the customary tech- 
niques of partial equilibrium analysis to a tax upon the importation of a 
specific commodity.‘ The effect of a tax upon the importation of coffee, 
for example, is analyzed in terms of its effects upon the supply of coffee 
to the importing country and the repercussions on the demand. The 
sophisticated application of this analysis leads to the conclusion that 
the tax may be borne in part (possibly entirely) by the foreign producer 
of the imported item. If the supply of coffee, for example, does not 
change under the impact of a lower net price to the grower, and if 
countries levying import taxes on coffee are a large part of the market 
for coffee, it seems to follow that a coffee grower in Brazil may bear part 
of an import tax on coffee. This type of analysis also suggests that part 
of the tax (possibly all) may be borne by the domestic consumers of the 

? This procedure follows the neo-classical development of the theory of import duties. Cf. 
Alfred Marshall, Money, Credit, and Commerce (London, 1923), App. J. 

3 For a discussion of classification of foreign exchange conditions, see J. H. Williams, “The 
Adequacy of Existing Currency Mechanisms under Varying Circumstances,” Am. Econ. Rev., 
Vol. XXVI, Suppl. (Mar., 1937), pp. 151-68. 

1 One of the best studies of this kind is that made by Henry Schultz, Statistical Laws of De- 
mand and Supply (Chicago, 1928), Pt. DIT. 
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taxed import. If the tax acts to restrict the amount of the commodity 
imported, it may raise the price, and thus buyers are said to bear the 
tax which their government imposes.’ In international trade literature, 
this approach is very common and is almost invariably employed in 
empirical studies of a particular commodity imported. 

The other intellectual tradition in import tax analysis stems from the 
reciprocal-demand concept. This approach, originating with the young- 
er Mill, is an application of general equilibrium analysis to international 
trade. Upon the foundation of Mill’s penetrating suggestions, F. Y. 
Edgeworth, C. F. Bickerdike, Alfred Marshall, A. C. Pigou, and others 
built an imposing body of international trade doctrine.* Import duties 
are conceived as shifting the terms upon which one country is willing to 
trade with others. The burden of general import taxes, according to this 
view, rests in part upon those foreigners who consume the exports of the 
country imposing the import taxes. The taxation of foreigners is con- 
ceived not as a mere possibility but rather as an inevitable result of 
duties, as Pigou has explicitly maintained.’ The portion of the burden 
of import taxes which does not rest upon foreign consumers is borne by 
domestic consumers, although this point is rarely explicit in the litera- 
ture. According to the reciprocal demand approach, import duties have 
the same effects and burden as export duties, although Edgeworth 
never could fully convince himself of this point.’ 

Following the reciprocal demand approach, I have attempted in a 
previous paper to develop another view concerning the burden of import 
duties under fluctuating exchanges.’ In opposition to the theories of 
Mill and the neo-classical writers following Mill, I have argued that 
import taxes are always borne domestically and never by foreigners. The 
conclusion is reached that all of the burden of import taxes rests upon 
certain domestic groups, namely the owners whose resources are en- 
gaged in the production of exports and the owners of resources which 
are competitive with those engaged in production for export. These 
people bear the tax by receiving smaller money incomes than they 
would have received, equal in amount to the yield of the tax to the Treas- 


$ Cf. H. Schultz, of. ci., p. 204, 

‘Cf. F. Y. Edgeworth, Papers Relating to Political Economy (London, 1925), Vol. IT, pp. 3- 
60; C. F. Bickerdike, “The Theory of Incipient Taxes,” Econ. Jour., Vol. XVI (1906), pp. 
529-35; Alfred Marshall, op. ci#., Bk. II, Chaps, 8, 9, 10, and App. J.; A. C. Pigou, op. cH., pp. 
198-219. 

TA. C. Pigou, op. cH., p. 207. 

t F, Y. Edgeworth, op. cii., p. 39, and A. P. Lerner, “The Symmetry between Export and 
Import Taxes,” Economica, N.S., Vol. 3 (1936), pp. 306-13. Professor Lerner has now appar- 
ently abandoned the symmetry view. Cf. Economics of Control (New York, 1944), pp. 356-64. 
` Fs “The Burden of Import Duties,’ Am. Econ. Rev., Vol. XXXVI No. 5 (Dec., 1946), pp. 
788-812. 
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ury. Domestic consumers, on the other hand, do not bear import 
duties at all. The effects of the tax vary depending upon the character 
of the reciprocal demand schedules. The volume of imports may in- 
crease, decrease, or remain the same, depending upon the elasticity of 
the foreign demand for imports, the mobility of resources in domestic 
export trades, and the mobility of resources in foreign export trades. 
These conclusions are developed from the premise that the reciprocal 
demand analysis, when reduced to money terms, involves the assump- 
tion of perfectly fluctuating exchanges. The tax reduces the supply of 
domestic money in the foreign exchange market, thereby reducing the 
domestic price of foreign currency and as a consequence immediately 
taking income from domestic producers of exports. The latter adjust 
to their worsened position by curtailing production for the export 
market and shifting production to suitable domestic fields. Price and 
` incomes in the fields invaded fall, forcing those already located in such 
industries to share the tax burden in the form of lower money income. 
Foreign consumers or domestic consumers do not bear any of the tax for 
the reason that the exporters of the country imposing duties have no 
economic power to shift the tax burden to them. 

The next step in the development of this theory of the burden of 
import taxes is an examination of these taxes under conditions of fixed 
exchanges. a 

I 


Marshall, in his development of international trade theory, with the 
use of the reciprocal-demand concept, makes the assumption that “in 
the long run” international demands are independent of money.!? If 
a theory is confined to “long-run” adjustments alone, this assumption 
makes the particular type of foreign exchange rate pattern at any one 
time of no relevance. Fluctuating foreign exchange rates may provide a 
setting more conducive to the rapid attainment of full adjustments than 
do fixed exchanges accompanied by internal price and income move- 
ments, but the final results are presumably the same. The neo-classical 
assumption that international demands are independent of money, 
although perhaps proper in the initial stages of development of pure 
theory, unfortunately provides a theory of only limited relevance. It 
fails to explain the burden and effects of import taxes where gold flows 
in the direction of one country or where other circumstances suggest a 
“disequilibrium” condition. During the 1930’s, for example, the United 
States obtained substantial quantities of gold, and a point of view which 
assumes, among other things, equilibrium in gold movements cannot’ 
hope to give a definitive explanation of the role played by import duties 
during such periods. 

10 Marshall, op. cH., p. 184. 
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If the assumption that international demands are independent of 
money is dropped, the task of explaining the effects of import duties 
becomes more complicated. The useful and simplifying device of re- 
ciprocal demand schedules may no longer be directly employed to show 
how import taxes change a country’s imports and exports. The reason 
why they may not be so used follows from the character of the schedules 
themselves. A point on the reciprocal demand schedule of a country 
purports to show the quantity of the country’s exports which will be 

_exchanged for a given quantity of imports. The entire schedule shows 
the amounts of exports which will be exchanged for all quantities of 
imports. Such a functional relation between a country’s exports and 
imports can properly be postulated for fluctuating exchanges, but not 
for fixed exchanges. With fluctuating exchanges, the volume of a coun- 
try’s exports does depend upon the quantity of imports for the reason 
‘that a particular quantity of imports will sell for a certain total amount 
in terms of the domestic currency, the amount depending of course upon 
the elasticity of the demand for imports. The quantity of money so 
obtained from the sale of imports, when offered for sale in the foreign 
exchange market, comes into the hands of the country’s exporters. For 
the amount of money thus obtained, there is presumably one optimum 
amount of commodities which exporters are willing to produce and 
ship abroad in view of production costs and the alternative prices to be 
obtained by selling the commodities at home. 

With fixed exchanges, however, domestic exports sold abroad do not 
direcily depend upon commodity imports and the domestic money 
realized from their sale; they depend rather upon the demands of foreign 
buyers for exports at the given exchange rate. There are several amounts 
of exports (instead of one) which will be exchanged for a given quantity 
of imports, with gold (or other international money) acting as a cushion 
to keep the exchange rate fixed under these varying circumstances. Thus 
with fixed exchange rates, a reciprocal demand-schedule can be used only 
if it is assumed that at éach moment, losses or gains of gold are imme- 
diately translated into changes in relative demands (in each country) 
for exports and domestic products, or, in other words, that fixed ex- 
changes with gold flows give exactly the same adjustments as would be 
obtained with freely fluctuating exchange rates. 

For the purpose of our analysis of import duties with fixed exchanges, 
we may first consider -two countries only, for example, the United 

Professor Jacob Viner, in defending the reciprocal demand concept against its critics, holds 
that reciprocal demands by themselves directly determine trade. (Cf. J. Viner, Studies in the 
Theory of International Trade [New York, 1939], p. 549.) His position is correct, I believe, as 
long as foreign exchange rates are considered to be freely fluctuating. But with other types of 


exchange conditions, his view is valid only on the assumption—Marshall’s assumption—that 
the schedules are independent of money. 
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States and England. The dollar value of English products currently 
sold in the United States per unit of time is, say, 5 million dollars. The 
pound value of United States products sold in England per unit of time 
is, say, 1 million pounds. We disregard all changes in American claims 
on England or English claims on the United States and assume that 
there is no net transfer of income from one country to the other. This 
means we are assuming that in each country the value of current output 
(net) is equal to the total of accruing money incomes in each country.” 
We shall assume that the price of gold in England is £7 per ounce and 
the corresponding price in the United States is $35 per ounce. To 
give absolutely fixed exchanges, with gold acting as international money, 
we must assume that either there are no costs of shifting the ownership 
of gold between the two countries, a situation illustrated by the common 
practice of earmarking gold, or that if gold is shipped, the costs are 
borne by the government. For our purposes, it is convenient to assume 
that England, through its Stabilization Fund, always takes the initiative 
in selling gold for dollars and then selling dollars for pounds when the 
dollar price of pounds would otherwise fall, and the United States 
government or its central bank takes the initiative when the dollar 
price of the pound threatens to rise above the fixed rate. 

In this setting, let us assume that the United States imposes without 
prior notice a general import tax at a flat rate of 20 per cent upon the 
value of all imports; the value is computed laid-down in the United 
States and after the payment of duties.“ English exporters, it may be 
supposed, are caught for a short period with definite commitments to 
sell certain quantities of commodities through their agents who quote 
prices laid-down, tax-paid in the United States. Until they have an 
opportunity to make new contracts, they become, literally, the legal 
taxpayers. They provide the tax dollars which the Treasury receives. 
As a result of the tax, English sellers realize 4 million instead of 5 million 
dollars per unit of time for their products sold in the United States 
market after meeting the tax obligation; and they offer 4 million instead 
of 5.million dollars to acquire pounds in the foreign exchange market. 


2 This is another way of saying that saving, in the simultaneous sense, equals net investing 
in each country. Cf. A. P. Lerner, Economics of Control (New York, 1944), p. 353. 

13 The argument could equally well be developed by assuming an international bank or other 
device which makes one currency freely convertible into the other. 

4 This method of computing import duties might be criticized as assuming that a tax is 
levied upon a tax in the sense that the value of an imported item is computed after the tax is 
known and after entry. There is no mechanical difficulty, however, in making this computation. 
Tt is the same as a gross receipts’ tax where the base of the tax is the total of gross receipts and 
not, as retail gales taxes are in most states, a tax upon receipts computed before the tax. Our 
method of computation makes the base of the tax larger than the customary method. If this 
method were followed, United States import statistics might give a more accurate figure for the 
total value of imports. 
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English exporters therefore obtain £800,000 instead of £1,000,000 for 
the sales of the same quantities of products. 

This reduction in the pound gross income of British exporters gives 
-them a strong incentive to curtail their sales in the United States market . 
as promptly as contract terms permit. As rapidly as possible, therefore, 
they do curtail exports and raise the dollar price of these products in the 
United States market. United States buyers, as they find the prices of ` 
English products rising, may spend a greater, smaller, or an unchanged 
number of dollars upon the reduced supplies of British products, depend- 
ing upon the elasticities of the demands for the various types of prod- 
ucts imported. For the following argument, it makes no important 
difference which elasticity is assumed, but to avoid altering the illustra- 
tive figures just now employed, we shall assume that the weighted 
average elasticity of the United States demands for British products is 
unity. This assumption insures that the number of dollars spent upon 
imports remains unchanged. As long as the value of United States 
imports stays constant, the base of the tax and the tax yield does also. 
Britishers continue to receive only 4 million dollars for products which 
they exchange for 800,000 pounds, but they receive this for a smaller 
volume of exports. The reduction in the pound income of British ex- 
porters cannot of course be the only result of the tax. For the exchange 
rate to remain fixed, another 1 million dollars must be placed in the 
foreign exchange market to keep the supply and demand of foreign 
exchange equated at the fixed price. Under the assumptions initially. 
made, the British government must sell £200,000 worth of gold to the 
United States government for dollars and then sell the 1 million dollars 
so obtained in the foreign exchange market to insure that the exchange 

rate remains fixed. 

Gold flows will have certain necessary effects in both the United 
States and England, and may lead to monetary deflation in England and 
inflation in the United States. Furthermore, there may be various 
degrees of adjustment in the total monetary demands in both the United 
States and England. The degree to which gold flows affect the internal 
monetary affairs of a country depends upon the monetary policy of the 
respective governments and the power they have to make this policy 
effective. 

It is convenient to divide the subsequent analysis into two general 
cases. We shall first consider the case where each country does not 
permit gold movements to affect it predetermined monetary policy. 
This is complete gold sterilization and may be called the case of zero 


18 The concept of gold sterilization in economic usage has at least three distinguishable mean- 
ings. It may refer to the failure of a gold inflow or outflow to be accompanied by those adjust- 
ments normally expected c of such movements, for example the flows of gold to the United Statea 
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internal monetary adjustment. We shall treat partial and complete mone- 
tary adaptions together for the purpose of determining tax burden. 


Tr 


The governments of England and the United States are assumed to 
have control over the supply of money of each country. Complete power 
over the supply of money requires that local banks may not alter the 
quantity of demand deposits by making or calling loans, or by buying 
and selling securities generally. In the case of zero adjustment, gold 
flows must, likewise, not alter either government’s monetary policy. The 
aim of monetary policy in each country is, we shall assume, the main- 
tenance of the demand for output at a given level or, in other words, a 
policy which keeps the money value of output constant. The level 
chosen is one which is supposed to give “full employment.”!* A policy 
of maintaining a constant demand for products may call for a net in- 
flationary, net deflationary, or neutral action on the part of the govern- 
ment and its agencies, depending upon the monetary behavior of private 
real investors and consumers. If the desired level of gross national value 
‘product has already been achieved, deflationary inclinations on the part 
of real investors or consumers would call for a net inflationary policy by 
the government, and inflationary inclinations would call for a net defla- 
tionary policy by the government. We shall suppose that a neutral 
monetary policy is sufficient to maintain effective demand at a constant 
level. Private real investors and consumers are thus assumed to main- 
tain constant idle balances. Each budgeting unit (other than the gov- 


during the interwar period. A second meaning is the more technical one that a gold flow is not 
permitted to alter bank reserve balances In a case of a gold inflow, sterilization in the second 
sense calls for action by the Treasury, the Federal Reserve Banks, or both to offset the gain 
of reserves. The Treasury may reduce its balances with member banks without increasing its 
balance with the Reserve Banks by an exchange of gold certificates, or the Reserve Banks may 
decrease their earning assets dollar for dollar with an increase in their non-earning assets (gold 
certificates). A third meaning, and this is the one used in the text, is that a gold inflow (or out- 
flow) is not permitted to increase the quantity of money in the hands of the public at all. This 
calls for an effective policy of offsetting the increase in the public’s money supply resulting from 
a gold inflow either by taxation, or, if possible, by the sale of securities to non-bank buyers, 

16 The statement in the text begs some fundamental problems of analysis. For any one level 
of demand to give full employment, one of two conditions must prevail. Either sellers of prod- 
ucts have no monopoly power, which is an assumption made by J. M. Keynes in this connection 
(The General Theory of Employment, Interest, and Money [New York, 1936], p. 294) and Jabor- 
union wage policies are passive (rigid wages) or sellers of products or of labor services do possess 
monopoly power but nevertheless fail to exploit their power. If sellers in genera] have monopoly 
power and stubbornly refuse to let the monetary authorities outmaneuver them, there may be 
no one amount of spending which insures full employment—the goal may recede as fast as 
spending is increased. (Cf, William J. Fellner, Monetary Policies and Full Employment [Ber 
keley, 1946], pp. 229-30.) 
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ernment) is assumed to maintain a constant relation between its 
inactive and total cash balance.?” 

The reduction in the amount of pounds received by English sellers of 
exports, unless offset, means a reduction of the money supply in Eng- 
land. If England is to pursue a policy of immunizing its internal mone- 
tary affairs against unstabilizing acts of its neighbors, a number of 
mechanical adjustments are necessary to insure the success of its poli- 
cies. These adjustments are perhaps more readily visualized and made 
definite by the employment of a “T” account for the English monetary 
system. Such an account is presented below. 


BANK OF ENGLAND 











Col. A CoL B Col. a Col. b 
(in billions of pounds) (in thousands of pounds) 
RETS Changes in Changes in 
Assets Liabilities Assets Liabilities 
Gold 3 | Govt. deposits 5 | (1) Gold —200 | (1) Govt. deposits —200 
Non-earning Private (2) Private deposits —200 
assets 1 deposits 20 (3) Govt. deposits -+200 
Earning assets 24 | Currency ‘ 2 (4) Govt. deposits —200 


— (5) Private deposits +200 
Total assets 28 | Total demand 


liabilities 27 
Capital and (6) Non-earning (6) Govt. deposits +200 
surplus 1 assets +200 





Col. A shows the assumed assets and col. B the assumed liabilities. 
These constitute the assets and liabilities of the entire banking system 
which may be considered as consolidated into one bank. The demand 
liabilities of the bank-constitute the sole-means of payment internally 
in England as pictured. Cols. a and b show the changes in assets and 
liabilities after imposition of the import tax. These changes should be 
considered as amounts per periods, or, in other words, as flows—changes 
in stocks. 

The sale of gold by the British government reduces this asset and the 
bank is paid for the gold by a reduction in the bank’s liability—the 
government’s deposit, as shown in col. a (1) and col. b (1). The British 
government, however, sells the gold for dollars and then sells the dollars 

17 Followers of J. M. Keynes may restate the assumption in terms of a constant schedule of 
the marginal efficiency of capital, constant structure and level of interest rates, a given average 
and marginal propensity to consume (and hence a given timeless average and incremental mul- 
tiplier). In terms of Robertsonian analysis, the assumption means that saving (defined as the 


difference between income of the immediate past and present consumption expenditures) equals 
investment with a constant supply of money. 
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thus acquired for pounds, in the interests of maintaining the fixed 
exchange rate. It, therefore, acquires pounds to an amount equal to the 
pound value of the dollars purchased by the gold, which in our illustra- 
tion is £200,000. The government’s bank balance declines pound for 
pound with the loss of gold but it increases pound for pound by the 
purchase of pounds. This increase in the government’s balance is offset 
by the loss of pounds by British exporters. Before the tax, it will be 
recalled, British exporters obtained 1 million pounds by the sale of 
products in the United States. Although they curtail their sales to the 
‘United States in an effort to minimize the unfavorable effects of the , 
tax upon their earning power, whatever improvement they achieve is at 
the expense of other British industries with which they are in competi- 
tion in the British home market. This reduction in the pounds acquired 
through the export market is a net reduction in private cash holdings. 
This is shown as (2) in col. b, the offsetting item being the increase in the 
government’s deposit pursuant to its acquisition of pounds by the sale 
of dollars shown as (3) in col. b. Thus the net effect of the loss of gold is 
the maintenance by the government of its cash balance at the expense of 
a decrease in private cash balances at a rate of £200,000 per period. The 
imposition of the tax upon imports thus reduces the number of pounds 
obtained by British sellers. English buyers, on the other hand, continue 
to spend the same number of pounds for United States merchandise. The 
net difference between the value of its exports and imports (£200,000) 
is the rate of reduction in the supply of money in England. Unless some 
action is taken, this decrease in the cash position of private groups may 
lead them to curtail expenditures and the assumed government policy 
of sterilizing gold is endangered. 

The obvious remedy for this situation is action on the part of the 
British government to increase the supply of money in the hands of the 
public. It may increase its expenditures, decrease the yield of its own 
internal taxes, or both. We may assume that the policy adopted is to 
reduce the yield of the British income tax without changing government 
expenditure by an amount equal to the reduction’ in private deposits. 
This step (see items (4) and (5) in col. b) reduces the cash balance of the 
government once more and increases the cash balance of the income-tax- 
paying portion of the population. The action means that the demands ' 
for products in England will be maintained. Those favored by the re- 
duction in the income tax will take the place, in part, of persons asso- 
ciated with the British export industries and their competitors in de- 
manding output. National income in England is maintained at the 
desired level and gold is successfully sterilized. One last step remains, 
however. The English government’s cash balance may easily not be 
large enough to stand an additional drain of £200,000 per period be- 
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cause of the reduction in the yield of its income tax. It may be necessary 
to exchange either earning or non-earning assets with the banking 
system (for present purposes, which one does not matter) to augment 
the government’s cash balance (see (6) in cols. a and b). As a result of 
these adjustments, there is no change in the money supply; and if, as 
we have assumed, people keep the ratio of their idle to total cash 
balances constant, the gold outflow has no deflationary effects. 

A similar “T” account is shown below for the United States. This 
represents a consolidated picture of the monetary situation pictured as 
the assets and liabilities of one Bank with its demand liabilities being 
the supply of money. The changes in assets and liabilities shown in cols. 
a and b are simpler in this case than those found for England. 


Unrrep STATES 


















Col. a Col. b 
(in millions of dollars) 


Col. A Col. B 
(in billions of dollars) 







Changes in 
Assets 


Changes in 
Liabilities 








Assets Liabilities 




















Gold Govt. deposits 15 |(1) Gold +1 |(1) Govt. deposits + 
Non-earning assets 1 | Private deposits 110 
Earning assets 125 | F. R. Notes ` 20 









Total demand 
liabilities 


Total assets 146 





Paradoxically, the acquisition of gold in col. a (1) is accompanied by an 
equal increase in the United States government’s demand deposit (col. 
b [1]), a point which requires explanation. 

The payment for gold, like the payment for anything else, depletes 
the government’s cash position. The parties selling the gold ordinarily 
acquire additional cash and this is a net addition to the monetary sup- 
ply. Ordinarily the Treasury restores its balance, depleted by gold 
purchases, by exchanging non-earning assets (gold certificates) with the 
banking system for a deposit. It may be properly asked why this does 
not happen in the present case. The Treasury, in purchasing gold, does 
pay dollars to someone, in the present case the British government. The 
British government offers these dollars immediately for sale in the 
foreign market in the interest of maintaining fixed exchanges. If we 
stopped the process just prior to this offering by the British govern- 
ment, we should have no change in the United States government’s 
account and have another dollar balance—the deposit of the British 
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government with United States banks—as the offset to the increase in 
gold stock. If we examine the situation immediately after the British 
offer these dollars in the market, we find that these dollars go right back 
to the Treasury in the form of the yield of import duties. The dollar 
supply of the public is clearly in no way directly affected by the gold 
movement. United States exporters are obtaining the same number of 
dollars out of the foreign exchange market as they obtained prior to the 
imposition of the tax. Therefore, there is no reduction in private de- 
posits from this source. The balance of the United States Treasury 
increases dollar for dollar with its purchase of gold because its tax reve- 
nue increases by exactly the amount of the payment for gold. The 
United States government provides dollars on the one hand to the 
British government, which in turn places these dollars in the foreign 
exchange market, and then the United States Treasury takes these 
dollars as payment of import taxes. 

Thus we have in this case the unusual circumstance of what may be 
called automatic gold sterilizatton. The tax calls forth a gold flow and a 
revenue simultaneously, and thus the Treasury prevents the gold flow 
from increasing the supply of money in the hands of the public by taking 
away in tax yield the same dollars which it injects into the economy by 
the purchase of gold. 

A necessary condition for continuous gold sterilization is a rigid policy 
of the government not to make more expenditures or reduce its other 
taxes because of its growing cash balance. Complete sterilization is only 
insured if it permits its cash balance to grow at the rate of the yield 
of its import taxes. If it departs from this policy, gold is no longer com- 
- pletely sterilized and we have instead partial or complete adjustments. 

This rather lengthy presentation of the conditions for perfect steri- 
lization leads to our next and main question: What are the effects and 
incidence of import duties under conditions of complete gold steriliza- 
tion? Presumably England cannot continue indefinitely to lose its gold 
supply and maintain both its internal stabilization policy and its exter- 
nal policy of fixed exchanges. How long England can continue sucha 
policy depends in part on how much gold it possesses and how large this 
drain is in relation to its stock. Although complete sterilization (zero 
adjustment) may have to be abandoned eventually, a close study of this 
case may have some explanatory value in “short-run” developments. 

Certain of the effects of the tax are fairly clear. United States con- 
sumers and real investors obtain fewer imports (other. than gold) be- 
cause the tax makes the sale of British products in the United States 
market less profitable. In real terms, the United States public is worse 
off. The real terms of trade are made less favorable to the United States. 
English consumers and real investors, on the other hand, are better off 
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if the resources released from the British export industries are success- 
fully employed producing other things for the British market. These 
“other things” are a net addition to the English standard of living, 
provided of course that the loss of gold is not treated as a real loss. With 
constant money expenditures upon output in England, the additional 
supplies of commodities available for local sale may have the result of 
reducing prices somewhat, depending upon the degree of competition 
prevailing there. In the United States, the situation is reversed. The 
prices of imports rise absolutely and may carry up with them the prices 
of domestically produced items competing with imports. Private money 
incomes in England, calculated after deducting local taxes, remain 
unchanged. There is some loss of income by those associated with the 
British export industries, but this loss is offset by an increase in other 
private net incomes because of the reduction in the rates of the British 
income tax. The increase in private money incomes in England by in- 
come tax reduction is made to insure that the loss of gold does not 
sabotage the British government’s internal stabilization policy. 

The determination of the tax burden under these circumstances offers 
a number of important difficulties. In theory, there is some presumption 
that the results achieved from a study of fluctuating exchanges have 
some application to fixed exchanges. With automatically self-adjusting 

‘exchange rates we found, in the previous study mentioned, that the 
burden of the tax rests initially upon domestic producers for the export 
market by reducing their money incomes. Yet with fixed exchanges and 
zero adjustment, it is clear that domestic exporters cannot be regarded 
as bearing any part of the tax. Without the tax upon imports, they ob- 
tain 5 million dollars for products sold in England, and with the tax 
they continue to obtain the same revenue. They cannot, therefore, be 
properly regarded as contributing the dollars which become the Treas- 
ury’s tax revenue. 

British exporters may appear to be bearing the tax because of the 
unfavorable effect of the tax upon their income. Their immediate in- 
come loss is, however, offset in part by diversion of their resources to the 
production of goods for the British domestic market, and the remaining 
portion is offset by the increase in the net income of other groups com- 
puted after deducting taxes occasioned by the reduction in the yield of 
the British income tax. ‘This suggests that British exporters are not 
bearing United States taxes. 

United States consumers may also appear to be bearing part or all of 
the tax upon imports by paying higher prices for British products. 
Buyers of British woollens, for example, may be expected, because of the ' 
tax, to pay higher prices for suits, and both the domestic wool lobby and 
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domestic consumers of British woollens may be convinced from this 
evidence alone that the latter group is bearing the tax. Yet upon close 
examination, this view leaves much to be desired. United States buyers 
of British products pay higher dollar prices for imports because the 
supply of these commodities in the United States market is curtailed. 
Supplies fall because of the unwillingness of British exporters to offer 
unchanging amounts of products for sale in the United States market at 
lower net pound prices. As a result of the tax, the United States: Treas- 
ury removes 1 million dollars from the foreign exchange market and 
yet, despite this fact, United States exporters continue to take away the 
same number of dollars from the foreign exchange market. It is possible, 
to be“ sure, that United States consumers have inelastic demands for 
British products and pay absolutely more dollars for fewer goods. But 
the reverse may equally well be true. United States buyers may pay 
fewer dollars for British products in which case they subtract rather 
than add to the supply of dollars as compared with the pretax situation. 
It would be awkward to suppose that United States consumers bear the 
tax if their demand elasticity for British goods is less than unity and 
that they do not bear the tax if their demand elasticity is more than 
unity. There is no inherent reason to suppose that United States con- 
sumers either add to or subtract from the supply of dollars in the foreign 
exchange market, and it may be better for purposes of developing a 
general theory to assume that their action is neutral in character, t.e., 
that United States demands for British imports have an elasticity of one. 
In these circumstances all of the additional dollars must be supplied by 
the importation of gold. 

In the case of complete gold sterilization, the United States govern- 
ment should be regarded as paying its own tax. By levying duties, it 
removes dollars from the foreign exchange market. By purchasing gold, 
it adds to the supply of dollars in the foreign exchange market. The 
purchase of gold is the method by which dollars are provided to permit 
the maintenance of the exchange rate. What dollars the United States 
government takes away by imposing import taxes, it gives back by 
buying gold. No private individuals or groups pay out the money which 
becomes the government’s tax revenue. From this point of view, the 

‘worsened position of United States consumers merely reflects the alloca- 
tion of resources in England away from the production of exports in 
favor of production for domestic sale. The real loss of United States 
consumers is the real, gain of British consumers. In terms of money 
income, the decline in the income of England exporters is offset by the 
increase in the net income of British taxpayers. Private money incomes 
in the United States are not altered by the tax. Total incomes increase, 


618 THE AMERICAN ECONOMIC REVIEW 


to be sure, but all of the increase accrues to the Treasury as tax revenue. 
Thus the Treasury generates income by buying gold which accrues to 
itself in the form of tax revenue. 


IV 


We turn next to the analysis of import duties when there are some 
internal monetary adaptations to gold flows. Internal adjustments may 
occur by deflation in England or by inflation in the United States or by 
both. It is convenient to develop the analysis initially on the assumption 
that only the British economy adapts its monetary affairs to the gold 
flow. The English continue to lose gold as a result of United States 
import duties until such time as they correct their adverse trade balance. 
British monetary authorities must choose one of two goals. They may 
maintain either internal monetary stability or external stability of 
exchange rates, but not both unless their supply of gold is unlimited.!® 
If they choose internal stability and devalue their monetary unit in 
terms of gold and dollars by establishing a buying and selling price of 
gold at say £8.75 per ounce, which gives a new exchange rate of $4= £1, ` 
their problem is for the moment solved. But in this event, the burden of 
the tax is shifted immediately from the United States Treasury to Unit- 
ed States exporters and further repercussions must result from the 
adjustments of United States exporters to the reduction in their money 
earnings. 

To keep within the confines of this paper, we shall assume that the 
English choose external stability and sacrifice internal stability. The 
deflation in England takes the form of restricting expenditures upon 
products of domestic origin and, of course, United States exports. Im- 
port demands.need not, to be sure, decline in exactly the same propor- 
tion as demands in general. Whatever the particular relation may be, 
the deflation will have certain effects upon the English export industries, 
the United States export industries, and upon the gold flow. Each step 
in the deflation process in England improves the earning position of its 
export industries as compared with other portions of the economy. The 
export industries, their incomes being determined by United States de- 
mands, are not injured by the British deflation. On the contrary, as 
unemployment grows in English industries and prices fall, the export 
industries are in a position to increase employment providing that 
money wage-rates fall along with other prices. Unless England is to have 
unemployment indefinitely, either prices of resource services must de- 


18 They might, however, solve the dilemma by placing taxes upon their own imports equal in 
yield at the fixed rate of exchange to the yield of United States import duties. The problem 
might also be solved by the use of import quotas, which is a type of exchange control. The ac- 
tion, to be successful, must reduce the pounds paid for imports by limiting the quantity of im- 
porta. 
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cline of their own volition or official action must be taken to insure that 
sufficient cost reductions are made. To the extent that resource services 
are cheapened in terms of pounds, the British export industries expand 
output and sales in the United States market. This adjustment moves 
them in the direction of the position, relative to the other portions of 
the English productive system, which they enjoyed before the imposi- 
tion of United States import duties. The elimination of unemployment 
altogether in England will find the British export industries producing 
about as much for the United States market as they would in the ab- 
sence of United States duties. If, for example, the net value product of 
English export industries was 10 per cent of total net income produced 
in England prior to the tax and it employed a corresponding share of 
the labor force, the deflation in England may be expected to place it in 
the same relative position both in earning power and in employment 
power as before the imposition of United States taxes. With the expan- 
sion of output in the British export industries, United States imports 
rise in volume and their dollar prices fall to the pretax level. 

The English deflation has immediate and severe results upon the earn- 
ings position of United States exporters. As the English spend fewer 
pounds upon United States products, United States exporters find that 
the number of dollars they receive falls proportionately with the re- 
duction in the number of pounds obtained. Hence resources in United 
States export industries now obtain absolutely lower dollar earnings. 
If the United States continues to pursue an effective policy of internal 
monetary stability, other United States industries continue to enjoy the 
same earnings as before and the money incomes of United States ex- 
porters are not merely reduced; they decline relatively to incomes of 
other producing groups. As the deflation proceeds in England, United 
States exporters become increasingly worse off, and when the deflation 
succeeds in correcting the trade balance and gold no longer moves to 
the United States, their losses of earning power per unit of time equal 
the yield of the tax.!® If, under the impact of a reduction in earnings, 
United States export industries do not curtail output because, for ex- 
ample, resources so employed are specialized to the production of com- 
modities for export, United States exports in terms of physical volume 

remain unchanged. In this event, complete adjustment finds both the 


19 As the amount of gold purchased by the United States Treasury declines, the condition of 
automatic gold sterilization no longer applies. Gold is being “oversterilized.” To satisfy the 
condition that the government adopts a neutral monetary policy, it must either increase its 
expenditures or reduce taxes (other than import taxes). Following the assumption used in con- 
nection with England, we may suppose that the government achieves a neutral policy by re- 
ducing the rate on the personal income tax so as not to over-balance its budget. This action 
will offset the possible deflationary effects of the decline in the cash and income position of the 
United States export industries under the pressure of the deflation in England. 
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` volume of imports and of exports unchanged and the tax has not suc- 
ceeded in giving any protection to domestic industries. United States 
consumers are in the same real position as before the tax since imports 
are increased to the old levels and no resources are released from the 
United States export: industries to produce any additional output. 
English consumers likewise are in the same position provided that the 
English deflation does not leave resources in England permanently un- 
employed. They receive the same volume of imports and the same | 
volume of domestically produced output. 

The incidence of the tax under these conditions seems reasonably 
clear. When the deflation is in progress in England, but not completed, 
part of the tax is paid by the United States government itself through 
the purchase of gold as found in the case of zero adjustment. The re- 
maining portion is paid by United States export industries. Their dollar 
income declines as the pound demand for their products declines, a 
reduction measured by the difference between the yield of the tax to 
the United States Treasury and the amount paid for gold by the Treas- , 
ury. When the deflation is complete in England or, in other words, when ' 
gold ceases to flow, the United States Treasury is no longer paying any 
portion of its tax since it ceases to buy gold. The difference between 
the value of British imports computed laid-down, tax-paid in the United 
States and the number of dollars offered for sale in the foreign exchange 
market is then offset by the decrease in the number of pounds obtained 
for the sale of United States products in England. United States ex- 
porters have smaller gross incomes by the yield of the tax, and hence the 
earnings of resources in these fields are smaller by the yield of the tax. 
If they cannot move out of the export field, they take this loss of income 
indefinitely when adjustments to gold flows are complete. 

We may next consider the circumstance where resources located in 
the United States export industries are mobile and move out of the in- 
dustry when they find their earnings lowered by the United States im- 
port duties and the British adjustment to this condition. If resources 
are mobile in some degree, with their earnings relatively lower than that 
being obtained by owners of similar (competitive) resources in other 
fields, an incentive clearly exists to invade these fields. This movement 
of resources producing for export may have a number of repercussions, 
not only domestically, but upon the British economy as well. With some 
mobility of resources in the United States export industries, the reduc- 
tion in earnings occasioned by the tax and the British adjustment will 
reallocate resources from export output to production for the United 
States internal market. This reallocation of resources reduces the vol- 
ume of United States exports and increases the output of the products 
of the industries to which resources move. The shift of resources into 
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domestic fields will have the effect of reducing the prices in these fields 
and of forcing down the earnings of resources previously entrenched in 
the invaded industries. The reduction of earnings in these invaded fields 
occurs unless the demand for the products whose supplies are increased 
has an actual elasticity of infinity. Any reduction in prices will reduce 
the earnings of resources previously exclusively engaged in the produc- 
tion of these commodities. It makes no difference for the present argu- 
ment whether the owners of invading resources combine to form new 
firms and compete for the public’s dollars with old firms or whether they 
offer the services of their resources for hire in established enterprises. 
The competition of resources formerly in the export industries has the 
effect of forcing owners of resources in other fields to share some of the 
tax burden. Finding themselves bearing all of the tax if they remain in 
the export industries, these owners of human and non-human productive 
power can only avoid a permanent large lowering of their money in- 
comes by placing some of this burden upon others through competition. 

The competition of owners of resources from the export field with 
others for money income will not restore the former’s earnings to levels 
prevailing prior to the imposition of the tax or to the level prevailing 
with zero adjustment. With the total demand for products in the United 
States remaining constant—which assumes that the government’s mon- 
etary. stabilization policy is successful—the dollar income per unit of 
resource employed both in exporting and in other fields will be perma- 
nently lowered by import taxes after England’s adjustment. Exporters’ 
incomes fall because of the English deflation, and in their search for 
more adequate incomes, they can raise their own incomes through com- 
petition with other resources, but only by pulling down the incomes of 
other resource owners. The resources in exporting, those who move to 
other fields, and. the resources previously located in these other fields 
together take a reduction in income which is offset by the yield of im- 
port taxes to the government. 

There ‘are certain effects, however, following from a reduction in 
United States exports. For one thing, the English find, even after they 
have gone through their deflationary program, that the prices of United 
States products rise and the volume of real imports falls. The English 
may in turn spend more pounds, equal pounds, or fewer pounds upon 
United States products accompanying the rise in their pound prices. 
Which of these actually happens makes some difference on the volume 
of trade and gold gains or losses. ` 

If the British spend the same number of pounds upon United States 
products (demand elasticity of unity), the results are somewhat less 
complicated. For in this case, starting from the position where the value 
of their imports equals the value of their exports at the fixed exchange 
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rate, the payment of an unchanging number of pounds for fewer im- 
ports does not upset the trade balance. No gold flows are necessary to 
preserve the fixed exchange rate. No further adjustments to the re- 
duction of United States exports are therefore necessary. In real terms, 
however, the United States tax worsens the terms of trade for the 
English. Deflation in England has the effect, already noted, of increasing 
their exports to the volume prevailing before the imposition of the 
United States import tax. On the other hand, the English receive ab- ` 
solutely smaller quantities of United States products. To the extent that 
comparisons of real gains and losses are meaningful, it seems clear that 
the net result of the tax is to leave them worse off. The United States, in 
contrast, is clearly better off. American consumers and real investors 
receive the same volume of imports from England and give up in return 
a smaller quantity of exports. The net gain in the United States is the 
. added production of the resources which move out of the export field 
to produce output for the domestic market. 

If the British spend absolutely more pounds upon United States prod- 
` ucts as imports decline, resulting from the exodus of resources from ex- 
porting industries in the United States, the trade balance will be upset 
and further adjustments will be necessary on this account. An increase 
in the British pound expenditures for United States products increases 
the supply of pounds in the foreign exchange market. To keep the ex- 
change rate fixed, the English must sell more gold to the United States 
Treasury , acquire dollars, and sell the dollars obtained to offset the in- 
crease in the supply of pounds. In a smaller way the British are faced 
once more with the same problem they have immediately after the im- 
port taxes are imposed. Assuming, as we must for this study, that they 
continue their program of external stability, they must deflate still fur- 
ther. This deflation in England, by decreasing the demand for United 
States products, leaves United States export industries with yet smaller 
money earnings and leads to a still greater exodus from the industry and 
a greater reduction in United States exports. At the same time, the defla- 
tion acts as a stimulant to the British export industries. It reduces the 
gross receipts of English firms producing for domestic sale, placing them 
in a less favorable position to compete for resources. The English ex- 
port industries are placed in a relatively improved position and are able 
to expand exports above pretax levels. The increase in British exports 
means, of course, an increase in United States imports. Accompanying 
this greater volume, with American demands for English products less 
than infinitely elastic, the dollar prices of United States imports fall 
still further. The original deflation in England lowers prices of English 
products sold in the United States to the levels prevailing prior to the 
tax and therefore defeats any protectionistic intentions the supporters 
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of import tax legislation may have had. With the British demand for 

United States exports of an elasticity of less than one, the adjustments 

necessary to stop the loss of gold increase United States imports beyond 

the volumes prevailing with no taxes upon imports at all and lower their 

dollar prices below the levels prevailing before the tax. American buyers 

of British woollens, in other words, pay lower prices for their suits than 
‘they would pay if import duties were not imposed. 

The possibility that import taxes may have the effect of increasing 
(instead of decreasing) imports to the country levying them has been 
noticed for some time. What importance this possibility has in any 
historical period is not easy to say, but it would be dangerous to dismiss 
it as inconsequential. Recent empirical studies of demands for imports 
and exports suggests that inelastic demands for imports are at least not 
unusual.” 

This case illustrates the pitfalls in the common belief that because 
the foreign price of an imported item is much lower than its dollar price 
at the given exchange rate (when transport costs are taken into account) 
buyers must be bearing the import tax. Such a price-spread will in fact 
exist, to be sure, but in the present case, United States buyers are actu- 
ally paying lower prices for English goods than they would pay if the 
United States imposed no import taxes at all. Scarcely anyone would 
care to argue that United States consumers bear import taxes when they 
pay lower prices for imports because of the tax. 

The third possibility is that the British, as the pound prices of United 
States products rise, pay fewer pounds for imports. The demands for 
United States products may, in other words, have an elasticity of more 
than one. After their initial deflationary program, the British find in 
this event that they have gone too far. Because the supply of pounds 
arising from the purchase of United States goods declines, it must be 
supplemented by imports of gold. If we continue to think of England as 
making all adjustments to gold flows, the proper corrective for the gold 
inflow is income inflation in England. Such an inflation has the impor- 

` tant effect of reducing British exports. A general increase in the demand 
for products in England increases the income of those producing for 
domestic sale. British export industries, because their incomes are di- 
rectly dependent, upon the United States market, fail to share in the 
inflationary rise in British incomes. They are thus placed in a less favor- 
able position to compete with other British industries for resources. The 


2 Alfred Marshall, for example, points out this possibility (which he regards as exceptional). 
Marshall, op. cit., pp. 357, 332-33. l 

2 J. Hans Adler, “United States Import Demand During the Inter-War Period,” Am, Econ. 
Rev., Vol. XXXV, No. 3 (June, 1945), pp. 418-30; The U. S. Department of Commerce, The 
United States in the World Economy (Washington, 1943), p. 15. 
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shifting of resources to production for domestic sale reduces the volume 
of British exports. 

When there is complete adjustment to gold flows, if trade is to decline 
on both sides, the British demand for United States products must have 
an elasticity of more than one. As already noted, if English demands 
have an elasticity of one, English exports remain unaffected by the tax. 
If their demands have an elasticity of less than one, British exports ex- 
pand as compared with pretax levels. In all cases, however, United 
States exports decline because the supply of dollars reaching United 
States exporters through the foreign exchange market is reduced. Only 
where the English demand elasticity i is more than one do British exports 
fall, and it follows that only in this case is a general and uniform tax 
upon imports functioning as a protectionistic measure when internal 
monetary adjustments are sufficient to stop gold flows. 

Whatever the elasticity of the British demand for imports, United 
States export industry resource owners bear the tax in the form of a re- 
duction in money incomes. They force the owners of those resources 
with which they effectively compete to share part of this burden with 
them. They cannot shift it to United States consumers. They have no 
means of accomplishing this result. Nor can they in any way force this 
burden upon foreigners—producer or consumers. These resource owners 
are forced to assume what burden of the tax is not taken by their govern- 
ment. Since the government pays all of its own tax only when gold flows 
equal the tax yield, it is clear that private resource owners will bear 
most of the tax. 

The analysis thus far has been developed with the assumption that 
all the adjusting to gold flows is made in England. This assumption 
happens to be convenient to show in a definite way the workings of the 
tax upon the United States economy. The conclusions concerning tax 
burden and the changes which taxes make in the volume of imports and 
exports can be developed by assuming that the English economy is held 
stable and the United States economy does all the adjusting to gold 
flows. In this event, for example, the adjustment necessary for the 
United States to stop the gold inflow is a monetary policy designed to 
achieve income inflation in the United States. If such a policy is success- 
ful, United States exporters are placed in the position of not sharing in 
the inflation. Since their gross value product is determined by English 
demands at the fixed exchange rate, the increase in the demands for 
other domestically produced output leaves United States exporters with 
no greater dollar income in a setting of rising incomes. They bear the 
tax by failing to receive as large an increase in their money incomes as 
they would receive with inflation but without any tax upon imports. 
Their adjustment to this position, namely reducing output for sale in 
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England and increasing output for sale in the United States, will force 
other income receivers with whom they compete to take a smaller in- 
crease in income as compared with what they would have received with 
income inflation in the absence of the tax. 

The changes in trade volume are also of the same character if it is 
supposed that all adjustments are made in the United States. If re- 
sources in United States export industries are immobile, their owners 
have no economic power to share in the income inflation. In such a case, 
United States exports remain unchanged. British exporters, on the other 
hand, although initially injured by the tax, find the United States infla- 
tion a good thing. It increases the demand for their products and they 
push production back to levels prevailing before the tax. In this case, 
the tax alters neither the terms of trade nor the volume of trade. 

If United States exporters shift away from exporting, United States 
exports decline and their pound prices rise. If the English spend a con- 
stant number of pounds upon imports, the supply of pounds in the for- 
eign exchange market from this source remains constant and the infla- 
tion in the United States, once it stops the gold inflow started by the 
tax, gives a stable result. British export industries will merely be pulled 
back into their original pretax status. United States imports will be the 
same in volume as before the tax, and United States exports will be 
smaller. If the British spend more pounds upon United States products 
as their volume declines, the inflation in the United States must proceed 
yet further before gold inflows are stopped. The United States inflation 
pulls more exports from the British than before the tax, and the real 
gains from trade are substantially improved for the United States. If the 
British spend fewer pounds for United States products as United States 
exports decline, the inflation in the United States need proceed less far 
than in the other circumstances. In this event, an inflation in the United 
States will not succeed in restoring imports from Britain to the volume 
prior to the tax. Trade will decline on both sides and the duties have 
some ‘‘protectionistic’” results. 

Likewise, import taxes with fixed exchanges can be analyzed by sup- 
posing that each country does some adjusting to gold flows, the typical 
assumption of classical gold-flow analysis. With this assumption, the re- 
sults are a combination of the cases already considered, and the effects 
of the tax upon the volume of trade and the incidence of the tax are the 
same. 


Vv 


Thus far our analysis has been limited to two countries, an assump- 
tion which may now be dropped with a view of reaching conclusions 
which apply when any number of countries take part in international 
trade. i 
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One of the characteristics of multilateral, as distinct from bilateral, 
trade is the lack of balance on payment account between pairs of coun- 
tries. It is not necessary, for example, for England to obtain dollars by . 
stles of goods, securities, or by receipt of income in the United States 
just equal to the pound receipts of Americans in England when there is 
multilateral trade. The English may obtain dollars indirectly by selling 
goods in Argentina or any other foreign country. For the purposes of 
determining the burden and effects of import duties, an extreme ex- 
ample of three-cornered trade is more apt to be revealing than any other. 
If our theory holds for three-cornered trade, it is reasonable to suppose 
that it holds for all degrees of lack of balance between pairs of countries. 

For this purpose three countries are as good as any number and are 
simpler to analyze. Suppose the following facts: United States exports 
only to France, France exports only to England, and England exports 
only to the United States. Starting with a setting of fixed exchanges and 
no gold flows, the United States is assumed to levy a uniform tax upon 
all imports, which in this illustration, consist only of British products. 
This curtails the British supply of dollars from trade since the tax takes’ 
some dollars away from the foreign exchange market. The British may 
be expected to curtail their exports and hence United States imports de- 
cline. The tax in no direct way affects United States sales in France or 
French sales in Britain. The British must, with fixed exchanges, ship 
gold to the United States to acquire dollars. 

If neither the United States nor England adjusts to this situation, 
gold continues to flow to the United States and the United States Treas- 
ury pays its own tax by providing the dollars which become its tax 
revenuefrom import duties. France is not affected in this event by United 
States taxes at all, because it does not sell to the United States. Now if 
England adjusts internally by deflating, the international effect of this 
action is to reduce the supply of pounds which French sellers obtain 
from the British market. They may, on this account, be expected to 
curtail their exports to Britain. France takes the place of England in 
shipping gold to the United States provided. England deflates far enough 
to correct its adverse trade balance. If the French do nothing, and there 
is no inflation in the. United States, gold continues to flow to the United 
States and the United States Treasury continues to pay its own taxes by 
buying gold from France. But if France also deflates to stop its gold loss, 
this action will now directly affect the United States export industries 
because their income position depends directly upon French demands. 
United States exporters therefore begin bearing the tax and bear it en- 
tirely if the French reduce the volume of francs United States exporters 
obtain by an amount equal to the yield of United States duties at the 
fixed exchange rate. If United States exporters simply take this loss of 
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dollar income without reducing their trade, possibly because France is 
still their best market and because resources employed in the export in- 
dustries are immobile, the net effects of the United States import duties, 
the English deflation, and the French deflation will be to restore trade 
to pretax levels. The British deflation, although it.reduces French im- 
ports, stimulates British exports by placing British export industries in 
a relatively better position to compete for resources in England. The 
French deflation offsets the decline of its exports to England (resulting 
from the English deflation) by improving the position of its export in- 
dustries relative to other industries. The French deflation also reduces 
the demand for United States products, but if United States exporters 
simply take this feduction in their earnings, there is no change in United 


_States exports. The character and volume of the three-cornered trade 


therefore remains unaffected by United States duties. This conclusion 
for three-way trade is the same found for two-way trade. With full ad- 
justment to gold flows, import duties have no effects if the exports of 
the country levying duties do not decline. 

It is likely, to be sure, that United States exporters would in fact cur- 
tail sales to France under the impact of a loss of earnings because of the 
tax yield to the United States Treasury. In this event the French may 
spend less, more, or the same amount of francs upon United States prod- 
ucts. If they spend the same amount, the adjustment in trade stops here. 
There is no need for the French either to ship (or receive) gold or to 
change their exports to England. The reduction in French imports from 
the United States leaves them, from the point of view of their foreign 
exchange relations, in the same position as in the case when United - 
States exporters do not curtail sales in France. In real terms, to be sure, 
the French are made worse off. Yet the real position of the British is left 
unchanged by United States taxes. They continue to ship the same vol- 
ume of products to the United States as before the tax and do not re- 
ceive any fewer imports from France. The French take all the real loss 
arising from the impact of United States duties. 

If the French demands for imports are inelastic, ż.e., if they spend 
more francs for fewer United States products, their foreign exchange 
position is worsened, and they must ship gold to England and the United 
States to offset the fact that they have increased the supply of francs in 
the exchange market by their purchases of United States products with- 
out increasing their command of foreign exchange by trade. If they de- 
flate to stop the gold outflow, the effect of their action is to reduce the 
incentive of United States exporters to sell in France even more. There- 
fore, United States exports may be expected to fall further. On the other 
hand, the French deflation improves the position of its export industries 
and gives them dn incentive to expand, and this means an increase in 
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British imports. Confronted by larger supplies of French products, 
English purchasers may spend the same number of pounds, more 
pounds, or fewer pounds for them, depending upon the elasticity of their 
demands for French goods. How British buyers happen to behave de- 
termines Britain’s foreign exchange position and the redistribution of 
the gains from trade among the three countries. 

If the British demand for French products has an elasticity of unity, 
the increase in the supply of French products will not change the 
amount of pounds paid for them and will not change the amount of 
pounds offered for exchange in the foreign exchange market as a result l 
of commodity trade: Thus, with inelastic French demands for United 
States products accompanied by the French deflation, the British are _ 

‘not called upon to make any further adjustments. They will not, in this 
case, expand their exports to the United States. The effects of United 
States import duties with three-cornered trade, when France’s demands 
for United States products are inelastic and British demands for French 
products have an elasticity of unity, are, therefore, as follows: the 
United States gains by employing fewer resources to produce exports 
without receiving any fewer imports; France loses by receiving fewer im- 
ports and devoting more resources to the production of exports; England 
gains by receiving more imports and devoting the same quantity of re- 
sources to the production of exports. United States import duties, there- 
fore, do not in this case merely shift the gains from trade in favor of the 
United States; they also redistribute the gains away from the country 
to which the United States exports (France) in favor of the country from 
which it imports (England). 

If the British demand for French products is inelastic, #.e., if the 
British spend fewer pounds for the greater supply of French products, 
the supply of pounds in the foreign exchange market declines and to 
maintain fixed exchange rates between all three monetary units, France 
and the United States must acquire pounds by gold shipments to 
England. If England corrects its favorable trade balance by monetary 
action designed to inflate British incomes, this action places its export 
industries in a more difficult position to compete for resources with in- 
dustries producing for the British domestic market. An English inflation 
increases the gross receipts of non-exporting English firms and this 
makes it profitable for them to bid away resources from the English ex- 
port firms. Because of this, English exports to the United States may be 
expected to fall. On the import side, England’s inflation pulls more 
products from France because the English market is made relatively more 
profitable than the French domestic market. The net result of United 
States import duties under these conditions is, therefore, as follows: The 
United States gains in real terms by employing fewer resources to pro- 
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duce for export but it loses by receiving fewer products from England. 
France definitely loses by receiving fewer products from the United 
States and by exporting more to England. England definitely gains by 
receiving more imports and shipping fewer exports. Thus, United States 
import duties act mainly to shift the gains of trade from the country to | 
which it sells in favor of the country from which it buys. 

If the English demand elasticity for French products is greater than 
one, 4.e., if the English spend more pounds upon more French products, 
England must now lose gold. The supply of pounds is increased and this 
requires a smaller deflation in France to meet its adverse trade balance 
and a deflation in England to correct its adverse trade balance. This 
adjustment will absolutely increase United States imports over pretax 
levels and make the prices of United States imports lower than they 
would be if there were no import duties. The United States now gains 
by exporting less and importing more.The French lose but by a smaller 
amount than in the case where the British demand elasticity for their 
products is more than one. They receive fewer imports and send more 
exports. England, on the other hand, receives somewhat more imports, 
but also must ship more exports to the United States. 

In all these cases we may note that France always loses, but the gains | 
- may be realized either by third countries or by the country imposing the 
duties depending upon the character of the third country’ s demand for 
imports. Correspondingly, the prices of taxed imports in the United 
States may be relatively lower, relatively higher, or the same as in the 
absence of duties. In any case, with full adjustment United States ex- 
porters (and owners of competitive resources) assume the entire tax bur- 
den. The income they fail to get is offset by the revenue gains of the 
Treasury. The tax incidence is, in other words, independent of the dis- _ 
tribution of the gains and losses from trade among countries. 

We might also assume that the French demand elasticity is more than 
one and trace the consequences for each possible demand elasticity on 
the part of the British. For the sake of brevity, it may be appropriate 
merely to summarize the conclusions reached with full internal mone- 
tary adjustments in each of these cases, as follows: If the French de- 
mand elasticity for United States products is more than one, and the 
British demand elasticity for French products is unity, French exports 
and imports decline, English imports decline and their exports are un- 
changed, United States exports decline and its imports are unchanged. 
In this case, import taxes leave the prices of United States imports, 
relative to other United States product prices, unchanged. If the British 
demand elasticity for French products is less than one, French imports 
and exports decline, English imports decline and their exports increase, 
United States imports increase and its exports decline. In this case, the 
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prices of United States imports decline as compared with their pretax 
status. If the British demand elasticity for French products is more than 
one, French imports and exports decline, English imports and exports 
decline, United States imports and exports decline. Thus, only when the 
demand elasticity of each country for the exports of the other is greater 
than unity do import duties imposed by one country result in reducing 
trade among all countries. This conclusion, it should be remembered, 
holds only if there are sufficient internal adjustments to stop gold flows 
If there is insufficient monetary adjustment, duties levied by a country 
act as a magnet for gold and.the burden of the import duties is assumed 
wholly or in part by its own government. ` 


VI 


The theory of the incidence and effects of import duties set forth in 
the foregoing pages cannot pretend to provide a complete explanation of 
present or past import taxes in the United States or in other countries. 
We have confined our analysis to the case of uniform ad valorem taxes, an 
assumption admittedly not in accord with the facts. Actual tariff sched- 

_ules typically consist of a great variety of rates with complicated classifi- 
cations of commodities. Of what significance, it may be asked, has a 
theory developed on the assumption of uniform ad valorem rates for the 
explanation of the incidence and effects of the selective treatment of 
imports found in actual import tax procedure? Without attempting a 
comprehensive explanation of non-uniform rate schedules, we may note 
some of the implications of the theory for such circumstances. 

Non-uniform rates upon imports will, to the extent that the taxes 
yield a revenue, reduce the supply of foreign exchange of the country > 
levying the tax and induce a flow of gold (or other international money). 
In this respect, non-uniform tariff schedules act in the same manner as 
uniform schedules. But, in addition, a non-uniform schedule has a 
marked selective effect upon imports. In the absence of monetary ad- 
justments to gold flows (complete gold sterilization), imports subject to 
high rates may be excluded altogether whereas imports on the free list 
are unaffected. Non-uniform rates, in other words, change the compo- 
sition of imports. 

The degree of change in the composition of imports depends, among 
-other things, upon the extent to which the countries concerned adjust 
their monetary behavior to the presence of import taxes. It is not diffi- | 
cult to see why items subject to high rates may not succeed in scaling 
the tariff wall. It is this fact which is one of the main reasons for regard- 
ing duties as “protective.” But what has not always been noticed is how 
discriminating tariffs are apt to promote the importation of exempt 
imports, provided the taxes levied upon the highly taxed imports are not 
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so high as to exclude their entry. For example, if with two countries 
trading, certain classes of imports are taxed at high rates and the re- 
mainder are placed upon the “‘free-list,” the immediate consequences 
will be only to curtail the importation of the highly taxed items and 
leave the untaxed imports unaffected. But as long as the duties have a 
yield, gold must be imported so as to maintain fixed exchanges until 
such time as there is deflation in the gold-losing country or inflation in 
the country imposing the duties. If the gold-losing country adjusts by de- 
flating, this action helps all of its export industries because they are 
placed in a relatively better position at home to compete for resources. 
This adjustment improves the position of the producers of highly taxed 
items as compared to their status immediately after taxes are imposed, 
but it is unlikely to return them to the position they enjoyed prior to 
taxation. Exporters of items which are tax-free, however, lose nothing 
by the tax in the first instance and the process of deflation creates a 
setting where they have an incentive to sell even more abroad than 
before. They are positively benefited by the fact that another country 
chooses to place taxes upon commodities other than those they sell. This 
financial gain arises at the expense of the producers of heavily taxed 
exports. 

In the taxing country, the reduction in the supply of heavily taxed 
imports and the increase in the supply of lightly taxed or exempt im- 
ports is accompanied by a rise in the prices of the first group and a fall 
in the prices of the second. This occasions some redistribution of the real 
gain of economic activity in favor of the users of imports which are 
lightly taxed. In addition to this composition effect, non-uniform rates 
of duties may be accompanied by an expansion or contraction of im- 
ports as a whole, following the same line of reasoning employed with 
uniform rates. 

The protective action of non-uniform schedules of import taxes is par- 
ticularly marked in cases where tariff schedules provide heavy duties for 
classes of commodities which are deemed competitive with domestic pro- 
duction and low or zero duties upon “‘raw materials.” Roughly speaking, 
the present United States tariff rates are of this character. Foreign- 
produced items such as highly fabricated articles are, in general, subject 
to high rates whereas raw materials (with many exceptions) are taxed at 
low rates or not at all. With full adjustments to gold flows, such a pat- 
tern of rates has a double-barrelled action. Imports of manufactured 
items are curtailed and this provides a more favorable domestic market 
for domestic producers ‘of commodities which are substitutes for such 
imports and hence “protects” the domestic market. If domestic pro- 
ducers of such products use imported raw materials in some measure, 


2 See above, Pt. IV. 
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the low rates on such imports and the selective effect of the tariff lowers 
the domestic prices of these commodities. To the extent that these. 
prices constitute a part of costs, the profitability of the production of 
items using imported raw materials is increased. Thus protection is 
offered both by increasing the demand for products which are substi- 
tutes for imports and by reducing the costs of producing them, to the 
extent that their production requires the use of imported raw materials. 
On the other hand, those producers of products which are substitutes for 
low-taxed or exempt imports are exposed to more competition from a 
“protective” tariff and are made worse off in terms of income than they 
would be with no tariff at all. 

The incidence of import duties levied at varying rates is in general 
the same as that of duties at uniform rates. In either case, United States 
duties remove dollars from the foreign exchange market, which must be 
offset either by a purchase of gold by the United States Treasury or by a 
change in the trade balance itself. If the trade balance adjusts, United 
States exporters experience a reduced demand for their products abroad 
relative to the demands for the products of other domestic industries. 
If the exporters are in a position to protect themselves, they move out of 
the export field, increase the production of commodities for domestic 
sale, reduce the prices of these commodities, and therefore force re- 
sources engaged in the production of such commodities to accept lower 
money earnings. Exporters and owners of the resources with whom they 
compete for money income are always found to be bearing import taxes 
to the extent that their government does not, regardless of the character 
of the rate schedule employed to tax imports. 

In view of the complexity of actual tariff schedules employed by 
governments the temptation is strong, when “realistic” results are de- 
sired, to study each class of import by itself and reach conclusions con- 
cerning the incidence of import taxes on this basis. This approach is 
almost certain to suggest that import taxes are borne (partly or wholly) 
by domestic buyers of taxed imports or by foreign producers of products 
subject to import duties. Although detailed information about particular 
imports is highly desirable, it is a mistake, I believe, to assume that this 
approach can give a proper explanation of the incidence or effects of 
import taxes. Partial analysis, in the field of import taxes, does got give 
merely partial, ż.e., incomplete, answers: it is likely to give wrong an- 
swers. If the argument developed here is correct, the determination of 
what people bear import taxes and the allocation effects of import duties 
can be discovered only by an analysis of the economy as a whole. The 
impact of import taxes upon the constituents of the balance of pay- 
ments must be the point of departure for the determination of the inci- 
dence and effects of such taxes. 
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The Role of Selective Credit Control in Monetary Management 


In anticipation of the expiration of temporary war emergency powers to 
regulate consumer credit, the Board of Governors of the Federal Reserve 
System has requested that the Congress grant the Board direct statutory 
authority to continue to exercise this power.! This request suggests that an 
appraisal be made of the usefulness of such powers in monetary manage- 
ment. Consumer credit control and margin control are termed selective 
credit control by the Reserve authorities because these devices are directed 
at particular uses of borrowed funds.* The term qualitative credit control 
has long been used in much the same sense.’ This paper is therefore to be 
regarded as a note to a substantial body of discussion. The long-standing 
dispute as to the relative merits of qualitative and quantitative credit con- 
trol devices must be understood to lie behind the present discussion of 
selective credit control.* The purpose of this paper is to re-examine the posi- 
tion of qualitative credit control devices in the apparatus of monetary con- 
trol. 

An evaluation of the role of selective credit controls must be based on 
some underlying view as to the ultimate reason for the existence of a central 
bank. One’s position as to whether or not consumer credit control and other 
selective credit controls should be exercised by the Federal Reserve authori- 
ties depends on what purpose one sees in the existence of the Federal 
Reserve System. There can be no doubt that the twelve Federal Reserve 
banks and the co-ordinating machinery represented by the Board of Gover- 
nors and the Open Market Committee constitute a central bank. Certain 

. aspects of Treasury activity also have a central banking character and are 
more or less imperfectly co-ordinated with Federal Reserve Operations. It 
goes without saying that better co-ordination must be somehow accom- 
plished if the potential of monetary management is to be realized. One 
must begin by examining the raison d’étre of central banking. 


1The war emergency powers are contained in Executive Order No. 8843 (Aug. 9, 1941). 
The Board’s position respecting statutory authority has been explained by Chairman Eccles 
as motivated by a desire to see the power to regulate consumer credit extended and vested ina 
public body. He himself has expressed a disinclination to “taking on this additional load.” 
Federal Reserve Bulletin, Vol. XXXII (1946), p. 1234. For the Board’s statement, see Thirty. 
second Annual Report of the Board of Governors of the Federal Reserve System (1945), pp. 24-25, 

3 See Thirtieth Annual Report of the Board of Governors of the Federal Reserve System (1943), 
p. 22. 

? See L. W. Mints, A History of Banking Theory (Chicago, Univ. of Chicago Press, 1945), 
pp. 258-59, 

1 An excellent review of the controversy will be found in the Mints study. Hence no attempt 
is made here to review the position of the disputants. 
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The machinery of central banking has been created, perhaps in part un- 
intentionally, in order to make the volume of the means of payment a man- 
ageable variable. Liabilities of banks, either in the form of bank notes or 
deposits transferable by check, have become the ‘predominant form of 
money in the modern economy. In the absence of a central bank the volume 
of such liabilities may behave in an awkward fashion, The national bank- 
ing system demonstrated in repeated panics that a rigid supply of money 
results in serious difficulties. Some means must be at hand for releasing cash 
into the economy on occasion. Only in that way can a general movement 
from other assets into cash be permitted. Usually a moderate release of.cash 
will serve to satisfy the demand, but under some circumstances very large 
amounts are needed. Obviously any holder of free funds could perform this 
function.’ But a wider view of central banking than the mere prevention of 
panics has come to be accepted. Varying the volume of the means of pay- 
ment is a powerful device for controlling the level of economic activity. 
Although there is not general agreement as to the proper occasions or the - 
proper criteria for increasing and decreasing the aggregate money supply, 
almost every one agrees that discretionary management of money should 
be practiced.® 

Control of the aggregate of deposits is possible because commercial bank- 
ing institutions are obliged to maintain specified reserves, usually in the ` 
form of deposits with the central bank, in proportion to deposit liabilities. 
The Federal Reserve authorities have a number of means of varying the 
total amount of reserve balances held by commercial banks and may also 
vary reserve ratios within a specified range. This relatively simple apparatus 
permits substantial if not complete and precise management of the volume 
of dollars in aggregate cash balances. Implementation of monetary control 
entails creating means by which the aggregate deposit liabilities of member 
banks may be altered. This aspect of the matter brings one face to face with 

.the dual character of banks which operate both as capital suppliers and 
money creators. At least as early as Ricardo, this dualism was clearly recog- 
nized.” Monetary control, therefore, must be implemented through operat- 
ing on the lending activities of both the central bank and the commercial 
banks. If the money supply is to be expanded there must be more lending 
at both levels, and if there is to be contraction, there must be less lending.’ 


5 Cf. C. O. Hardy, Credit Policies of the Federal Reserve System (Washington, The Brookings 
Institution, 1932), pp. 30-31. To the extent that idle funds exist in the economy the position of 
the central bank is weakened, particularly if balance holders tend to release cash when the cen- 
tral bank i is applying a restraining influence or vice versa. Autonomous velocity changes are un- 
questionably troublesome, for as monetary theory recognizes, money outlays may change 
without a‘change in cash balances. 

ê The gold standard case is no exception. Even under it the central bank is supposed to pro- 
vide by management much of the automatic character of this system. 

1 Ricardo in 1834 gave a very clear statement of the dualism in his “Plan for the Establish- 
ment ofa National Bank.” Fora recent appraisal of the significance of this dualism, see L. L, 
Watkins, Commercial Banking Reform in the United States, Michigan Bus. Stud., Vol. VII 
(1938), pp. 13-25. 


8 The term lending is used here in a broad sense to cover acquiring of assets either through 
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The immediate governing factor is the volume of member-bank réserves, 
for one may regard the variable reserve ratio as primarily a means of con- 
trolling the volume of excess reserves, since that has been its impact under 
experience with it to date. There are many aspects in which this control 
mechanism works without great precision, but these must be passed over in 
the interests of brevity. 

The fact that the central bank is a lender must not be permitted to ob- 
scure the important truth that this activity is incidental to the main pur- 
pose of the central bank. By lending more or less it can exert a powerful 
influence on the money supply. There are other variables, however, such as 
gold movements and currency movements, which must also be managed or 
offset. Similarly, commercial banks are lenders, and their lending activities 
also are incidental to the basic purpose of achieving appropriate changes in 
the money supply. In many respects it is unfortunate that the monetary 
apparatus is combined with the capital funds supplying apparatus, but that 
must not allow confusion to arise as to which is of basic importance. The 
matter is further complicated by the practice of having the central bank ad- 
minister a substantial body of administrative law. This function has little 
to do with central banking in its essential purpose. Were control of the 
business transactions of banks the significant matter, an agency similar to 

` the banking department of our state governments would suffice. It is not 
that bank supervision is not of importance in keeping banks solvent and 
seeing that they are efficiently operated; the point is that such matters are 
on another plane entirely. 

Despite general acceptance of the views set forth above, one finds that a 
great deal of attention has been given to the types of loans that central 
banks and commercial banks may appropriately make. In part this is ex- 
plained by the many business failures that have occurred among institu- 
tions financed in large part by depositor type liabilities. The necessity of 
confining the assets of such institutions to a type whose value is reasonably 
stable has been recognized with the result that an elaborate apparatus of 
public control has been created to assure the solvency of banks of deposit. 
In part, also, concern with bank assets is explainable in terms of the rather 
general public acceptance of the real bills doctrine, the weaknesses of which 
have now been sufficiently exposed so that no serious thought need be given 
to this set of rules for conducting bank operations.® Finally, concern with 
bank assets is explainable in terms of a view that economic activity may be 
controlled by bringing under control the rate of money outlay. Since out- 
lays are made in part with borrowed funds, and since banks are lenders, 
control of the lending activities of banks will allow outlays to be regu- 
lated. These three explanatory factors seem to account for the tendency 





customer loan transactions or through purchase and sale of open market instruments, such as 
government securities. Although the discussion here runs in terms of lending, the general argu- 
ment applies to purchase and sale of investment securities. 

° Adherence to the real bills doctrine neither assures bank solvency nor appropriate behavior 
of the money supply. For a recent synthesis of views, see L, W. Mints, of. cë., especially Chap. 
XIIL 
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to impose controls of one sort or another on the type of loans to be made 
by central and commercial banks. Maintenance of the solvency of banks 
of deposit is an inescapable requirement. Early abandonment of this 
regulatory activity should certainly not be urged. Restricting banks to 
real bills type of assets has no sound theoretical basis, but a full repudiation 
of banking school doctrines has not yet been achieved. The final strand of 
the argument that lenders should be constrained from making certain types 
of loans at certain times has not yet reached full theoretical development. 
It is that aspect of the matter which will be explored here. 

Selective credit controls cannot accomplish much in the direction of con- 
trolling the extent to which banks utilize their reserves. If only a few of the 
large number of outlets for bank funds are regulated, banks will expand in 
other directions. If stock market and consumer credit loans are restricted, 
other types of loans as well as investments will be available. The usefulness 
of selective credit controls must be found mainly in other aspects of their 
impact on economic processes. 

Allocation of productive services in the economy is accomplished by 
money outlays, the funds for which are derived in part in the credit market. 
Institutions which make loans therefore occupy a strategic position. Their 
allocations of funds are in part determined by price (money rates), but there 
is a substantial degree of market imperfection in credit transactions. Large 
elements of capital rationing characterize the credit market. Borrowers ob- 
tain funds by negotiating with lenders who grant or deny accommodation 
on many considerations in addition to price.1° Commercial banks’ lending 
activities are characterized by rationing practices. Central banks also em- 
ploy similar devices, in large part because they are operated by bankers who 
apply customary business norms and practices. The central bank must at 
times apply effective means of stopping the drain of funds imposed upon it, 
and rationing is unquestionably an effective means. The Bank of England 
- frequently has resorted to rationing, popularly known as “the turn of the 
screw.” Rationing is a necessary part of the apparatus of controlling the 
money supply since control of lending is the means to that end. 

The Federal Reserve authorities have made extensive use of rationing - 
techniques. The Federal Reserve System began operations in a climate of 
opinion which involved substantial adherence to theories of the banking 
school. Note issue and rediscounting were tied together for the purpose of 
providing elasticity, the underlying source of which was to be self-liquidat- 
ing trade paper. Paper eligible for rediscount was carefully defined with the 
result that bank funds were rationed to the commercial loan sector of the 
credit market. Moreover, the Reserve banks in dealing with member banks 
undertook to distinguish between paper that was “eligible” and that which 
was “acceptable.” Although World War I brought a significant modifica- 
tion of the meaning of eligible paper by allowing paper based on govern- 
ment securities to be treated on equal terms with trade paper, the effect was 
merely to widen the sector into which funds might flow. Probably other 

1 Cf, A. G. Hart, Anticipations, Uncertainty and Dynamic Planning (Chicago, Univ. of Chi- 
cago Press, 1940), pp. 39-50. 
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sectors of the credit market were not seriously starved of funds by these 
practices, but some effect must have been felt. During the decade of the 
1920’s, the Reserve authorities emphasized that funds should be used for 

“productive” purposes. The stock market boom severely tested this ration- 
ing plan. Only partial success was achieved in keeping funds from flowing 
through the securities trading channel of the credit market. 

Legislative changes in the early 1930’s strengthened the powers of the 
Reserve authorities respecting the use of credit in stock market speculation. 
Member banks were made subject to severe penalties for undue use of 
funds in speculation. In short, the Reserve authorities were placed in posi- 
tion to undertake.genuinely effective rationing, even to the point of denying 
accommodation to recalcitrant member banks. In connection with the crea- 
tion in 1934 of public control machinery for the securities markets, the Re- 
serve Board was empowered to set margin requirements, so that brokers 
and brokers’ customers may now even be rationed out of the credit market 
entirely, as they were during the greater part of 1946. Except for this 

iod the rationing power has been used merely A limit the amount that 
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. erated in the securities market may spread to other sectors of the economy, 
and that, therefore, it may not be out of keeping with the central bank’s 
mission to use its powers to discourage such booms.“ Another consideration 
is that a stock market boom may result in loading-up the commercial banks 
with a mass of volatile assets in the form of security loans, the subsequent 
repayment of which may induce monetary deflation. After 1929, for exam- 
ple, bank deposits contracted in part for this reason. ` 

As to consumer credit control, the same two considerations apply. A 
boom in consumer goods purchases may induce booms in other sectors of the 
economy. Also, since consumers borrow in part directly from banks and in 
part from other lenders, who in turn borrow from banks, a boom in con- 
sumer goods purchases may lodge volatile assets in the banks. 

The volatile assets argument has meaning only if it is assumed that 
banks obtain more reserves and expand deposits on the upswing and reduce 
reserves and contract deposits on the downswing. If they simply absorb and 
then disgorge these volatile assets Without an overall expansion and con- 
traction of the money supply, there is little to be concerne 
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with the principles of a free-market economy. Although monetary manage- 
ment entails some operations in the credit market, at least as between com- 
mercial banks and the central bank, the central bank need not become a 
participant in business dealings throughout the economy. Its dealings with 
member banks can be largely impersonal and can be confined to a brief list 
of assets acceptable to the central bank. This view of the proper role of 
monetary management requires the use of a few simple credit control de- 
vices of the quantitative type. Selective credit controls have no necessary 
part in such a scheme of things. 

This view is obviously not in harmony with the current policies of the 
Federal Reserve authorities. It is not particularly helpful in pointing the 
way to an escape from the present muddle. However, if it is correct, an ap- 
preciation of it might have prevented the present situation from arising. 
Finally, it suggests that serious attention be given to resolving the problem 
of bank ownership of variable value government securities with the intent 
. of developing a situation wherein traditional quantitative control devices 
may again be utilized.”° 

The situation in the United States is now one in which the central bank 
cannot prevent member banks from obtaining additional reserves to sup- 
port deposits generated by new lending. The way to more reserves is open 
because of the commitment made to support the prices of government se- 
curities. Thus if banks desire to expand, they cannot be restrained by central 
bank action. Selective credit control exercises a slight restraining force 
through reducing the demands of potential borrowers for funds, but is not an 
adequate substitute for control via the reserve position of member banks. 

Epwarp C. Simmons* 


30 Of the many current proposals, the certificate reserve plan appears to be the most feasible. 
See L, H. Seltzer, “The Changed Environment of Monetary-Banking Policy,” Am. Econ. Re., 
Vol. XXXVI, No. 2 (May, 1946), pp. 65-79. 


* The author is associate professor of economics at Duke University. 


Pay-As-You-Go Corporate Taxes?* 


In order to make collections under the present tax system more respon- 
sive to changes in the level of economic activity, a group has proposed that 
corporate-tax payments be placed on a pay-as-you-go basis.! As a mildly 
anti-inflationary measure, proponents recommend transition to the system 
by doubling up tax payments in a year when demand is excessive. In this 
note we consider briefly the extent to which an effective corporate pay-as- 
you-go system can be operated, and certain of its effects. 


I. Effective Operation of System 


A current corporate-tax-payment system would presumably be designed 
to operate as does the present one for individuals. At the present time cor- 


* The author wishes to acknowledge helpful criticisms by Richard B. Goode. 


1M. G. de Chazeau and others, Jobs and Markeis (New York, McGraw-Hill, 1946), pp. 72- 
73. This book represents a study by the research staff for the Committee for Economic Devel- 
opment. 
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porations may discharge their tax liabilities by making a single payment or 
quarterly payments in the year succeeding the one in which liabilities arise. 
Under a current-payment system they would be required to make quarterly 
tax payments on the basis of the estimated tax liabilities arising in the cur- 
rent year. Instead of purchasing tax-anticipation notes (or other liquid se- 
curities) as tax liabilities accrued, corporations would be purchasing tax 
‘receipts. 

Because corporate earnings can fluctuate widely in any given year, end- 
year losses may wipe out early-year profits. If corporations based their 
quarterly declarations and payments on their part-year operations, over- 
declarations of income in the early part of the year could be made and over- 
payments of tax result. A correction of these overpayments could not be 
made until the taxable year was closed and a refund made by the govern- 
ment. Thus, there could be a larger cash drain on some corporations in years 
of losses under a current-payment system than-under the present lagged 
system. It is now always possible to cash in liquid securities or tax-anticipa- 
tion notes when too many have been purchased. 

To avoid such overpayments corporations would consistently understate 
their declarations and tax payments. The most that could then be hoped 
for under a current system would be the requirement of a single payment 
at the close of the taxable year instead of quarterly tax payments through- 
out the succeeding year. This is virtually all that is required under the pres- 
ent current-payment system for nonwithheld income. Recipients of such 
income have until January 15 to come within 20 per cent of their final tax 
liabilities. 

On the other hand, underdeclarations of income and taxes could be re- ` 
duced by making tax receipts more negotiable through provision of quart- 
erly tax refunds. But because it is virtually impossible to check quarterly 
refund claims, they would have to be allowed automatically. The change to 
current tax payments would then merely substitute a liquid tax receipt for 
a liquid tax-anticipation note. Whenever a corporation needed funds, it 
could file a quarterly claim for tax refund. It would not seem sensible to go 
through the mechanical complications of a quarterly tax-payment system 
to achieve this abortive result. 


IL Transitional Impact of System 


Despite the doubts that an effective current-payment system can be de- 
veloped, let us assume that one can. We may then ask the question: What 
will be the transitional impact of the plan, and on whom will it fall? If, 
under the present lagged system of tax payment, tax liabilities were fully 
covered as they accrued through the purchase of government or other liquid 
securities, doubling up tax payments would result only in the cancellation 
of these securities (substitution of tax receipts for liquid securities). If, 
however, they were not fully covered, corporations would have to secure 
funds somehow with which to make the additional tax payment. They might 
economizé on cash by drawing it down, incur additional debt, or curtail 
debt repayment, none of which would have much anti-inflationary signifi- 
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cance; curtail dividends, which would be mildly anti-inflationary; or reduce 
scheduled outlays on production, which would be anti-inflationary if it re- 
duced the accumulation of inventories or depreciable assets. What reaction 
individual corporations would have to the additional taxes would depend 
on the alternatives open to them. 

As a first step in the consideration of these alternatives we might investi- 
gate the extent to which tax liabilities have been covered through the pur- 
chase of government or other liquid securities, assuming the transition to 
the system in 1947. Securities and Exchange Commission data for registered 
corporations indicate that as of June 30, 1946, corporations held $7.4 billion 
of marketable securities ($2.4 bullion of U. S. tax and savings notes, $4.7 
billion of other U. S. government securities, and $.4 billion of marketable 
securities) against $4.4 billion of tax and renegotiation accruals ($3.5 billion 
for federal income taxes, $.8 billion for other taxes, and $.1 billion for rene- 
gotiation).* In an aggregative sense, the plan would amount merely to can- 
celling tax liabilities and government securities. 

Underneath these aggregates, however, lie differences in ratios of liquid 
securities to tax liabilities. While the tax liabilities of some corporations 
may be adequately covered, others may have theirs largely unfunded. A 
breakdown by size, though still an aggregate, can point up some of the 
areas where this might be found. Using SEC data of manufacturing cor- 
porations as of June 30, 1946, classified by size of assets (as of the end of 
1941), those with assets under $5 million held securities of $93 million against 
taxes of $125 million, a ratio of .74; those with assets of $5 to $100 million 
held $1.5 billion against $1.3 billion, a ratio 1.15; and those with assets of 
$100 million and over held $2.7 billion against $1.3 billion, a ratio of 2.08.3 
A similar situation is indicated by Federal Reserve Board studies for the 
war years.‘ The ratio of marketable securities to tax liabilities increases with 
the size of corporation, though the extent to which tax liabilities are un- 
funded is less marked than in the SEC data. Although these data may be 
seriously unrepresentative of the behavior of the universe of smaller cor- 
porations, they do indicate certain areas in which tax liabilities are not fully 
covered by liquid securities. Thus, we conclude that it would be primarily 
the smaller corporation that would have to search elsewhere for the pro- 
ceeds with which to meet the additional tax payments. 

It may be that additional cash resources are available for this purpose.® 

3 Securities and Exchange Commission, “Working Capital of 1186 Registered Companies, 
December 1939-June 1946,” November 4, 1946. 

3 Ibid. 

‘See, for example, D, P. Warner, “Financial Developments in Manufacturing and Trade in 
1944,” Fed. Reserve Bull., December, 1945, and A. R. Koch and E. G. Stockwell, “The Postwar 
Financial Position of Business,” Fed. Reserve Bull., December, 1946. Retail trade appears to be 
an exception to this generalization. 

5 We are not here concerned with rather substantial differences between industries. 


€ Koch and Stockwell state: “In spite of the large increase in the working capital of small 
manufacturing enterprises during the past five years, however, the current ratio of these con- 
cerns... was still below that of large firms in the same industries. . . . ” Op. ci., p. 1342. They 
also point out the inverse relationship between size of business and percentage of cash and 
marketable securities to sales in 1945. 
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It would, however, seem safer to assume that no portion of the cash balance 
was held for payment of taxes when tax liabilities were not fully covered by 
government and marketable securities. By holding idle balances rather than 
purchasing highly liquid government securities, the corporation would lose 
interest. Nor can the small corporation squeeze much from dividends, since 
it typically disburses a low ratio of dividends to income. Outside funds for 
tax payments would be less readily available than for the large corporation 
and, if secured, would ordinarily be more costly. They thus might be forced 
to curtail the planned scale of output, reducing investment expenditures. 


IL. Effects of Normal Operation of System 


If all corporations could borrow and lend without limit at the market 
rate of interest, they could always secure the necessary funds to make an 
expenditure yielding more than the market rate of interest. Under the pres- 
ent lagged system of tax collections, the government in effect lends the 
corporation one year’s taxes which it can use to replace private borrowing. 
A shift from a lagged to a current system of tax payment would, under these 
ideal conditions, increase private borrowing by the amount of one year’s 
taxes. Total liabilities would be unaffected.” To exert counter-cyclical pres- 
sure on corporate expenditures it would, therefore, be necessary to increase 
the market rate of interest or reduce the marginal efficiency of capital 
through changes in tax rates (either corporate or personal). Such changes 
would cut off only the least profitable expenditures and would not discrim- 
inate between corporations in any other way. 

If corporations could not secure funds from the market, their resources 
and liabilities would be reduced under a current as compared with a lagged 
system by one year’s tax liabilities. Resources would always be less under 
the current system except in a year of zero or negative income, in which 
event they would be equal. A current payment system would thus reduce 
resources of companies with profits, but not: of those with losses or zero in- - 
. comes. It would exert a counter-cyclical effect through reducing the avail- 
ability of funds for corporate investment. Only by chance, however, would 
the least profitable investments be affected since the deflation is made on 
the basis of the availability of funds, not on the basis of the investment’s 
profitability. 

7 Two qualifications of this statement should be noted. Some corporations may prefer tohold 
marketable securities to cover tax liabilities and borrow to buy these securities. Under the 
ideal conditions assumed it would be a matter of indifference to them whether or not tax liabili- 
ties were covered by liquid securities. Other corporations may have no investment opportuni- 
ties yielding an excess over the market rate of interest, hence they lend (buy marketable securi- 
ties with) the additional funds made available under the lagged system. Our statement refers 
to nef liabilities, ¢.¢., total liabilities less marketable securities held against their future pay- 
eevee if corporations can lend only at a lower rate of interest than that at which they 
can borrow, the lagged system would result in more net borrowing. With the funds available 
from the postponement of tax, the corporation may buy marketable securities or invest. The 
cost of investing is, therefore, the foregone yield on marketable securities. Since this is less than 
the cost of market borrowing, there would be more borrowing under the lagged system than 
under pay-as-you-go. 
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Under conditions in which corporations were found in each of these 
groups as well as scattered in some degree between them, the current as 
compared with the lagged system would represent a differential credit con- 
trol. It would deny funds to some firms unable otherwise to finance invest- 
ment opportunities expected to yield more than the market rate of interest. 
It would leave the funds of others unaffected. While this denial of credit in 
the upswing might reduce inventories on which losses later may be sus- 
tained, it might also increase later losses by restricting modernization of plant 
and expansion of output. Moreover, it would fall heavily on the small and 
growing corporation without outside financial resources. 

We conclude that the current-payment system as compared with the 
present lagged system represents a type of counter-cyclical credit control 
with undesirable structural effects on investment. Moreover, its aggregate 
contribution to a desirable fiscal policy would be small. It would not have a 
substantial effect on those companies accounting for the Tiges part of 
aggregate corporate expenditures. 


IV. Conclusion 


Building flexibility into the tax structure is not an end in itself. It should 
be considered as only one of the many ways of achieving counter-cyclical 
fiscal effects. For individual taxpayers, pay-as-you-go has a demonstrably 
desirable effect in making consumption expenditures contribute toward eco- 
nomic stability. For corporate taxpayers, the case for a change from the 
present system to pay-as-you-go does not appear to have been demon- 
strated. Since its counter-cyclical control is based entirely on the unavail- 
ability of external financial resources, it results in a less desirable quality of 
investment than would alternative fiscal weapons of equal deflationary 
effect. Moreover, in the transition to the system, its deflationary impact 
would fall largely on the small and growing firm. 

E. Cary Brown* 


* The author is assistant professor of economics at Massachusetts Institute of Technology. 


Marginalism and Economic Policy: A Comment 


Professor Stigler’s discussion “The Economics of Minimum Wage Legis- 
lation’! is not intended to be an exercise in pure economics but an answer 
to the “many voices (who) are now taking up the cry for a higher minimum, 
say of 60 to 75 cents per hour” (p. 358). It is, therefore, meant to be a criti- 
cism of the proposed amendment to the Fair Labor Standards Act of 1938, 
an amendment which the 79th Congress failed to pass but which is still on 
the “must” list of the Administration’s legislative program.? 


1 American Economic Review, June, 1946, pp. 358-65. 

2 The amendment of the Fair Labor Standards Act of 1938 was originally introduced in the 
Senate on August 1, 1945, as Bill S. 1348. A subcommittee of the Committee on Education and 
Labor made several changes in the original bill and submitted the amendment bill to Congress. 
The Senate failed to pass the billas submitted by the Committee on Education and Labor. A 
renewed bipartisan effort in Congress to increase the statutory minimum wage to 65 cents was 
announced recently. 
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Professor Stigler’s criticism of the proposed increase of minimum wage . 
rates of 40 to 65 cents per hour is expressed in two propositions: (1) that 
statutory minimum wages are an inadequate means of eliminating poverty 
~-which he considers the main objective of minimum wage legislation— 
and of eliminating employer’s control over wages—which he considers to be 
its secondary aim (pp. 358, 363 and 364), and (2) that there are alternative 
means better suited to achieve these objectives. 


I 


Professor Stigler gives the following reasons for the inadequacy of mini- 
mum wages to eliminate poverty: (1) because the connection between 
hourly wages and the standard of living . . . is “remote and fuzzy” and (2) 
because minimum wage legislation will lead to a decline in employment. 

. Itis true that the hourly rate is not the only factor influencing the stand- 
ard of living. But the wage rate and the volume of employment are the two 
most important elements determining the worker’s income. A criticism of 
minimum wage legislation for putting a floor under the hourly and not the 
annual income is therefore not valid. Such a criticism is based, furthermore, 
on a wrong conception of the real objectives of minimum wage legislation. 

This writer is not aware of anyone who has advocated minimum wages as 
a means of eliminating poverty as such. It seems more appropriate to state 
that the objectives of the minimum wage legislation are (1) to eliminate that. 
part of poverty which is caused by the existence of wage rates which do not 
allow workers sufficient earnings to have a minimum standard of living 
even tf employment were continuous? (2) to eliminate unfair competition 
based on substandard wage rates; and (3) to increase mass purchasing 
power.’ Minimum wage legislation is not intended to be limited to cases in 


* The minimum wage rate has been computed on the assumption that employment is con- 
tinuous: To quote the report of the Senate Committee on Education and Labor: “The Com- 
mittee feels that a, minimum wage of 40 cents per hour, which will yield no more than an an- 
nual income of $800 a year to the small percentage of workers fortunate enough to find 50 weeks em- 
ployment å in a year, does not give a wage sufficient to maintain what we would like to regard as 
the minimum American standard of living. But 40 cents per hour is far more than millions of 
American workers are receiving today. . . . ” See Fair Labor Standards Act, H. R. 1452, 75th 
Cong., Ist sess., p. 9 (italics mine). See also ‘Amendment of the Fair Labor Standards Act, Hear- 
ings before a Subcommittee on Education and Labor, United States Senate, 79th Cong., ist 
sess. on S. 1349, A Bill to Provide for the Amendment of the Fair Labor Standards Act of 1938, 
and for other purposes; p. 25. The hearings on this bill will be quoted from now on as “Hearings 
on S. 1349.” 

4 The first two objectives are very closely linked by the Fair Labor Standards Act of 1938. 
This act aims to correct labor condsitons which are detrimental to the maintenance of a mini- 
mum standard of living and which are spread and perpetuated by commerce and constitute 
“unfair methods of competition in commerce.” See Fair Labor Standards Act of 1938, Public 
Law No. 718—75th Cong., Chapt. 676, 3rd sess., “Findings and Declaration of Policy.” See 
also Hearings on S.1349, pp. 607 and 800, and U.S. Dept. of Labor, Bur. of Labor Stat. Bul., 
No. 167, p: 23. 

5 President Roosevelt, on May 24, 1937, in requesting Congress to enact the Fair Labor 
Standards Act, emphasized the purchasing power argument. See Public Papers and Addresses 
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which the employer has control over wages.® 

Given these objectives, the real issue is whether minimum wages can 
contribute to the elimination of poverty in the way the FLSA has intended. 
To answer this question we have to examine the effect of minimum wages on 
employment—the second mean determinant of the standard of living. 

` Professor Stigler believes that the increase in hourly wages will detrimen- 
tally affect the volume of employment. Minimum wages, according to him, ' 
will decrease employment (1) by reduction in output, (2) by discharge of 
workers whose productivity cannot be increased, and (3) by technological 
improvements which reduce the labor requirements per unit of output. The 
net result will be a decrease in the earnings of workers who had “previously 
been receiving materially less than the minimum” and “perhaps a rise” of 
the earnings of those “‘previously a trifle below the minimum.” 

The experience which resulted from the FLSA showed that minimum 
wages did not increase costs to such an extent as to affect the demand for 
commodities. Case studies in which the impact of minimum wages could 
be isolated from other factors affecting production, employment and earn- 
ings have shown that employment did not decrease because of changes in 
demand and output. But it had a tendency to decrease because of techno- 
logical improvements. In spite of this tendency, earnings of worker pre- 
viously receiving less than the minimum wage increased substantially, and 
earnings of those previously above the minimum wage increased also, 
though to a smaller extent.’ 

This seems to show that Professor Stigler’s conclusions in regard to earn- 
ings and output are incorrect, but that his conclusions in regard to the em- 
ployment effects are partially right. In determining to what extent they are 
correct, we must distinguish clearly between the displacement of labor due 
to increased productivity and the displacement resulting from the inability 
of the worker to increase his productivity up to the point where it would be 
equal to the value of his marginal product. It is one thing to point out that 
minimum wages increase productivity; it is another to criticize the effec- 


of Franklin D. Roosevelt, 1937 (1941) p. 210. Recently it has been strongly emphasized. See 
Hearings on S. 1349, p. 1423. 

$ The need for minimum wage legislation often exists in cases in which employers have no 
control over wages. There were few monopsonistic employers in the city of New York but there 
were widespread labor conditions detrimental to the maintenance of a minimum standard of 
living. These conditions caused unfair competition in the very cases in which competition was 
unimpeded, 

1 There is ample evidence to substantiate the points made in this paragraph. See U. S. Dept. 
of Labor, Annual Report, Wage and Hour Division, 1941, pp. 15 ff. Also The Minimum Wage, An 
International Survey, Internat. Lab. Office, p. 234; U. S. Dept. of Labor, The Effects of Mini- 
mum Wage Determination in Service Indusiries, Bull. of the Women’s Bureau No. 166 (1938), 
pp. 15-16. See also H. M. Douty, “Some Effects of Wage Orders under the Fair Labor Stand- 
ards Act,” Am, Lab. Legislative Rev., Vol. XXXII, No. 3 (Dec,. 1942), pp. 174-75, and ‘‘Mini- 
mum Wage Regulations in the Seamless Hosiery Industry,” Southern Econ. Jour., October, 
1941, esp. p. 174; U. S. Dept. of Labor, Summary of State Hour Laws for Women and Minimum 
Wage Rates, Bull. of the Women’s Bureau No. 137 (1936), pp. 783 ff.,and U. S. Dept. of Labor, 
Bull. of the Women’s Bureau, No. 164 (1938), pp. 187-190, and Hearings on S. 1349, pp. 27-29. 
See A. F. Hinrichs, “The Effect of the 25 cent Minimum Wage on Employment in the Seamless 
Hosiery Industry,” Jour. of the Amer. Stat. Assoc., March, 1940. 
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tiveness of minimum wages to contribute to an elimination of poverty be- 
cause they lead to dismissal of workers with substandard productivity. 

In so far as Professor Stigler has the latter phenomenon in mind, he is 
wrong. As Professor Lester has already pointed out, the experience of the 
FLSA has shown that the productivity of submarginal workers has in- 
creased. It is true that there were some handicapped workers whose pro- 
ductivity could not be increased. They were not dismissed but certified as 
handicapped. In so far as Professor Stigler thinks in terms of technological 
unemployment his reasoning is correct but meaningless. His criticism of 
minimum wages for having a tendency to reduce labor requirements per 
unit of output is tantamount to a criticism of minimum wage legislation for 
contributing to economic progress, an increased standard of living, and 
higher income.’ 

The remoteness of Professor Stigler’s conclusion from the experience made 
with the FLSA becomes understandable if we realize that he did not investi- 
gate any empirical material. His conclusions are deduced from the following 
premises: (1) that “each worker receives the valie of his marginal product” ` 
(p. 358); (2) that there is perfect competition in a static equilibrium society; 
(3) that both the product market and the labor market are perfectly com- 
petitive° Only when discussing employer’s control over wages does Pro- 
fessor Stigler make a concession to the real world.4 But the main trend of his 
paper is based on assumptions which are irreconcilable with the objectives 
of the FLSA and the economic realities within which it operates. 

The conclusions at which Professor Stigler arrived on the basis of these 
assumptions are used to predict that “possibly several hundred thousand 
workers would be discharged” (p. 361) if the current proposals to amend 


* Minimum wage legislation led to a general re-examination of labor policies with the objec- 
tive of increasing efficiency. Improvement of employment techniques followed. Pretraining of 
employees, vocational schools and attention to lighting were some of the results of minimum 
wage legislation. See H. M. Douty, of. cit., and John F. Maloney, “Some Effects of the Federal 
Fair Labor Standards Act upon Southern Industry,” Southern Econ. Jour., July, 1942, pp. 19~ 
20. 

9 It is true that the latter results are only potential and do not follow necessarily from in- 
creases in productivity if the dynamic forces giving life to our economy are not strong enough 
to absorb technological unemployment. But this is a problem of a different nature which cannot 
be solved by stopping technological progress. - 

10 Tt js true that in his reasoning Professor Stigler fails to distinguish between perfect compe- 
tition in a classica] model of Jasssez faire theory in which unemployment does not exist and in 
the real world in which unemployment always exists. But in stipulating equality of wages and 
marginal product of labor, Professor Stigler must accept the neoclassical assumptions mention- 
ed above. His assumption that wage determination is competitive because “low wage industries 
are competitive” (pp. 358, 359) is only meaningful in the ideal world of laissez-faire. In the real 
world a competitive product market often involves labor conditions detrimental to the main- 
tenance of a minimum standard of living. 

u Professor Stigler points out that “in such a case a minimum wage may be beneficial” be- 
cause the wage is brought closer to the value of the marginal product. Op. cst., p. 360. This 
shows that his assumption of equality of wages and the value of the marginal product of labor 
loses even its theoretical meaning if there is so substantial an element of monopoly as there is 
in the real world. 


COMMUNICATIONS 649 


the FLSA were put into effect.” In addition to warning us against mass un- 
employment, Professor Stigler states that “the increment of consumer 
demand (resulting from an increase in the relative share of wage earners’ 
income due to a minimum wage) will be unnecessary, and perhaps unwel- 
come” (p. 361). 

We shall not discuss the question whether it would be unwelcome to in- 
crease the income of families presently eárning $800 per year or whether 
other anti-inflation measures are socially more desirable. But we must 
point out that Professor Stigler’s argument is meaningful only if we assume 
that large-scale increases in purchasing power result from minimum wage 
legislation.“ To postulate such a consequence is completely incompatible 
with Professor Stigler’s dire prediction of mass unemployment. 


OH 

We have thus far reviewed Professor Stigler’s arguments in terms of the 
efficacy of minimum wages to achieve certain objectives. We have seen that 
his arguments are largely irrelevant since he ignores the actual objective 
and the effects of the FLSA as well as the economic realities within which it 
operates. We have seen, furthermore, that he does not prove his case even 
in terms of his own interpretation of the objectives of the FLSA. But final 
judgment as to the validity of Professor Stigler’s reasoning is not possible 
before discussing the alternatives proposed by him. 


8 Empirical evidence shows that this prediction is wrong—even if we accept Professor Stig- 
ler’s assumptions. In manufacturing, for which we have the best data, 2.3 million workers re- - 
ceived less than 65 cents an hour in June, 1945. The overall straight time hourly wage rate 
would have increased 2 per cent (from $0.968 to $0.987) as a result of the proposed increase of 
the statutory minimum wage from 40 to 65 cents per hour. The additional cost to the wage bill 
would have corresponded to 3.5 per cent of 1944 profits. Mr. Bowles testified to the Senate 
Committee on Education and Labor that only one industry—the lumber industry—would 
need price relief as a consequence of the proposed increase in the minimum wage. We may 
mention in addition that the suggested relative increases in the statutory minimum wage are 
not greater than those enacted in 1938 when anything but mass unemployment resulted from 
the enactment of the FLSA. See “Basic Data on Workers in Manufacturing below 65 cents 
Minimum and Effect of 65 Cents Minimum,” Hearings on S. 1349, pp. 1423, 1428 and 1439 ff. 
It should be pointed out that these estimates take into consideration only the direct effect of an 
increase in the statutory minimum wage. 

8 Mr. Parmelee criticized the amendment to the FLSA on the ground that it is inflationary, 
See Hearings S. 1349, p. 471. To this Mr. Keller answered: “Placing money in the hands of 
these needy people is not a matter of inflation unless removing the wrinkles from hungry bellies 
might be considered inflationary.” See sbid., p. 688. The argument that increases in minimum 
wages are inflationary has been used against the timing of the proposed increase in minimum 
wages. 

4 Tn his testimony before the Senate Committee on Education and Labor, Mr. Bowles esti- 
mated the total increase in purchasing power due to an increase of the minimum wage from 40 
to 65 cents in the neighborhood of $3 billion. This estimate takes into consideration the direct 
and indirect effects of an increase in minimum wages. See Hearings on S. 1349, p. 1423, 

15 Tt is unfortunate that most of the disagreement expressed in this paper refers to mere 
questions of fact about which there should be no disagreement, and to inconsistencies in ag- 
sumptions and reasoning. A social scientist can il] afford to criticize an important piece of 
legislation without even making an attempt to scrutinize the available evidence. This is partic- 
ularly unfortunate since minimum wage legislation allows us in several cases, the outstanding 
one being the hosiery industry, to trace the effects of one cause—a statutory minimum wage. 
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The proposals made by Professor Stigler are two-fold: (1) elimination of 
immobility of labor, (2) “assistance to the poor with regard to their need 
(measured by family composition) but without regard to their occupation” 
(p. 365). It is not clear how immobility of labor is compatible with Pro- 
fessor Stigler’s assumption. But it undoubtedly exists in the real world and 
any policy which decreases the immobility of labor is welcome. But it is 
certain that the measures proposed by Mr. Stigler to eliminate immobility 
of labor would be inadequate. They could, at best, be a partial substitute 
for minimum wage legislation—or a valuable complementary measure. 

Negative rates for personal income taxes for low-income families are the 
second alternative proposed by Professor Stigler. This is neither an “effi- 
cient” nor an “equitable” means of eliminating poverty because if applied ` 
as an alternative rather than as a complementary measure to minimum 
wage legislation, it would be nothing but a public subsidy for unfair com- 
petition and/or monopsonistic exploitation. It would in no way eliminate 
labor conditions detrimental to the maintenance of a minimum standard of 
living and would therefore not be a real alternative to minimum wage legis- 
lation. 

Professor Stigler’s advocacy of his alternatives and his rejection of mini- 
mum wage legislation as “neither a sufficient nor equitable device for chang- 
ing the distribution of personal income” (p. 362) brings out an important 
point. There is at least a presumption that Professor Stigler’s concept of 
equity is different from that implicit in minimum wage legislation. Professor 
Stigler essentially advocates doles based on the means test. He seeks to 
abolish poverty “in good part because it leads to undernourishment”’ (p. 
365). And he believes that the “incomes of the podr cannot be raised without 
impairing incentives” (p. 364). We may remark in passing that there is no 
explanation why tax rebates would not bring about the same results—nor 
why they are not inflationary. The main point is that the advocates of 
statutory minimum wages would probably feel. that a democratic society 
implies a different concept of equity and human dignity and therefore dif- 
ferent means of implementation. ` 

This shows that a social scientist who criticizes a specific measure of eco- 
nomic policy should clearly differentiate between the ability of a proposed 
measure to achieve the desired aim and the desirability of the aim itself. 
It is true that Professor Stigler says he approves of the elimination of ‘‘ex- 
treme poverty.” But such a statement is far too vague; it is not a clear 
enough indication of the value judgments in regard to means and ends im- 
plicit in his reasoning. In order to make these value judgments explicit a 

scientist must show the implications of a specific measure of policy, the 
“price” that we must pay for it, and he must indicate the “price” of alter- 
native policies. This can only be done by taking the existing society as a 
frome of reference and by indicating the norm in view of which social criti- 
cism is made. It seems that Professor Stigler is taking the world of perfect 
competition in which wages are equal to the marginal product as a frame 
of reference as well as a norm for judging the impact of minimum wage 
legislation. A criticism of minimum wage legislation from this point of view 
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is meaningless. If the world of perfect competition is taken as a concrete 
frame of reference, minimum wages cease to be a problem and the objec- 
tives of minimum wage legislation become unreal. If the world of perfect 
competition is taken as a norm, the criticism becomes merely formal, devoid 
of any reality and must lose even the pretense of social significance. 


III 


To what extent are these comments on Professor Stigler’s article in agree- 
ment with Professor Lester’s criticism, and what light do they throw on the 
discussion of ‘“‘marginalism’’? 

As we have already pointed out, Professor Lester’s objections to Pro- 
fessor Stigler’s reasoning are, on the whole, perfectly valid. But Professor 
Lester is ambiguous when he implies that the fact that employment has not 
decreased as a result of minimum wage legislation shows that ‘marginal- 
ism” is wrong. He is ambiguous because the term ‘‘marginalism”’ is ambigu- 
ous. The experience of the FLSA shows indeed that the behavior of the 
entrepreneur can be rationalized in terms of equalizing marginal cost and 
marginal revenue, and that an increase in,cost will bring about a chain of 
reactions which can very well be expressed by using ‘‘marginalism” as a 
tool explaining the rational action of an entrepreneur for whom wages are 
data.!! Attempts to increase the productivity of workers are analogous (in 
terms of formal logic!) to dismissal of workers because the marginal value 
of their product is lower than the increased wage. It can not be denied, fur- 
thermore, that the tendency to substitute machinery was strongest in those 
firms which had the greatest share of sub-minimum-wage workers. All this 
is in perfect agreement with ‘‘marginalism” as defined above. 

And yet the overall results of the FLSA experience were in all major 
respects contrary to those predicted by marginalists. This shows that ‘‘mar- 
ginalism” implies more than a formal rationalization of choice. Our discus- 
sion of Professor Stigler’s article has shown that it implies a static equili- 
brium situation in which firms are in optimum positions. It is this identifi- 
cation of marginalism with static equilibrium which makes it a useless tool 
for economic analysis of the real world. Professor Lester is, therefore, 
right in rejecting “‘marginalism” in this broader sense as a meaningful 
approach to the wage-employment problem. 

But we must go a step further than Professor Lester since marginalism 
is not simply used as a tool to analyze the theoretical aspect of the wage- 
employment problem. It is also used as a tool to analyze economic policy 
problems. If used for this purpose, marginalism implies value judgments 
which are hidden behind the formality of the approach. It is no coincidence 

16 Tt is true that marginalism “as such” is, as Professor Fritz Machlup pointed out, implicit 
in the economic principle. See “Marginal Analysis and Empirical Research,” Am. Econ. Rev. 
Vol. XXXVI, No. 4, Pt. 1 (Sept., 1946), p. 519. But as Professor Stigler has admitted, marginal- 
ism is a formal principle. See “Professor Lester and the Marginalists,” Am. Econ. Rev., Vol. 
XXXVII, No. 1 (March, 1947), p. 154. It can, therefore, not give an explanation of the “un- 
derlying factors of choice” as Professor Machlup says (op. c##., p. 519). It does not explain the 


underlying motives of theentrepreneur of whom the latter is unconscious. The marginalist is not 
a psychoanalyst but a formal logician. 
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that marginalism is and has always been an instrument for combating such 
measures of social reform as the minimum wage legislation. Professor Stigler 
is no exception to this rule. A criticism of his practical conclusions has shown 
that marginalism is a particularly unsuitable tool for analyzing a problem 
which necessitates clarity of ultimate values because it must be discussed in 
terms of means and ends. 

The proponents of marginalism must do considerably more than point 
out that “marginalism” describes “the logical process of finding a mazi- 
mum.’ This is true but does not come to grips with the real issues involved 
in the application of marginalism to labor problems. It is, furthermore, not 
sufficient to say that marginal thought does (or rather, can) take into con- 
sideration all the factors which the “anti-marginalists” use. The issue is one 
of relative significance of these factors. The analysis of Professor Stigler’s 
“conclusions” and “predictions” has shown that the marginal significance 
of marginalism in a dynamic situation approaches zero.'8 

i Frep H. Birum* 


7 Fritz Machlup, American Economic Review, Sept., 1946, p. 519. 

18 Professor Stigler’s statement that the marginalists’ “empirical errors have not been so 
crude as those with which we are charged” (op. cë., p. 155) ie not substantiated and cannot, 
therefore, be taken seriously. Professor Stigler simply ignores those empirica] facts mentioned 
by Professor Lester which do not fit into his theory by concentrating his attention on some of 
Professor Lester’s findings which may be subject to criticism. 


* The author is lecturer in economics at Howard University. 


Methods of Visual Presentation and the Teaching of Economics 


The present re-examination of the undergraduate economics curriculum 
offers a unique opportunity for an appraisal of the role which visual aids 
may play in the presentation and analysis of economic problems at the 
elementary level. The general argument in favor of making use of visual aids 
in the process of learning will be readily agreed upon. It was succinctly ex- 
pressed by John Dryden more than 300 years ago. In his Essay of Dramattc 
Poesy Dryden spoke of our eyes as “our strongest witnesses.” By co-ordinat- 
ing the written or spoken word with diagrams and picture symbols we are 
appealing to two senses instead of one. Because our visual memory is our 
best aid in retaining perceptions and impressions an appeal to our eyes is 
frequently more effective than the spoken word. More than this, by mak- 
ing it possible to use our eyes in the process of learning, the grasping of ` 
difficult problems is facilitated. In fact, what appears to be a complex re- 
lationship, if orally explained, may become simple by an appeal to the eye. 
On the other hand, “‘it is unnecessary to say in words, what we are able to 
make clear by pictures.”! All this is especially true for the beginning student 
in any given field of knowledge. 

Thus far, most attempts of using methods of visual presentation in eco- 
nomic analysis have been confined to essentially static problems. Neither 


10. Neurath, International Pidure Language (London, Kegan Paul, Trench, Trubner & 
Co., Ltd., 1936), p. 26. 
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Quesnay’s Tableau Economique, nor supply and demand curves and even less 
so, of course, the visual presentation of statistical data, can truly be said to 
be concerned with economic dynamics in the sense of tracing the effects of 
changes of data. The question is, therefore, whether the time has not come to 
explore the possibilities of using visual aids in the presentation and analysis 
of economic problems of a dynamic character. Take, for instance, the prob- 
lem of the flow of goods and money. I see no reason why this central problem 
of economic dynamics could not be broken down into its constituent parts 
and presented with the aid of diagramatical, 4.e., visual material. One might 
start from a position of equilibrium and full employment and show first the 
circulation of goods and money between one business unit and one house- 
hold by means of the familiar stream of money and commodities in opposite 
directions. It might be shown how money is paid out and trickles back from 

_the consumer to the business unit. Then, leaving this highest stage of ab- 
straction, it could be shown, by a series of successive approximations, how 
the flow of goods and money tends to assume the form of a process of con- 
tinuous circulation between all business units.and all households. The next 
step might be the introduction, by visual symbols, of the banking system 
and its function as an accumulator of liquid funds and distributor of bank: 
credit. Savings and spending might be introduced next by directing part 
of the money flow into the banking system and out of it back into the 
monetary flow as it is spent or invested. Relationships between savings and 
spending might be conveniently discussed at this level with special emphasis 
on the effects which an excess of savings (or spending) may have on the flow 
of money, business receipts, income and the level of economic activity. This , 
illustration might be further refined by studying the effects on the marginal 
firm through rising or falling profits. There is no reason why these processes 
as well as the related concepts of investment, inflation and deflation could 
not be represented diagrammatically, for instance, by corresponding changes 
in the width of the money belt.? 

Or consider the appraisal of compensatory devices with the aid of the 
multiplier theory or the principle of acceleration. Although illustrations in 
terms of numerical examples will always remain essential for a basic under- 
standing of these principles, it seems to me that here too there is room for 
diagrammatical representation. I remember a simplified multiplier diagram 
which J. M. Clark introduced in his “Appraisal of the Workability of Com- 
pensatory Devices” (American Economic Review, Suppl., 1939) which, 
doubtless because of its simplified character, exhibited better than any- 
thing I have seen since, the multiplier effects and the dwindling after-effects 
after public spending had stopped. 

Two objections to the use of visual teaching aids may be mentioned. It 
may be feared that all methods of visual presentation are likely to involve 
oversimplifications of what are in reality highly complex interrelationships. 


2 In fact, the above outline reflects the approach followed by M. Polanyi in his diagrammati- 
cal film entitled Money and Unemployment which undertakes an introduction to the Keynesian 
mechanism. For a description and theoretical analysis of this approach see M. Polanyi, “Eco- 
nomics by Motion Symbols,” Rev. Econ. Stud. (Oct., 1940), pp. 1~19. 
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And it may also be objected that visual instruction is bound to lead to the 
acceptance of too mechanistic a view of economic processes, especially at the 
initial stage of economic analysis. These objections should not be dismissed 
too lightly. Any outright rejection of methods of visual presentation on 
these grounds tends, however, to overlook the fact that economic theory, 
and for that matter all theoretical thinking, operates with intellectual 
models designed to simplify reality in order to interpret it. Supply and de- 
mand curves are extreme simplifications whose mechanistic nature has 
often been questioned by critics of modern value theory. Yet, it will be 
readily admitted that these tools, if properly qualified, need not mislead. 
They have, in fact, proved to be highly valuable aids of analysis. In short,. . 
visual aids in teaching are not meant to be substitutes for logical thinking. 

They are designed to facilitate the process of analysis, especially at the 
elementary level. 

With these qualifications it may even be said that the visual presentation 
of economic problems has two fundamental advantages. First, it is particu- 
larly well adapted to the illustration of complex concepts and ideas through 
operational definitions. For example, the concept of money is understood 
fully only in terms of what money does (how it operates) in the economic 
process. If this be true, that is, if we agree with Bridgman that “‘the proper 
definition of a concept is not in terms of its properties but in terms of its 
actual operations,”? it is evident that visual presentation is likely to point 
more directly to the phenomena than any spoken or written language. In 
fact, if properly organized and arranged, visual aids in the teaching of eco- 
nomics can furnish the mind of the beginner with concepts which, because 
their meaning has been conceived from the very outset with reference to 
experience, are bound to correspond more closely with reality than has been 
the case hitherto. Secondly, to the extent that methods of visual presenta- 
tion play a role in the teaching of economics the quality of teaching can be 
improved simply by better technical means of presentation (such as dia- 
grams, charts, pictures, films) and depends less upon the number of good 
teachers which, of necessity, is limited at any given. time. 

K. Wurm Kapp* 


2 P. W. Bridgman, The Logic of Modern Physics (New York, Macmillan, 1938), p. 6. 

* The author, who is assistant professor of economics and social science at Wesleyan Uni- 
versity, is chairman of the Subcommittee of Visual Aids of the Association’s Committee on 
the Undergraduate Teaching of Economics and the Training of Economists. 


J. B. Clark: A Message from Japan 


The following message from Professor T. Miyajima was received earlier 
this year by Professor J. M. Clark: 


I held a small meeting on January 26th to celebrate the 100th anniversary 
of your father’s birthday. Some twenty persons, all my colleagues and 
students in political economy, joined in this memorial meeting and I could 
spend a delightful, rather significant afternoon with them in showing them 
your father’s pictures and his writings, some of which are appreciated as 
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‘magnum opus.’ We talked much about the great American economist as 
founder of marginal utility theory with Jevons, Menger and Walras. Thus 
we renewed our high appreciation of his personality and thought and also 
of his influence upon the Japanese students in economics. When celebrating 
next June the centennial anniversary of the birth cf my old teacher in 
Paris, Professor Charles Gide, I will do something more in memory of Pro- 
fessor J. B. Clark, whose great contribution to economic science was very 
often highly appreciated by the French economist in his various works. 


In an earlier letter, Professor Miyajima said: 


At the threshold of the new year I look back with deep regret on the past 
few years during which our friendly relations have been inevitably inter- 
rupted and take this opportunity to fervently ask our old friends and col- 
leagues abroad to generously favor us as before with their sympathy and 
friendship, coupled with the assurance that we will do our best and utmost 
to merit in the years to come a continuance of their confidence which, after 
all, is the most important motive of international cooperation. 


Professor Miyajima is lecturing on economics and international politics 
at Kansai-Gakuin University, near Kobe, an institution founded some 
sixty years ago by American missionaries, and is also cooperating with 
officers of the American army. 


Operations of the National War Labor Board 


To the Managing Editor, 
American Economic Review 


From a representative group of those who served as board or senior staff 
members during the period covered by them, I solicited critical comments on 
my ‘Observations on the Operations of the National War Labor Board,” 
which appeared in the American Economic Review for June, 1946. In re- 
` sponse I received a large volume of comments from persons who worked on 
all sides of that tri-partite undertaking. 

I have now summarized the comments, and would be glad to give copies 
of the summary to students of the work of the War Labor Board. Within 
the limited circulation possibilities involved, I also would be glad to let 
them see the full text of those letters of comment which were submitted 
without restraint upon their use. The comments seem to me to constitute 
an illuminating contribution to understanding of the board’s opérations. 
Inquiries should be addressed to me care of McGraw-Hill Publishing Com- 
pany, Inc., 330 West 42nd Street, New York 18, N. Y. 

DEXTER M. KEEZER 


MEMORIALS 
Irving Fisher 


The twentieth president of the American Economic Association, Pro- 
fessor Irving Fisher, died in New York City on April 29, 1947. He was born 
at Saugerties, New York, on February 27, 1867. In celebration of his eight- 
ieth anniversary a testimonial program had been held at the Annual Meet- 
ing of the American Statistical Association in Atlantic City last December, 
and on his birthday a dinner was tendered him by a legion of his friends at 
the Yale Club of New York. On both occasions he displayed the earnestness, 
vigor and acumen that typified his life. 

Irving was the fourth child of George Whitefield Fisher, a Congregational 
clergyman, who died of tuberculosis in 1884, the year Irving was entering 
Yale University, and left a mother and younger brother for him to support. 
In spite of this responsibility he had a brilliant undergraduate career at 
Yale. He won a single-sculling race on Lake Saltonstall, was elected to the 
Delta Kappa Epsilon, Phi Beta Kappa, and Skull and Bones fraternities, 
and became valedictorian of his Class (1888). 

He always attributed a large part of his success to his early association 
with Willard Gibbs, getting from him the art and habit of scientific thinking 
and the general philosophy of life. He started his professional career in the 
field of mathematics, but soon turned to mathematical economics, largely 
as a result of his association with William Graham Sumner. He was a 
tutor in mathematics 1890-93 and taught astronomy one year. He took his 
doctorate degree at Yale in 1891: his thesis Mathematical Investigations in 
the Theory of Value and Prices, published in 1892 (translated later into 
French and Japanese), stamped him as an outstanding scholar and won him 
wide recognition. 

His interest in mathematics continued throughout life. He was associated 
with Dean Andrew W. Phillips in the publication of Elements of Geometry. 
He devised a sundial for his garden, in the shape of half a cylinder, parallel 
to the axis of the earth, one edge serving to cast the shadow in the morning 
and the other in the afternoon. Later he constructed another type, a metal 
hoop parallel to the equator, with a rod for the gnomon parallel to the 
earth’s axis at the highest point of the hoop, providing such a hairlike 
shadow at noon that time could be read within a few seconds’ accuracy. 
His icosohedral projection map (1943) is perhaps the most recent manifesta- 
tion of his mathematical bent. 

Professor Fisher was known the world over as one of the leading mathe- 
matical economists. After the success of his doctorate thesis, he published a 
Bibliography of Mathematical Economics in Cournot’s Mathematical 
Theory of Wealth, which he assisted in translating and editing. A re-calcula- 
tion and -examination of his thesis led, in 1907, to the publication of The 
Rate of Interest, which he explained as resting on rates of “impatience” 
or “time preference” for income. Noting the need for a knowledge of the 
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calculus if mathematical economics was to attain a wide understanding and 
use, he prepared A Brief Iniroduction to the Infinitesimal Calculus for use of 
economists. He was one of the founders and presidents of the Econometric 
Society, as well as its financial supporter. His textbook Elementary Princi- 
ples of Economics was characterized, as never before, by diagrams, curves 
and formulae and the language and presentations of this and his other 
scientific treatises smacked of the physical and mathematical world. He is 
renowned for his “equation of exchange” and his students well remember 
his “tank,” with all its mechanized parts, by which he demonstrated the 
equation. His liberal use of mathematics and physics not only delimited his 
audience but also led to many misunderstandings, for it minimized the psy- 
chological factor and his similes did not fit the facts too well. 

While his mathematical propensities might have led to an interest in 
statistics, he frequently said he backed into this field through the subject 
that dominated his life interest, namely, the stabilization of the purchasing 
power of money. The money question was in the forefront of economic dis- 
cussion in the early 1890’s when he was launching his career. In his doctorate 
thesis he concluded that lenders and borrowers protected themselves against 
the harm of fluctuations in the purchasing power of money by compensatory 
adjustments in the loan rate of interest. He took the part of “sound money” 
against Bryan in 1896, not believing that either national or international 
bimetallism was a good remedy. The evils of unstable purchasing power of 
money were better comprehended at the turn of thé century—how inclusive, 
all-permeating and destructive it was—and he set forth on a lifetime quest 
of a cure. 

The first solution, his “compensated dollar,” was advanced in 1911, after 
discussing it in his classes for six years. To his dying day, despite its theo- 
retical and practical weaknesses and its political impossibilities, he clung 
to this as a basic means of stabilizing the dollar. . 

It would vary the gold content of the dollar as the index number of prices 
varied. Stabilization required a stable yardstick of value, “but, at that time, 
the science of index numbers had received little attention,” and there was 
no “clear quantitative idea of a dollar’s average purchasing power—over 
goods in general.” 

This need forced his attention to index numbers and statistics of prices. 
In 1922 he published The Making of Index Numbers, by far the most com- 
prehensive study of index number formulae, wherein he tested thousands of 
formulae deductively and inductively on the basis of crucial criteria, and 
arrived at his “ideal formula.” 

The next year he began the publication in the newspapers of a weekly 
Index Number of Wholesale Prices, ‘‘the first weekly index ever published, 
being made possible by certain short-cuts in calculation.” Its chief-purpose 
was to “obtain an index representing the purchasing power of the dollar, 
the idea being to accustom the public to the thought that the dollar is not 
a constant but a variable.” He said it had taken him a long time to realize 
the need for this sort of education. His book The Money Illusion, written on 
the basis of lectures he gave in the School of International Studies at 
Geneva in 1927, carried this sort of education further. 
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In his book Stable Money Fisher delineates the history of the movement 
for stabilization, particularly in the United States, and ends with a biog- 
raphy of his own activities in this field. Up to 1934 he had “delivered 99 
addresses, besides 37 letters to the press, and 161 special articles, as well as 
9 testimonies at hearings held by government bodies and 12 privately 
printed circulars, together with 13 books bearing on the subject.” His out- 
put continued at about the same pace the remaining thirteen years of his 
life. “These writings are of two sorts—popular and technical: each of 
which falls under four heads: (1) fundamental principles (e.g., The Purchas- 
ing Power of Money, Booms and Depressions); (2) the measurement of 
purchasing power (e.g., The Making of Index Numbers); (3) studies of this 
purchasing power, in relation to current events, especially in relation to the 
‘high cost of living’ (¢.g., Why the Dollar is Shrinking) and ‘depression of 
trade’ (e.g., The Stock Market Crash and After); (4) writings on methods of 
stabilization (e.g., Stabilizing the Dollar, The Money Illusion, and 100% 
Money).” : 

The methods of stabilization advocated by him at various stages of his 
life include the “compensated dollar”; open-market operations by the Fed- 
eral Reserve or, better still, by a comprehensive “monetary authority”; 
“scrip money,” with penalty for slow turnover; “100% money,” doing 
away with fractional bank reserves and letting the monetary authority vary 
the volume of money according to an index number; “managed money inde- 
pendent of gold” as in Sweden; “profit limitation”; and “bond reserves.” 
The length of this list suffices to show why the bankers and other conserva- | 
tives were wont to regard him as a dangerous tinkerer with the currency and 
- sometimes as an inflationist. At heart he was not an inflationist; he merely 
believed in controlled “reflation,” as in 1932, when he wanted to restore the 
price-level to its former height. 

Fisher was never content to stop with scientific research: he was imbued 
with an irrepressible urge to reform, along the lines indicated by his studies. 
For example, having seen and felt the evils of unstable money and having 
discovered the causes and cures, he was determined to do all he could to make 
it stable. He launched vigorous campaigns of education by every means 
available; he organized, financed, wrote and spoke for the “Stable Money 
League,” which was an organization propagandizing the “Compensated 
Dollar” and other methods of stabilization; he got Congressmen to sponsor 
bills, such as the Goldsborough, Strong, and Vorhees bills, providing for 
stabilization policies and machinery; he provided the tools, such as index 
numbers and formulae. In all these efforts no one ever ascribed to him any 
but the highest altruistic motives. On his 80th birthday he said publicly 
he had spent over $100,000 of his own money in promoting stabilization. 

This propensity to promote, through private and organizational effort 
the things in which he believed, characterized all his activities and not 
merely in monetary stabilization. With Hamilton Holt he was one of the 
first to formulate the idea which Wilson later embodied in the League of 
Nations and he wrote two books League or War and America’s Interest in 
World Peace, and campaigned for six months throughout the United States 
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for its adoption. He opposed the taxation of savings, wrote two books, The 
Nature of Capital and Income and Constructive Income Taxation, on the sub- 
ject, had bills embodying his ideas introduced into Congress, and argued 
his case before Congressional committees. His activities in promoting public 
and private health will be noted below. 

Unfortunately his eagerness to promote his cause sometimes had a bad 
influence on his scientific attitude. It distorted his judgment; for example, he 
was carried away by his “new economic era” ideas in the late 1920’s and 
lost his fortune as a result. He ardently supported prohibition, being presi- 
dent of the Citizens’ Committee on War-time Prohibition, 1917, and of the 
Committee of 60 on National Prohibition, 1917, and wrote two books, 
Prohibition at its Worst, 1926, and Prohibition Still at Its Worst, 1928, in 
which it seemed 'to many he, unconsciously no doubt, selected his data to 
prove his position rather than to find the truth. He relied upon concomitancy 
too much in his belief that the stability of the price level from 1925 to 1929 
was due to Federal Reserve action and refused to give due recognition to 
other factors at work. i 

Fisher left an indelible imprint on economic nomenclature, with his “equa- 
tion of exchange,” “ideal formula” for index numbers, “dance of the dollar,” 
“compensated dollar,” “stabilized bond,” “index wage,” “distributed lag,” 
“ratio chart,” “check-book money,” “impatience theory,” “utils,” ‘“ad- 
justable seigniorage,” “commodity dollar,” etc. Probably no other Ameri- 
can economist is cited, both at home and abroad, as many times as Fisher, 
at least in the field of money, or has had his books translated into as many 
languages. 

He gave lecture series in the University of London, the University of 
California and of Southern California, and the Geneva School of Interna- 
tional Studies. He studied in Berlin and Paris, 1893-94, and had honorary 
degrees from the Universities of Athens and Luzanne. 

No other economist was honored by so many learned and other societies: 
he served as president of the American Economic Association, the American 
Statistical Association, the Econometric Society, the American Association 
for Labor Legislation, the National Institute of the Social Sciences, the 
Eugenics Research Association, and the American Eugenics Society; and as 
chairman of many other important national commissions. He was founder 
of the American Eugenics Society, the Life Extension Institute, the Vitality 
Records Office, and the Stable Money League. 

In 1910 Fisher invented a visible index system and formed a company to 
manufacture and sell it. It was a great success, and its earnings were largely 
used to finance his researches and promotional activities in monetary stabi- 
lization and public health. This company was merged in 1926 with other 
concerns to form Remington Rand, Inc. Fisher served as director of Rem- 
ington Rand for the last twenty years of his life. His wealth from this inven- 
tion was largely swept away in the 1929 crash. He was also director of the 
Buffalo Electric Furnace Corporation, the Sonotone Corporation, the 
Check-Master Plan, Inc., the Latimer Laboratory, the Gyro-Balance Cor- 
poration, and the O-Three Products Corporation. At the height of his career 
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he maintained well-staffed private offices in New Haven, New York and 
Washington, besides the offices of Index Visible, Inc., his price indéx and 
forecasting service, and the Stable Money League; and his employees in- 
cluded many able economists and statisticians. 

The style of his writings was very simple. He used short everyday words, 
brief and compact sentences, homely similes, and an abundance of illustra- 
tion. He took care to present his ideas clearly, repeating them many times 
in different phraseology and from different angles. With a view of popular 
education they were “written down” to lower levels of intelligence, and put 
into all types of publication. He also enhanced the readability of his books 
by putting mathematical and statistical materials into compendious appen- 
dices, and, in some cases, prefacing his book by a digest (or digests of dif- 
ferent lengths) for the busy reader who lacked time to read the fuller text. 
His ideas were always launched in a challenging way, and the consequent 
controversy gave him opportunity to drive them home and expand his 
statement of them. In the latter decades of his life his books were short, 
devoted to some timely phase of his general subject, and vigorous in ad- 

vocacy. 

Second only to his interest in stabilizing the dollar was that in promoting 
private and public health. The first three years of his full professorship at 
Yale (1898-1901) he spent on leave of absence at Saranac, Colorado Springs 
and Santa Barbara recuperating from tuberculosis. His father, as noted 
above, had died of that disease. By infinite care and self-discipline he re- 
stored himself to perfect health, which he maintained to his eightieth year 
despite the prodigious amount of work he did year in and out. 

As a result of his own health history, he became vitally interested in. the 
health of everyone else, and evolved his own standards of what Dr. Kellogg 
(of Battle Creek) called “Biologic Living.” He did not follow Kellogg’s veg- 
etarianism to the letter. In evolving his own philosophy, he did not adopt 
anyone’s regime in toto, but selected bits from here and there. Posture 
chairs, health shoes, acidophilous milk, fruit juices, fletcherism,—what- 
ever the new idea might be, he was always willing to give it a trial, and 
frequently adopted it as his own. 

To promulgate the idea of periodic examinations, he founded the Life 
Extension Institute. He collaborated with Doctors Fisk and Emerson on 
How to Live, the 21st edition of which appeared shortly before his death. At 
Yale he taught a famous course on National Efficiency, devoted largely to 
personal and public health. He was associated with his colleague Henry W. 
Farnam in promoting an anti-tobacco league. As noted above, he actively 
promoted the prohibition of alcoholic beverages; and founded the American 
Eugenics Society and the Vitality Records Office. Through the Robinson 
Foundation and other organizations he promoted research in private and 
public health, and he was an active member in a long list of societies devoted 
to the promotion of better health. In the light of service to the cause, no one 
deserved to enjoy a long life in good health more than he did. 

Because of his exceedingly busy life, during the last twenty-five years of 
his professorship he was unable to give much time to teaching: he gave few 
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courses and was on leave a great deal. His practice was to offer a course on 
the subject on which he was at the time writing a book or which he was 
investigating and to employ his pupils. Some graduate students in this way 
got an intimate association with him which was invaluable. Although he 
moved among the great men and scholars of his age and was honored in so 
many ways, he remained modest and self-effacing. He was always very re- 
spectful of student opinion and logic, tolerant of their errors and imma- 
turity, and courteous in argument. With the charming Mrs. Fisber, he was 
a gracious host to his graduate students and colleagues, who were often 
invited to meet the distinguished economists of the world that he was’ 
enter Ean, 
Ray B. WESTERFIELD 
Yale U ninni 


In the death of Irving Fisher, American economics has lost perhaps its 
most talented and certainly its most versatile member. Born in 1867 of an old 
New England family, Fisher graduated from Yale in 1888 and then contin- 
ued his graduate study at that institution. His early interests were in the 
` field of mathematics and physics and he was one of the cherished students 
of the justly celebrated Willard Gibbs. From 1890 to 1895 he was a member 
of the Yale mathematics faculty and later brought out texts in geometry and 
calculus. In 1892 he published, as his doctor’s thesis, the extraordinarily 
brilliant Mathematical Investigations in the Theory of Value and Prices, 
which-despite the passage of more than half a century is still as clear and 
profound an exposition of utility analysis as is anywhere extant. 

Transferring his professional attentions to economics, he stimulated his 
cousin Nathaniel Bacon to translate Cournot and prepared a bibliography 
of mathematical economics for this edition. But his life was threatened by 
a severe attack of tuberculosis and for three years he struggled for his health 
in Colorado and California. This was in a sense the emotional turning point 
of his career. Prior to this time he had seemed to some of his students cold 
and aloof in manner and somewhat lacking in warm human sympathy. But 
the facing of death gave to him, as to so many others, greater appreciation 
of the value of human personality and upon his return he flung himself into 
an almost unparalleled combination of acute professional investigation 
joined to an energetic and devoted activity for the public welfare. In quick 
succession he published remarkable books on Appreciation and Interest, The 
Nature of Capital and Income and his masterly Rate of Interest. In all of 
these he combined a mathematical precision of thought and exposition with 
a keen analysis of utility theory. 

Fisher then turned his attention to the general increase in the price level 
which had been going on since 1896 and further developed the quantity 
theory of money as an explanation for this change. In order to prevent the 
economic and social difficulties created by, the fluctuations in the general 
price level he worked out his celebrated plan for a compensated dollar in 
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which by varying the gold content of the dollar in direct ratio with small 
price changes, he aimed to keep the general level of prices steady. He car- 
ried on a vigorous campaign to put this reform into effect and founded and 
largely financed the Stable Money Association to promote its adoption. 

His analysis of price changes led him into the theory of index numbers in ' 
order better to measure and control such changes, and in 1922 he published 
his exhaustive book on that subject. In this, he advocated as an “ideal” in- 
dex a geometric average of the Paasche and Lespeyres formulae. E 

In the meantime Fisher’s reformistic activities had found a full flowering. 
‘Beginning with the Anti-Tuberculosis Association, he labored to improve 
the health of the public. He helped to induce President Theodore Roosevelt 
to set up the Committee on National Vitality and was largely responsible 
for its pathbreaking report. He was one of the founders of the Life Exten- 
sion Institute and with its director, E. L. Fisk, wrote a book on hygiene en- 
titled How to Live. A confirmed opponent of alcohol, on moralistic as well as 
hygienic grounds, he was active in getting the Prohibitory Amendment 
adopted and during the ’twenties was one of its most ardent defenders. His 
zeal in this direction was not always balanced by the scientific precision 
which he observed in other matters and his two little books, Prohibition at 
Its Worst and Prohibition Still at Its Worst did not exhibit his talents at their 
best. Fisher regarded tobacco to be only one degree less evil than alcohol and 
carried on a series of skirmishes against it which, had they met with encour- 
agement, he might well have turned into a major crusade. But this was not - 
all. Believing firmly in the League of Nations, he stumped the country re- 
peatedly in its behalf and as president of the American Association for 
Labor Legislation worked for better factory legislation and for the extension 
of social insurance. 

In the’twenties, Fisher, like so many others, becamesomewhat carried away 
by the rise of production and by the stock market boom. Already wealthy, 
both by family possession and by his invention of a visible filing index and 
the successful conduct of the business based upon it, he made large addi- 
tional amounts by speculation. All this caused him to become one of the 
most optimistic exponents of the doctrine that we were in a new economic 
era and he was, consequently, very slow in reconciling himself to the reality 
of the Great Depression which began in October, 1929. 

But once aware of what was going on, he was indefatigable in urging mon- 
etary reforms which he thought would restore prosperity. He advocated the 
use of stamp scrip, somewhat after the fashion of Gesell, in order to speed 
up the circulation of money and to prevent hoarding and, with Professor 
‘Warren, helped to persuade Franklin D. Roosevelt to devaluate the gold 
content of the dollar in 1933 as a means of raising the internal price level. 

In his early work, Fisher had slighted the role of bank credit, making this 
largely depend on the stock of money. His attempts at stabilization were, 
therefore, directed at the money rather than the credit terms of the equa- 
tion of exchange. When, however, in the early 30’s a group at the University 
of Chicago, under the leadership of the late Henry C. Simons, developed a 
plan for a 100 per cent reserve system in which the amount of bank credit 
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would be based upon but would not exceed the public debt, he became its 
generous and zealous advocate. The fact that this plan made the private 
banks retailers, rather than manufacturers of credit, did not deter him from 
urging the plan with all his ardor. 

Nor did he neglect scientific interests in his later years. The thinker was 
not swallowed alive by the propagandist. He refined and revised his interest 
theories, developed new methods for measuring the marginal utility of 
money and interested himself in the theory of income taxation. Having re- 
ceived virtually every honor which the scientific world could confer, he died 
this April shortly after celebrating his eightieth birthday. 

In Irving Fisher, the much criticized New England tradition displayed 
itself at its best. More than any other American economist he united a sub- 
tle and powerful mind with a passionate crusading spirit for human welfare 
and backed up by ample means he was equally tireless in promoting both. 
He expanded and deepened the whole science of economics and exerted a 
profound. influence for good not only in the field of public health, but in 
many others as well. The task of stabilizing our economy and the relations 
between nations was, of course, too great for even his ability and energies, 
but one cannot but be inspired by his gallant ventures. Master of a crystal- 
clear method of exposition and gifted with mathematical genius, he raised 
the whole level of our thinking. If we at times smiled over the lack of humor 
which sometimes accompanied his seriousness of purpose, we could only be 
reverent towards the total import of his life. Irving Fisher’s career gives to 
us all a living proof of how effective a good man can be when to an able mind 
is wedded an energetic devotion to the common good. We are proud that as 
Americans and as economists we can claim him for our own. 

PauL H. DOUGLAS 

University of Chicago 
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Economic Theory; General Works 


` Income—An Introduction to Economics. By A. C. Pigou. (London: Macimil: 


lan, 1946. Pp. vii, 118. 5s.) 


“This little book is based on and in the main reproduces seven lectures 
given in Cambridge at the request of the Professor of Engineering to stu- 
dents in his subject in the Lent Term of 1945. Its purpose is to provide an 
outline sketch of an important part of economics that shall be intelligible 
and, if possible, interesting to non-economists.”’ So runs Professor Pigou’s 
prefatory note. t 

As a book for the layman—and aial for the engineering student— 
Income has drawbacks. Its brevity comes from extreme compression rather 
than from restriction of subject matter. It keeps raising difficulties which 
the listener to a lecture could be carried past by the sheer momentum of the 
speaker and the reassuring tones of his voice, but which are likely to hold up 
a reader very seriously. With a few exceptions (notably “imperfect com- 
petition” and “monopoly” on p. 31), Professor Pigou has succeeded in ex- 
purgating his vocabulary of technical terms beyond those he can explain on 
the spot: But at many points he seems to be arguing with the profession 
over his reader’s head. His policy discussions seem apt to encourage the 
engineering student to trust “intuitions” (reflecting actually a conservative 
indoctrination which is all the more potent for being largely unconscious)— 
specifically the conservative impatience with antitrust policy, and the con- 
servative hunch that the economy would work beautifully if it weren’t for 
trade unions and social security. On the other hand, he does try to persuade 
his reader to re-examine prejudices against free trade and against free edu- 
cation. ; 

For the professional reader, and the student specializing in economics, 
Income offers a very useful conspectus of Professor Pigou’s main ideas and 
their cross-connections. It could be described as an introduction to welfare 
economics, Chapter IT stresses the importance of the division of labor and 
of the “immaterial capital of ideas” in determining a nation’s productive 
capacity or “income-getting power.” Chapter- IH is very illuminating on 
the way in which the “income-getting power’ ’ of a single country is affected 
by foreign trade, and is very successful in sketching the British postwar 
trade position. Chapter IV on the “allocation of resources” is an apt sum- 
mary of neoclassical views; it would be more helpful if it allowed more for 
restriction of entry to occupations, for the roughness of “productivity” cal- 
culations, and for the importance of deviations from equilibrium. 

Chapter V on “the role of government” gives a neat sketch of the relation 
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of public policy to “by-products” of private operations “which may be 
beneficial or may be damaging to people quite other than those who pur- 
chase the main product, and for which nobody makes any payment.” The 
student, being duly informed that this is a discussion of divergence between 
“marginal social net product” and “marginal private net product,” will 
find this illuminating. But it is interesting to note the omission from the 
list of illustrations of education, health, and land use, which I should de- 
scribe as the most important loci of “external economies.” The Marshallian 
concentration on the “by-products” of the scale on which something is done 
(to the ignoring of the way in which it is done) also impairs the value of the 
discussion. After all, the remedy in the eternal smoke-nuisance illustration 
is obviously not so much to cut down the scale of industries which make 
smoke as to persuade them either to burn coal efficiently or make their 
smoke in harmless places. The relation of monopoloid industries to welfare is 
ineffectively discussed; the tabu on technical terms prevents Professor 
Pigou from clarifying the tie-in of this problem with that of external econo- 
mies in this chapter. 

Chapter VI sketches Professor Pigou’s views on unemployment and fluc- 
tuations. It is notable chiefly for a cogent argument (pp. 97-98) for anti- 
fluctuations policy in preference to anti-stagnation policy. Its views of 
policy possibilities, though, are incomprehensibly narrow; fiscal policy, for 
example, is represented as purely a matter of timing public works—with no 
tax side visible. Chapter VII is a workmanlike but pedestrian account of 
“distribution of income among people.” : 

ALBERT G. Hart 

Columbia University : 


Simonde de Sismondi als Nationalékonom. Vol. I. By ALFRED AMONN. 
(Bern: Francke. 1945. Pp. 516. Sw. fr. 12.50.) 


The economic work of Sismondi has been classified as belonging to either 
of two genres. It has been characterized somewhat disparagingly as a piece 
of unoriginal, adulatory, discipleship of Adam Smith (in the Richesse Com- 
merciale of 1803), followed by a romantic and rather confused opposition 
(in the Nouveau Principes and other writings from 1819 on)! to the views of 
Say and-Ricardo upon general overproduction. On the other hand, it has 
been praised as the beginning of the economics of social criticism in reaction 
to the classics, and even as an anticipation of Marxian doctrine, though in a 
moderate, “bourgeois” French version.’ 

Professor Amonn’s undertaking of an objective reappraisal of Sismondi’s 
work is therefore very much in order. The present book is the first of two 
volumes on the subject, written on the occasion of the centenary of Sis- 

mondi’s death in 1942. In writing it, Professor Amonn has placed himself 


1 See the standard texts on the history of economic doctrine, particularly A. Gray’s De- 
velopment of Economic Doctrine, but also Schumpeter’s Dogmengeschichte, and Aftalion’s 
L'oeuvre economiques de Simonde de Sismondi. Salis’ biography is a work by itself. 


2 See; in part, Gide and Rist’s chapter on “Sismondi et les origines de Ecole critique” in 


- their well-known text, but particularly H. Grossmann’s study on Sismondi. 
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under the most severe restrictions of topic, rather too severe for the success 
of his enterprise. Except for a very few introductory remarks, he has omitted 
to put Sismondi’s work into the environment in which it was written. There 
is only the scantiest indication of Sismondi as the citizen of Geneva, the 
“citadelle de esprit libéral, une ville britannique au coeur du continent,” 
or the friend of Mme Staél and the sympathetic contemporary of Robert 
Owens. It may, further, perhaps be defended as an appropriate division of 
labor to leave Sismondi’s work as constitutional historian to the historical 
experts. But Professor Amonn has treated Sismondi’s first large work on 
economics? so completely on.its own merits that its interest as the predeces- 
sor of Sismondi’s later writings in which he formulates doubts about the 
classical theory is almost wholly neglected. 

As a result, the painfully meticulous emphasis of the book is on a large 
amount of theoretical detail. By almost archaeological exposition Professor 
Amonn is at some pains, to establish Sismondi’s independence from, or 
rather progress beyond, Adam Smith. This attempt is certainly justified in 
so far as it is necessary to correct the impression that, in his first work, 
Sismondi was no more than “a young man, content to be a not very critical 
follower of Adam Smith” (A. Gray). But Sismondi’s originality would seem . 
to lie not so much in his variation from Smith in the definition of wealth, or 
capital, or money or price, but rather in those parts of his first work which 
point toward his later writings: that is, in the application of the physiocratic 
idea of the “tableau économique,” which in Sismondi’s hands takes the 
shape of an attempt to treat the economy as a process in which the social 
capital (by him expressed in terms of “accumulated labor”), besides 
periodically reproducing itself, produces a net product, the national income; 
further, in the attempt to say something about the quantities involved by 
measuring what he calls the “velocity of circulation of capital”; and finally 
in the attempt to measure economic progress, stagnation. or regress, by 
what he calls the “balance of national receipts and outlay.” 

This part of Sismondi’s economics (which he rather ingeniously develops 
as an argument against the mercantilists of his time: the progress of an 
economy does not depend on the balance of trade, but on the balance of 
receipts and outlay for the economy as a whole) Professor Amonn does of 
course not overlook. But it does not receive the emphasis it deserves in 
comparison with the many minor issues of purely logical precision which 
Professor Amonn stresses. An analysis of this interesting mixture of elements 
from physiocratic ideas and from the Smithian scheme (the overemphasis of 
labor as source and measure of value), plus a curious labor theory of capital 
accumulation, would have put Sismondi (together with the Malthus of the 

. Principles) into a tempting relationship to the Physiocrats, Say’s Law and 
certain more modern economic thought, and it would also have prepared the 
ground for the evaluation of his later writings. For it does not seem: too 
much to say that Sismondi’s later concern with what has come to be called 


+ The present volume concerns itself exclusively with the “De la Richesse Commerciale ou 
Principes d’Economie politique, appliquées & la Législation du Commerce.” 
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Say’s Law is a direct development of his earlier ideas of the “balance of 
receipts and outlays,” and here probably lies what theoretical significance 
Sismondi has. It is a pity that Professor Amonn did not permit himself to be 
enticed by these more speculative aspects of his subject, beyond the state- 
ment of his agreement with Sismondi (p. 82) that this part of the latter’s 
economics is “absolutely new.” 

The book is divided into three parts. The first, about one hundred pages, 
contains Professor Amonn’s summary of Sismondi’s book; in the second part 
Professor Amonn has attempted to avoid the tedium of giving a complete 
translation of the Richesse Commerciale by connecting with his own prose, 
chapter by chapter, consecutive selections from the original in German 
translation. This attempt is largely successful, although it would have 
gained by a closer documentation of Professor Amonn’s selections. In the 
third part follow a number of detailed criticisms, frequently consisting of 
comparisons between Sismondi and.Adam Smith and unnecessarily ele- 
mentary comparisons between Sismondi’s and more modern economic 
definitions. Professor Amonn’s language is extremely clear and precise, and 
the whole book is done with scrupulous impartiality and great care. The 
second volume is to deal in the main with Sismondi’s second major work, the 
Nouveau Principes de l Économie Politique. 

H. K. ZASsENHAUS 

Hofstra College 


Utilisation, Gaspillage, Prodigalité. By Jean Luomme (Paris: Librairie de 
Médicis. 1946. Pp. 112. 90 fr.) 


This is an essay on economic waste. Waste, according to the author, arises 
whenever economic goods are incorrectly used. The degree of waste is 
measured by the difference between the utility actually furnished by an 
economic good and the maximum utility it is capable of furnishing. 

The author’s objective is primarily taxonomic, viz., the development of a 
set of criteria by which waste and its contrary, utilization, may be classified. 
The author believes that in economics more than in any other science, 
“definitions and classifications are what are most lacking” (p. 8). According 
to the author, waste and utilization may be classified by its degree, whether 
complete or incomplete; by its nature, whether correct or incorrect; by the 
subject of the utilization (waste), whether an individual, a group, and so on. 

It must be said that the author’s approach is unsatisfactory chiefly be- 
cause of the lack of a careful analysis of the concept of waste which leads 
him to apparent paradoxes. Thus, two of the categories of waste the author 
develops are: (1) “correct waste”; (2) “necessary waste.” The author clas- 
sifies luxury as a “correct waste” because it involves excessive but not 
absurd expenditures. The excessive character of a luxury expenditure comes 
from the fact that it is not a necessary expenditure. On the other hand, any 
expenditure which is excessive and absurd, e.g., some form of extravagance 
(prodigalité), is “incorrect waste.” The author hastens, however, to add that 
luxury and extravagance are not absolute concepts but relative to the in- 
dividual, his circumstance, etc. 


f 
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The concept of “necessary” waste arises when the author discusses 
whether some countries are more wasteful than others, e.g., prewar United 
States vs. prewar Germany. The author recognizes that some waste in his 
sense is unavoidable and that the process of removing waste may in many 
cases be more wasteful than the original waste. Hence, actually the United 
. States may be relatively less wasteful than other countries even though the 
foreigner may be impressed by what he regards as its wastefulness. Almost 
wistfully, the author, writing in a Europe seeking to rebuild her war-shat- 


` tered economy, states that perhaps... “the level of an economic society 
may be measured by the volume of resulting waste (gaspillages effectués)” 
(p. 84). ; 


These verbal difficulties and paradoxes in which the author becomes en- 
meshed stem from the lack of a clear concept of waste. Waste, as the author 
seems to realize from time to time, cannot be defined except in terms of a_ 
means-end relationship. Presumably that is what the author has in mind 
when he defines waste as the incorrect use of economic goods. But to discuss 
the correct use of economic goods involves something the author fails to do, 
viz., a discussion of ends, and the factors that prevent the most rational use 
of the limited resources available to attain these ends such as may be found, 
eg., in Professor A. B. Wolfe’s “ ‘Full pie Equilibrium, and the 
Expansion of Production.”?: 

BENJAMIN CAPLAN 

Washington, D.C: 


Grundlehren der Nationalökonomie. Eine Einführung tn die Wirtschafts- 
betrachtung. By Evcen Bouter. (Bern: Francke. 1944. Pp. 240. Sw. 
fr. 10.50.) - : 


a hid ae sac Grundbegriffe und Grundprobleme. By ALFRED AMONN. 
(Bern: Francke. 1944. Pp. 221. Sw. fr. 9.50.) 


As may be expected, Professor Böhler’s admirable fundamentals of 
economics has no precise counterpart in the English language, since texts 
are written to meet definite local needs and the Swiss system of higher edu- 
cation differs in some essentials from the American system. The book recalls, 
however, J. R. Hicks’ “Social Framework,” not because of its content but 
because of its conciseness and the general high lével of competence. Even 
though a textbook may not contain any original contribution, it is usually 
possible to tell whether it has been written by a master or not. 

A general introduction and a section on economic institutions take up the 
first fifty pages. This part contains little more than an outline and a set of 
definitions. In the next fifty pages, Professor Böhler manages to give a 
thorough picture of the economic process in terms of an aggregative circular 
flow. Unlike Hicks, Böhler does not present statistics but rather gives a 
semi-dynamic picture of the economy in terms which one would be tempted 
to call Keynesian were this term not so much abused. At the same time the ~ 
major pitfalls of the aggregative macro-economic approach are successfully 


1 Quarterly Journal of Economics, August, 1940, pp. 539-65. 
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‘avoided. For Professor Böhler shows clearly throughout the rest of the book 
how the aggregative quantities are themselves formed through the working 
of the price system. 

The discussion of the pricing both of goods and of the factors of produc- 
tion again differs from the one usual in American texts. Graphs are com- 
pletely absent, and there is little discussion of monopolistic or imperfect 
competition. On the other hand, the use of the framework of general equilib- 
rium theory enables Professor Buhler to present the economy as a working 
system of interrelated magnitudes. And this compensates greatly for the 
absence of a detailed partial equilibrium analysis. There is also a much 
greater awareness of the role of the state and of the limitations of competi- 
tion by individuals, whether by workers or by entrepreneurs. This is per- 
haps only natural in a continental-European text. A fairly convincing case 
is argued for some form of continuing government intervention. 

The book ends with a discussion of business cycle problems. This is, 
however, no more than a sketchy listing of the major points obviously in- 
tended only to prepare the student for things to come. Throughout the 
book, Professor Böhler treats most of the subjects customarily discussed in 
an introduction.to economics. But with the exception of money they are 
treated as if the Swiss students were expected to hear more about the sub- 
ject elsewhere. Factual illustrations are used scantily. The figures most ex- 
tensively used come from Professor Douglas’ study of the production func- 
tion. 

Altogether this reviewer has gone through the unusual experience of 
enjoying the reading of an introductory text. Writers of American texts 
might find it suggestive to look through Professor Bihler’s book and to see 

. the excellent way in which he was handled the problem of aggregative 
equilibrium. 

On the other hand, Professor Amonn’s introduction to economics is de- 
liberately written at an extremely elementary level and is primarily con- 
cerned with definitions of fundamental concepts of the more familiar sort, 
without much evidence for the student concerning the ways in which they 
are actually used. The newer developments in economic analysis receive no 
treatment. 

W. F. STOLPER 

Swarthmore College 


nN 


National Economies 


Private Investment in a Controlled Economy—Germany 1933-1939. By 
~ SAMUEL Lurté. (New York: Columbia Univ. Press. 1947. Pp. xvi, 243. 
$3.00.) 

This volume is of peculiar interest to ithe reviewer, since it is indirectly 
the result of an idea which was born in 1940 and which was responsible for 
instituting Dr. Otto Nathan’s extremely useful study, The Nazi Economic 
System, published in 1944, The author of the volume under review assisted 
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Dr. Nathan in the research for the earlier study and in so doing began his 
work on the present volume. 

It is unlikely that we shall ever have a more useful study of investment as 
it was carried out under the nazi regime than is furnished by this'book. Con- 

' ceivably data may later become available which are not now at hand. Dr. 
Lurié has, however, from the standpoint of economic analysis, given us 
about all we need to know to understand how this important phase of the 
nazi economy functioned. It is a most useful extension of the more limited 
treatment of the subject in Nathan’s larger study. From the theoretical 
standpoint it is a very substantial contribution also. 

Three sentences from the author’s own “Summary and Conclusion” 
might serve as an epitome. “The principle of production and investment in 
terms of private entrepreneurial motivation, and the corollary functional 
economic relationships had been essentially maintained. However, a state- 
controlled regulatory apparatus superseded the operation of the traditional 
price and market mechanism . . . , in the Nazi economy the elimination of 
the automatic regulatory function of this mechanism was virtually complete.” 

Dr. Lurié points out that public spending was the energizing force in the 
economy. This public spending itself, since it was according to plan, was a 
factor in insuring that investment take place in the heavy industries and 
those of the autarkic type. This public spending produced an unusual degree 
of business liquidity and in turn made possible the financing of enlarged 
industrial capacity through the use of corporate surpluses and reserves. 

The huge expansion- of corporate surpluses, which the restrictions upon 

disbursement of corporate earnings kept out’of the hands of both potential 
consumers and private investors, needed only the system of government 
priorities and limitations upon the expansion of consumer goods industries 
to produce the volume and kind of investment which the planning authori- 
ties wished. Institutional and forced savings increased as individual savings 
by both lower-income and higher-income groups declined. 
_ This process of corporate capital formation was greatly facilitated by the 
stabilization of prices and particularly by the freezing of wages. The volume 
of wage payments swelled tremendously while wage rates remained largely 
unchanged. Corporate profits increased but the nazis had in effect largely 
destroyed the private character of industrial corporations while actually 
strengthening the authority of corporate managment vis-a-vis both workers 
and stockholders. 

Dr. Lurié’s book is, in effect , an admirably clear and well-written account 
of how the nazis made use of the modern corporate structure of industry to 

_ direct and operate German industry for their purposes without ostensible 
nationalization. In particular the author has covered in detail the processes 
by which capital was generated and made available for the expansion of 
German industry by the time war came to a capacity much above that in 
existence when Hitler came to power. 

CALVIN B. Hoover 

Duke University 
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Report of the FAO Mission for Greece. (Washington: Food and Agriculture 
Organization of the United Nations. 1947. Pp. xi, 188.) 


Prepared before President Truman’s momentous message to Congress 
and the ensuing debate, a normally unexciting document that would under 
ordinary circumstances be read by specialists, assumes the magnitude of a 
public event. It represents a real contribution to our knowledge of the pres- 
ent dimensions of the Greek problem. 

The first FAO mission to go to any country visited Greece in the summer 
of 1946. It was headed by President Franklin S. Harris of Utah Agricul- 
tural College. Its rapporieur was Mordecai Ezekiel. The report presents a 
terse analysis of the Greek economic dilemma together with eighty-nine 
concrete recommendations. At the outset it deals with immediate and tran- 
sitional problems, such as the present food shortage, problems of post- 
UNRRA relief, rehabilitation, inflation control and exports. The major 
part of the report is devoted to the long range proposals, including the utili- 
zation of water, agricultural technology, crops, soils, husbandry, agricul- 
tural education, extension services, cooperatives and fisheries as well as 
certain general problems of industrialization, emigration, civil service and 
taxation. Appendices deal with certain special aspects of the problem. 

Economists will read with special interest Ezekiel’s appendix, probably 
representing the most concise treatise on the problem of Greek economy 
written either before or after the Truman doctrine. Naturally, he recom- 
mends stricter rationing and price controls, less reliance on indirect taxes 
and wider use of income taxes to reduce the present “exceedingly unequal 
distribution of wealth and income in Greece,” reorientation of exports of 
tobacco, currants and raisins. No one will deny the necessity for a simplifi- 
cation of the tax structure. As he points out, twelve different taxes are 
collected on cotton at various stages in the manufacture and shipment of 
cloth between Thessaly and the factory at Volos. In view of the events that 
have since taken place, both in Greece and in this country, readers will be 
interested in his statement that “military expenditures make up such a 
large part of the Greek budget that it will be difficult to prevent inflationary 
pressures until these expenditures are materially reduced.” The opposite 
has, of course, taken place since. The reviewer agrees with his conclusion 
that only mutual disarmament in this region will prepare the ground for a 
real effort at recovery. 

The report is open to criticism on the ground that it dwells too much on 
long-range vistas at a time when the Greek economy and the Greek people 
face tremendous odds and problems of critical immediacy. More could have 
been said on the uneconomical distribution of agricultural products, the 
utterly inadequate price controls and the general weakness of the adminis- 
trative mechanism. We may assume, though, that a document of this kind 
cannot do more than allude to shortcomings of a government on whose 
invitation the mission was sent over to Greece. 

Among other things, the mission proposed an international loan for 1947— 
48 of at least 100 million dollars. This amount appears to the present re- 


672 THE AMERICAN ECONOMIC REVIEW 


viewer as totally inadequate, in view of the fact that it was to be used for 
reconstruction plans of a fairly ambitious character, and that the Greek 
government would at the same time have to continue certain relief activi- 
ties, vastly exceeding its foreign exchange resources. The United States is 
now spending in Greece thrice that sum. The mission proposes hydroelec- 
tric projects that would generate as much power as the Hoover Dam and 
irrigate an area about one-third as large as the irrigated land in California. 
Anything of that magnitude would require a new approach to the whole 
problem of international lending. Under present circumstances it mie be 
difficult to proceed much beyond the map stage. 

‘Some readers will feel that the recommendations regarding the develop- 
ment of agricultural colleges and extension work were based on experience 
in the United States rather than on present day possibilities of a desperately - 
poor Balkan country. Certainly many Greeks will doubt the feasibility of . 
much of the agricultural research, including a Bureau of Rural Social . 
Science, Bureau of Home Economics et al, which the Mission envisages. 
However, as long-term goals these projects ultimately will have to be under- 
taken if there is to be any solution of the typical Balkan disease: agricul- 
- tural overpopulation and underemployment. 

It is regrettable that other international organizations have not made 
available to the public the results of their economic research. UNRRA, 
now terminated, maintained an economic staff in Washington, London and 
in the missions. Their reports contain invaluable information about the 
urgent problems of the immediate postwar period. Most of it is classified as 
confidential and may never be available to students of international prob- 

_ lems, who will be grateful to FAO for releasing the present study. 
FRANK MUNK 
Reed College f 


Economic Systems; Postwar Planning 


The Bill of Social Rights. By Gzorcrs Gurvirca. (New York: International. 
Univs. Press. 1945. Pp. 152. $2.00.) 


In these days when the British labor government is attempting to put’ 
into operation a long-term labor philosophy at the same time tbat it is 
running a government concerned with a myriad of pressing details and 
urgencies, this little study by Georges Gurvitch presents a blueprint for a 
democratic socialist society which might be of help to Britain’s distraught 
leaders. It attempts to stress and to protect the democratic concepts and the 
‘rights of the individual as a worker, consumer, and citizen. The author 
traces the many bills of rights which have been drawn up by men in their 
search for greater democracy and greater equality, starting with the Bill of 
Rights voted by the French National Convention of 1793, when the im- 
portant policy was expressed that ‘‘man can hire out bis services, but he can 
neither sell himself or be sold.” Furthermore, it declared that “Society owes 
maintenance to unfortunate citizens, either through procuring work. for 
them, or assuring means of existence to these who are unable to work.” 
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should be well within the reach of anybody who went oush a calculus 
course on the conventional undergraduate level. 

Each chapter is provided with a brief but happily Snes and carefully 
annotated bibliography (Cramér’s book is not yet included) and with a 
series of well selected exercises and problems. Numerical examples through- 
out the text make the book attractive both for classroom use and for self 
study.. 

A student who has mastered Professor Hoel’s text will be able to tackle, 
with relative ease and confidence, the more comprehensive modern treatises 
in the field. And, he will also have acquired a smattering of terminology and 
a synopsis of modern statistical methodology, equipping him with the 
background necessary for following some of the specialized, periodical 
literature. This is a compliment that cannot easily be paid to other available 
introductions of equal size and simplicity. 

From the economist’s point of view, two limitations appear. Since the 
book was not written for economists, no attention is paid to some of the 
statistical procedures that are usually found in books on “statistics for 
economists.” Most regrettable in this respect is the lack of treatment of 
time series analysis. The applications are taken primarily from the fields of 
quality control and biology. 

The other limitation, which is more serious, is due to a shortcoming in the 
present education of young economists, 7.e., to their lack of skill in using 
quantitative language. 

Although the mathematics used by Professor Hoel is elementary in the 
sense that he uses no more complicated procedures than those known to an 
undergraduate student who has taken an elementary course in calculus, the 
book is in general beyond the level of the average student in economics. This 
is particularly depressing, considering that more efficient mathematical 
patterns are being introduced into statistical textbook literature (¢.g., the 
already mentioned book by Cramér uses point set theory throughout). 
Thus the resulting “mathematical lag” in the education of young econo- 
mists who intend to use modern statistical techniques is increasing. This 
situation is a rather disquieting outcome of our present system of educating 
young economists and unless remedied only a few future economists will be 
able to benefit from such textbooks as Professor Hoel’s. 


J. E. MORTON 
Cornell University 


De Verstarring der Producthiekosten. By P. J. VeRpooRn. Netherlands 


Economic Institute. (Haarlem: Erven F. Bohn N.V. 1943. Pp. xvi, 
174.) 


The author of this doctoral thesis on “The Increasing Rigidity of the Cost 
of Production” sets out to test statistically the generally held theory that 
the cost of production has become less flexible. The flexibility of the cost of 
production is defined as the ratio between a percentage change in the cost of 
production and a percentage change in the value of output. This monetary 
concept of cost flexibility can easily be reduced to a combination of the 
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elasticity of “real” costs and a number of price elasticities of supply in’ the 
following way: 


Elasticity _ Elasticity 1-+elasticity of supply of factors of production 
of cost of real costs“. 1-4 elasticity of supply of finished product ` 


' Where there is more than one factor of production the various elasticities of 
real cost and of the supply of the factors of production have to be weighed 
appropriately. 

The striking result of the study is that on the basis of all statistical evi- 
dence, with one exception, the elasticity of real costs—that is in particular 
the flexibility of the use of labor in response to changes in output—shows an 
increase if more recent periods are compared with periods longer ago. The 
author proves this with a number of correlation calculations comparing the 
volume of output with the volume of employment over sufficiently long 
periods before and after 1914 to obtain quite significant results. His ex- 
amples cover industrial production in the United States and the United 
Kingdom and coal production in France, Belgium and Germany. The in- 
creasing elasticity found is striking in many cases. Thus in the United States 
a change of 1 per cent in industrial production is found to be accompanied by 
a change in comparable employment of .57 per cent in the period 1901-14, ` 
and .86 per cent in the period 1923-37. Similar increases in flexibility are 
found in the other cases treated, with the flexibility in the coal mines at or 
above unity in the postwar period, indicating a remarkably clear case of 
increasing costs. With regard to the elasticities of supply, both of the factors 
of production and of the final product, the author is confronted with the 
traditional difficulty of deriving a supply curve from a set of prices and 
quantities of output and being sure that it is not a demand curve. He argues ` 
that the coefficients he finds are elasticities of supply; it would appear from 
his formulae, however, that they are a combination of the particular elas- 
ticity of supply he wants to measure and elasticities of supply in other parts 
of the economy, without a clear separation of the various elements being 
possible. However this may be, if one considers not the individual quasi- _ 
elasticities of supply but the fraction in the definition given as a whole, it is 
found from Verdoorn’s statistical analysis that the net effect of the relevant 
price factors—selling price, wages, raw material costs—has, in the United 
States, also tended to move in the-direction of greater flexibility with re- 
spect to changes in output. In other words—a conclusion which the author 
-does not draw—-there is now a greater tendency towards stability of profits 
over the cycle than there was before 1914. 

These conclusions are important enough to deserve careful attention and 
equally careful checking. The statistical significance of the results is tested 
by Dr. Verdoorn and proves on the whole satisfactory. In some of the mate- 
rial a further check ‘might be made as to the comparability of the pre-1914 
and post-1914 material: changes.in the coverage of index numbers might 

_ well affect their cyclical variability. 

The book is well provided with tables and diagrams to bring out the 
successive stages of the analysis. There is a four-page summary in English, . 


& 


BOOK REVIEWS 677 


which, however, is hardly sufficient to enable those not familiar with Dutch 
to follow even the tables. (In the English summary on page 170, nz, is de- 
fined as “price flexibility of real costs,” the word price obviously being re- 
dundant and extremely confusing.) 

Those interested in correlation techniques will find, as Appendix B, an ad- 
justment for a regression coefficiént based on a multiple correlation with a 
lag. If y= a xi, Tinbergen finds aro by correlating y:= Gtit Gtm, 
and writing ¢,.=a:;+¢,. As Verdoorn shows, a reduction coefficient is 
required here, which he derives and tabulates. 

oe J. J. Potax 
Washington, D. C. 


Business Cycles and Fluctuations 


Economic Policy and Full Employment. By Arvin H. Hansen. A ew York: 
McGraw-Hill. 1947. Pp. xii, 340. $400). 


The critical discussion of his earlier writings, the appearance of notable 
works by Sir William Beveridge and others, the public acceptance of full- 
employment objectives abroad and to some extent at home, but most of all 
_ perhaps, the problem of redirecting our economic life from war to peace 
must have seemed to Professor Hansen to call for a restatement of his own 
. views. His present book reflects all these stimulants. It is clear that Pro- 
fessor Hansen has read his critics and met their views at many points, so far 
as he could without sacrificing his major thesis. The result is a less vulner- 
able argument. It is clear, too, that the force of his exposition has been 
helped by close study of Beveridge’s largely parallel efforts. In the main, 
however, the book is a positive restatement, from the standpoint of the 
present postition of the United States, of Professor Hansen’s prograin for 
promoting our social welfare by public action and control. 

The book is remarkably brief for the magnitude and number of issues it 
covers. Background material apart, it takes Professor Hansen just 150 pages 
to set out his own position and to deal with some leading alternatives. The 
compression, no doubt, accounts for a neglect of the many quantitative 
issues that surround the subject and for a balder statement of his own 
views than the author would perhaps have wished. This might be less trou- 
ble for the specialist, who is himself acquainted with the data and the lit- 
erature, and who wants to know what Professor Hansen thinks. But the 
book is “... intended for the students of economics in universities and 
colleges as well as for the serious general reader who is interested in con- 
temporary economic analysis and policy” (Preface, p. viii). Would it not 
have been wiser to give such readers more material on which to exercise 
their judgments? 

The book opens with two thrusts to guard the flanks of the | main attack. 
The first is a quick recognition of the present inflationary pressures and 
stresses the need for managing an employment program to avoid not only 
depression but inflation. The second is a brief defense of a policy of positive 
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public action against the ultra-individualist attacks of the Mises-Hayek 
forces. Protected by these defensive jabs, the materiel for the campaign is 
prepared. Two chapters provide the heavy weapons. The first is a lucid ex- 
position of the concepts of national product, its components, and their 
(arithmetical) relation to government fiscal operations. The second is an 
analysis of aggregate demand which stresses the increasing need for addi- 
tional private investment and for public investment and consumption ex- 
penditures to fill the widening gap left by private consumption as our 
economy grows richer. ` 

There follows then a brief glance at our allies in the shape of a summary of 
public employment programs in four foreign countries which is succeeded by 
a discussion of Congressional proposals in the United States and of some 
relevant institutional developments since 1933. The foreign employment 
schemes are treated almost èxclusively from the standpoints of intention 
and program; they are supplemented by notice of Beveridge’s private pro- 
posals for Great Britain and of Copland’s for Australia and interlarded with 
explanation and comment by the author. It is a large area to skim so 
rapidly, but it does offer some impression of the extent to which proposals of 
the kind Professor Hansen favors have already established themselves as 
objectives and institutions in leading commercial countries. 

With these preliminaries out of the way, the campaign opens. Organized 
in three divisions, the first is the main operation. It proceeds by six routes 
towards the objective of full employment: taxes, interest rates, wages, con- 
sumption, and private and public investment. The mission of the second 
division is again flank protection. It takes out three rivals who are after the 
same prize: the subsidizers of consumption like J. H. G. Pierson, the interest- 
free financers like Simons and Mints, and the idle-money taxers. The job 
of the third division is consolidation of conquered territory. It must meet 
the inflationary pressures of a full-employment program, maintain stability ` 
and manage the debt acquired in prosecuting the campaign. 

This heavy military metaphor is advised. Professor Hansen’s book is pri- 
marily advocatory and programmatic. But the metaphor should not be 
carried too far or given too negative an interpretation. There is much good 
and relevant analysis in the volume, and the plan of campaign clearly re- 
flects Professor Hansen’s studied attempt to combine many weapons into a 
balanced operation. 

With something less than justice to the author, his major proposals may 
be stated categorically: 

1. Calculate the national product required for full employment and 
estimate the volume of private consumption and investment that may be 
expected at this level, other things being equal. : 

2. Draw up a schedule of useful public expenditures in both the consump- 
tion and capital categories. f 

3. Plan a national product large enough in total to employ the entire 
labor force and so divided between consumption and capital formation and 
between private products and public products as to maximize the usefulness 
of the total. If the private expenditures first indicated are inadequate to 
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provide full employment, stimulate them only to the extent that they repre- 
sent more urgent uses of our resources than do competing opportunities in 
public employment. 

4. Manage the tax system to secure the desired volume of private con- 
sumption and investment, and use the resulting revenues, supplemented by 
borrowing to whatever extent is necessary, to finance the desired public 
expenditures. . 

5. Let the division of current revenues between taxes and borrowing be 
planned subject to the proviso that the national debt should not cumulate 
to an unduly high level relative to current income, lest the inflationary 
pressure of huge liquid assets require the imposition of undesirably heavy 
taxes. 

6. Provide for a high degree of flexibility in the structure and manage- 
ment of public revenues and disbursements to compensate variations in 
private investment and consumption. and to hold the balance between de- 
flation and inflation.t 

An important characteristic of the whole program is its tentative and ex- 
perimental spirit. Nothing seems really essential at present except the con- 
viction that public action is required to secure the efficient use of our re- 
sources and that the action should comprise some mixture of taxation and 
borrowing, of public consumption and investment outlays, and some mix- 
ture of counter-cyclical management with longer-term objectives. In this 
conviction—one’s lowest common denominator with Hansen, so to speak— 
this reviewer heartily shares. 

It is important, however, to look more closely at his more specific present 
proposals, tentative as they are, and at the arguments by which he supports 
them. From this standpoint questions press about the reader constantly, as 
may be inevitable in a brief and programmatic work of this sort. 

One might begin with the problem of calculating the expected volume of 
private consumption and investment accompanying a full-employment in- 
come. Given the tax structure, consumption and saving are presented as 
“fairly stable” functions of net national product, “at least in the short 
run.” “As the Net National Product rises and falls, each of the dependent 
variables [consumption, taxes, and net savings] rises and falls in conformity 
-with a fairly standard pattern” (p. 165). These are, of course, flexible 
phrases, and quite considerable variability might be covered by them. One 
has the impression, however, that Professor Hansen wishes to suggest a 
great difference in this connection between consumption and private in- 
vestment. And in the ‘matter of percentage variability, there is no question 
that he is right. From the standpoint of their effect on the net national 
product, however, itis absolute differences that count. It would be interest- 


1 Professor Hansen may have intended the control of commodity and labor monopolies to 
be a seventh point in this list, but it is not clearly included. He gives prominent place to the 
dangers of such monopolies, but he couples his treatment with optimistic speculation about the 
benevolent response of such groups to a sustained sellers’ market. Is he not too sanguine? 
Even in the relatively unified and socialistic atmosphere of Britain; Sir William Beveridge was 
driven to treat this problem more vigorously. 
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ing, therefore, to study the average absolute deviations of consumption from 
any reasonably calculated normal relation with net national product. With- 
oyt having carried through the calculation, the reviewer has the impression 
that the absolute differences between actual consumption and its calculated 
values will not turn out to be drastically smaller than the absolute varia- 
tions of investment.? 

However this may be, Professor Hansen does indicate in thick passages 
that the income-consumption relation is variable (p. 44). And he rightly 
stresses the uncertainty surrounding the relation between consumption and 
income in a situation we have never experienced except in wartime—sus- 


“. tained full employment. Professor Hansen argues that in these conditions 


we should expect consumption to reach higher rates than we have hereto- 
fore known at comparable income levels. The propensity to consume with a 

_ given income structure will be higher because people will have grown up to 
their higher incomes and because, in more secure circumstances, they will 
see less need to provide against the possibility of low incomes in the future. 
The distribution of incomes will favor higher consumption because, com- 
pared with the peak of cyclical expansions, profits (and calculated deprecia- 
tion rates) will be reduced by price competition and by labor union pressure 
for higher wages. The argument is persuasive, but, like many other things 
in this area, seeing is believing.* 

Turn to private investment. Professor Hansen sets out his position in 
terms of a “normal rate of growth” or “growth criterion” (pp. 51 and 177 
ef seg.) which defines the rate at which the economy can usefully and 
profitably absorb new capital as a steady matter. “The volume of new 
private-production facilities that can profitably be added to the existing 
stock, year in and year out, is related to the rate of technical innovations 
and the rate of population growth. Beyond a certain amount, production 

_ facilities (capital goods) would become so excessive as to reduce the yield 
on an additional increment to an unprofitable level” (p. 51). As against 
doctrines like Henry Simons’, that “the productivity curve for new capital 
is extremely flat; that investment proceeding at the maximum rate con- 
sistent with high thrift, would have little effect for the significant future, 
even failing large accretions of innovation, on yields” (in the sense of 
marginal efficiency under free market conditions), Professor Hansen’s posi- 
tion seems almost certainly to be the right one. 


2 T owe this suggestion to Professor A. F. Burns. . 

2 Considerations that cut the other way may well cause some misgivings. Emerging from a 
depression some people are spending a large proportion of their incomes because they have had 
to do without many commodities in poorer times; they are spending their incomes, and going 
into debt as well, in order to speed an expansion of consumption. With a larger sustained in- 
come, these people will “learn to live 50 per cent better” in the sense of being able to save, 
having satisfied urgent consumption requirements. As for profits, we are treading on slippery 
ground. As Professor Hansen himself writes: “In a general situation of high aggregate de- 
mand, competition between producers for the market is lessened” (p. 236). And while union 
pressure will push wages up, prices may react with corresponding speed, unless price competi- 
tion becomes more active. 

* “Hansen on Fiscal Policy,” Journal of Political Economy, April, 1942. 
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Technology and population, however, are not the only factors limiting 
the rate of profitable investment of, private resources.’ There are also 
monopolistic bars to the market to which Professor Hansen gives tantaliz- 
ingly brief attention in this connection (two paragraphs on patent reform, 
pp. 179-80), and there are limitations imposed by the number of potential 
enterprisers with access to capital and most of all, by the intensity of their 
felt-risks, among them the risks of future price and cost changes. In this last 
connection, business cycle phenomena become of first importance, magnify- 
ing risks, creating fears which may have no reasonable basis but which can 
have very material effects and causing price distortions capable of dis- 
couraging investment over considerable periods. Whatever the importance 
of “external” factors like technical progress-as impulses, business responses 
shape them according to a pattern of their own, a marked characteristic of 
which is the never-ending number of variations it seems capable of develop- 
ing on the simple theme of rise and fall. ; 

These considerations suggest that if the restraints of cyclical and monopo- 
listic origin could be substantially reduced (obviously not an imminent de- 
velopment), the residual limits imposed on private investment by the rates 
of technical advance and population growth might seem far less important | 
than they now do. They also, and more emphatically, suggest that our past 
experience is but little guide to what the limits imposed by Professor 
Hansen’s “growth criterion” are. Nor should we forget that the rate of 
technical innovation may itself be highly variable. 

All this leads this reviewer to look with the greatest skepticism at Profes- 
sor Hansen’s suggestion that the average ratio of capital formation to gross 
national product during the years between the wars offers even a first ap- 
proximation, as he thinks, of the rate of investment called for by growth 
and progress. Does the deepest depression that the commercial world has 
ever known, combined with the domestic reforms and international dis- 
turbances of the ’thirties, fairly balance the prosperous period of the 
twenties? 

Professor Hansen’s “growth criterion” performs at least two functions in 
his argument.’ It furnishes the basis for his view that external conditions 
prevent private capital formation from balancing full-employment savings, 
except during intermittent boom periods (pp. 177-78). Hence the need to 
supplement private investment by public outlays for investment and con- 
sumption and by measures to stimulate private consumption. Secondly, the 
criterion furnishes a basis for calculating the volume of private saving that 


5 Additional factors in the same class, stressed by Professor Hansen in other writings, are the 
rates of acquisition of supplies of natural resources and the rate of population movement. 

* “Tn the 20-year period, 1921-1940, gross private investment in business plant and equip- 
ment amounted to 8.9 per cent of the Gross National Product. Thus a gross investment in 
business plant and equipment of less than 9 per cent appears historically to represent the rate 
of investment consistent with growth and progress” (p. 178). See also p. 51 where Professor 
Hansen makes the same kind of calculation for private capital formation as a whole. 

7 A third function, important in other connections, is to serve as a key point in what he has 
to say about the causes of business cycles. 


“ 
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should be offset by some means other than private investment (p. 177). 

In the view of the present writer, the “growth criterion” is of questionable 
value as an analytic foundation for a program of government action, and it 
is unnecessary. There are two undeniable bases for such a program, both 
justly stressed by Professor Hansen: the first is the demonstrated un- 
dependability, in the sense of extreme variability, of private investment ex- 
penditures, and the second is the obvious usefulness of government ex- 
penditures in many areas, whether private outlays are adequate for full 
employment or not. 

With respect to estimating the gap between saving and the volume of 
investment justified by growth and progress, an explicit attempt in this 
direction, if based on past experience, really would have some of the flavor 
of a bet on the “numbers game.” Scientific systems would be just about as 
useful (consider the dependence of investment decisions upon expectations), 
and there would be the added disadvantage of not knowing when the num- 
bers paid off. In this area, we might as well be clear that we shall have to 
guess and feel, as well as “politick,” our way to decisions. The “growth ` 
criterion” will hardly be of much use.® 

The questions thus raised suggest another. Among the many useful fea- 
tures of the book, one of the best is Professor Hansen’s constant stress upon 
the problems of maintaining economic balance at high employment levels. 
“Full-employment programs are loaded with inflationary dangers. To deny 
that would be folly” (p. 234). To use Professor Hansen’s terminology, it 
may be said that these dangers stem partly from unpredictable variations of 
private investment about its “normal rate of growth,” as well as from varia- 
tions in consumption. Partly, however, they are due to the difficulty of 
knowing what that “normal rate” is and consequently what normal rates of 
public expenditures and taxation are indicated as complements. 

To meet this problem, Professor Hansen advocates a compensatory policy 
à outrance. He would depend not merely on automatic stabilizers like social 
security systems and progressive tax structures, but also advocate variation 
in normal income tax rates at Presidential discretion, counter-cyclical 
variation of public expenditures, especially of construction expenditures, 
and control of inventories. 

No one, of course, needs to remind Professor Hansen how difficult the 
management of such a compensatory program would be. And though he 
tells his readers little about the many knotty and moot problems of timing, 
direction, volume, and administration that are involved, he does stress that 
they are difficult. Indeed, as Professor Hansen writes about it, the policy 
seems wholly impracticable. 

“The public must also be educated to understand’ that any program of 
action that is introduced is subject to change as required by changing cir- 
cumstances. The government is dealing with a rapidly moving stream of 


$ Perhaps Professor Hansen means to say no more than that stimulation of investment with- 
out regard to its usefulness is a wasteful route to full employment. His tentative identification 
of the rate consistent with growth and progress with that experienced on the average in the 
interwar period, however, suggests a more far-reaching intention. 
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events. Conditions may quickly change, or the first judgment with respect to 
existing tendencies might, in a few weeks, prove to be wrong. [Reviewer’s 
italics.] The public should not be surprised if policies are modified or even 
reversed” (p. 250). 

This reviewer agrees that a full-scale program for full employment in- 
volves a full-blown policy of compensatory action. One may well wonder, 
however, whether it is wise, first to seek maximum results while our knowl- 
edge is so inadequate, and secondly, to expect the public to understand and 
tolerate the frequent and sharp changes of course that inadequate knowl- 
edge will involve. What is at issue, at bottom, is how close an approach to 
full employment we attempt to ensure by public action—when Congress is 
prepared to tolerate any attempt at all. Professor Hansen would seek the 
closest approach possible, necessitating, as he clearly sees, a program of 
compensatory action and counter-compensatory action of extreme com- 
plexity. Alternatively one might advocate a steadier course of public ex- 
penditure and taxation. A necessary cost is to envisage less ambitious em- 
ployment goals in order to provide greater leeway for variations in private 
expenditure without running in constant peril of inflation. The cost is 
serious, yet this may be the more practical policy until surer means of 
stabilizing private expenditures are at hand. 

The few topics discussed above have exhausted the space of this review 
without touching on Professor Hansen’s interesting views on taxes, debts, 
prices and wages. These and many more subjects are worth notice and dis- 
cussion. But perhaps the most notable thing about the book is not any sub- 
stantive point but its frankly eclectic and experimental tone, its stress on 
the need to combine many measures into a balanced program and to learn 
by practice. 

Moses ABRAMOVITZ 

National Bureau of Economic Research 


Price-Quantity Interactions in Business Cycles. By FREDERICK C. MILLs. 
(New York: Nat. Bur. of Econ. Research. 1946. Pp. xii, 140. $1.50.) 


The interaction between prices and quantities over business cycles is of 
fundamental importance. Mills studies this interaction in terms of the 
business-cycle patterns developed for sixty-four series by the standard 
method developed by the National Bureau for studying business cycles. 
Two major areas are explored: (1) changes in price relative to quantity and 
changes in quantity relative to price; (2) detailed changes by Pam oe 
stages for aggregates and for commodity groups. 

Of the sixty-four value series employed, thirty-three represent Anean 
farm products. Such a heavy weighting of agriculture reduces the confidence 
which may be placed in the overall average cyclical pattern shown because 
agricultural series do not conform closely with business-cycle movements. 
For the average cyclical pattern shown by commodity groups, representa- 
tion also is generally too inadequate to be very trustworthy. This is partic- ` 
ularly true of amplitude measurements. The series Mills employs to repre- 
sent commodity groups probably do not have an average amplitude repre- 
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sentative of the total commodity groups, but no evidence is presented on 
this point. 

Timing is somewhat blurred due to the fact that the “reference cycle” or 
the period of general business cycles is employed for all series regardless of 
their timing. The result is good evidence on the diffusion of the business 
cycle, but the average cyclical patterns are blurred because all of the cycles 
averaged do not begin and end with the standard cyclical low points. ` 

Is it proper to average the 1927.downswing with that from 1929 to 1933? 
The averaging together of the cyclical phases of all series at all times for 
_ which the data are available ignores the differences between cycles. This. 
method does not give satisfactory results if some cyclical movements are 
substantially deflected by a long cycle. Most of the measurements are for 
the average of all cycles, and yet Mills shows in footnotes that in the peace- 
time record prices play a substantially less important role than when war 
periods are included. 

Measures purporting to represent elasticity of demand and flexibility of 
price are computed. Mills points to many difficulties which the teader must 
keep in mind in interpreting these measurements, but the reviewer would 
question their significance without. statistical adjustment for shifting 
demand curves. Mills suggests that his “coefficient of cyclical elasticity may 
be thought of as a measure of the differential responsiveness of physical 
volume, and the coefficient of cyclical flexibility as a measure of the differ- 
ential responsiveness of unit prices.” This is confusing, however, because rise 
in price over the business cycle is partly a movement along the demand 
curve and partly a shift from one demand curve to another and because 
commodities differ greatly in the extent to which one or the other change is 
influential. The many positive measurements of demand elasticity which 
Mills finds have equivocal meaning. 

In the final chapter Mills conveniently lists forty-four conclusions to 
’ which his study has led him.. These are all thought-provoking, but none of 
them should be accepted uncritically. i 
l l ELMER C. BRATT 
Lehigh Universtty 


The Divine Right of Capital. By C. E. Ayres. (Boston: Houghton Mifflin. 
` 1946. Pp. 214. $3.00.) 


Great crises always provoke criticism of accepted modes of thought, and 
the experience of the past eighteen years proves no exception. Soundly or 
not, men have begun to judge the efficiency of American capitalism by the 
great depression and the world war that followed. These events challenge 
the older principle that a self-regulating economy can assure stable full em-. 
ployment. Likewise, they call into question the traditional liberal concep- 
tion of the relation of the state to business enterprise asa whole. © 

Professor Clarence Ayres long has been a vigorous critic of orthodoxy in 
economic thought and policy. His present book maintains his record of dis- 
sent, although changes of fashion in economics in recent years have rendered 
his indictment rather less novel and startling than before. His thesis is that 
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‘depression is a normal tendency which brings about wars and revolutions. 
Those who would conserve democratic institutions must find a way to 
prevent depressions. He believes the correct road to be progressive taxation 
supplemented by deficit spending and social insurance. These measures will 
eliminate “excess saving,” enlarge mass purchasing power, and match full 
employment output with effective demand. 

But there is an obstacle in the path: the teachings of economists regarding 
capital and saving.! These teachings impose a barrier. to a more desirable 
economic policy. Capital, Ayres observes, refers both to money accumula- 
tions and to plant and equipment. Economists have perpetuated this con- 
fusion. By “long practice and by use of a multitude of adroit literary de- 
vices... [they]... have been able to bring the art of double-vision and 
double- talk to a high degree of perfection” (p. 4). Hence the doctrine: 
economic progress rests on plant expansion; physical plant is capital; capital 
is an accumulation of money; money accumulation depends on saving; and 
saving is essential to economic progress. 

In contrast, Ayres argues, industrial expansion flows ultimately from ad- 
vances in science and technology, while money is simply a permissive 
medium, a particular institutional arrangement for bringing about ex- 
pansion in a system of capitalism (where money represents power). If 
money accumulation is not essential to expansion, the existing distribution 
of income on which it depends may be called into question. Since, for Ayres, 
depression is caused by oversaving, this distribution must be modified in 
favor of greater equality. 

In the orthodox view, saving is a voluntary act by individuals who are 
keenly sensitive to the interest rate. This means, Ayres says, that if the 
community wants a railroad it must eat less food, which he finds absurd.? 
Actually, saving is chiefly a passive effect of the distribution of income; it 
diverts rather than restrains demand. Nor is it necessarily matched by off- 
setting investment: in the ’twenties, excess saving was dissipated in inflated 
security prices. In the ’thirties, it was responsible for depression and an ac- 
cumulation of unsold stocks. In result, the “economists made a very up- 
setting discovery ... that saving and investment are not necessarily equal” 
(p. 30). For Ayres, they are never equal unless there is remedial action, and 
depression is normal. Furthermore, he believes the imbalance is increasing 
because of the displacement of men by machines and the lag of wages be- 
hind prices. 

Excess saving thus poses the major problem of the book: “our present 
failure to consume what is in fact currently produced, the failure which 
causes the product of current production to be stored in warehouses or 
dumped on the foreign market” (p. 59). As the solution, “All that is neces- 


1 One gains the impression from Ayres that the profession is at one in these matters, single- 
mindedly devoted to the perpetuation of “errors,” although at many points his argument itself 
isin accord with substantial segments of professional opinion. 

2 In an economy such as the U. S. S. R., striving for a high rate of capital formation, saving ` 
must be pushed to inordinate lengths to set scarce resources free to produce capita] goods, and 
the resulting restriction of consumption may come close to impinging upon food supply. 
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sary to do is to redress very slightly the present flow of income. That need 
not involve any modification of the foundations of Western society...” 
(p. 60). 

The objective is full employment, defined alternatively as “adequate” 
purchasing power (no unsold stocks at any prices?) and as jobs for all. The 
method is the elimination of excess saving (also referred to as “outright 
hoarding” and “spurious investment”). There are six ways for doing this. 
First, a general wage increase (presumably with other prices constant) or a 
general price decrease (with wages constant), initiated by concerted action: 
this is “a consummation devoutly to be wished,” but Ayres considers it too 
slow. Second, manipulation of the interest rate to stabilize investment, a 
doctrine the economists have fortified “with a great variety of subtle 
theoretical arguments, all of which, however, spring from the mythological 
potency of capital” (p. 86). Since investment opportunities are restricted by 
inadequate mass consumption, this is no remedy. Third, public works fi- 
nanced by loans: the war proves this method will work, but Ayres believes 
such: projects must compete with private business and so would compel 
socialization. Moreover, he holds such expenditure is inadequate to over- 
come deficiency of effective demand. Fourth, a Beveridge social insurance 
program: Ayres approves of this approach but questions its sufficiency. He 
does not discuss financing. 

Fifth; permanent deficit spending: Ayres favors this course unreservedly, 
arguing that the financing may be doneieither by bonds or currency, and 
that there is no problem of the debt burden, because every bond is matched 
by an asset. Such spending would not be inflationary, he believes: output 
would increase but not prices, because restrictive (price-raising) measures 
spring from depression and would disappear with full employment. Price 
inflation during the war, he contends, arose not from deficit spending nor 
from an inflation of costs, but solely from an enforced shortage of con- 
sumers’ goods.* : a7 

Sixth and last, “more progressive” taxation on personal and corporate in- 
comes (referred to on p. 110 as taxing “‘in direct ratio”): this would wipe out 
excess saving and return the proceeds to the income stream, although he 
does not discuss forms of disbursement. Assuming a background of depres- 
sion, Ayres looks for a multiplier effect to bring about expansion. Invest- 
ment and capital formation would not be discouraged, but giant firms would 
be checked in the internal accumulation of capital. At the same time, the 
wealthy could retain relatively high incomes and large possessions. 

Ayres regards his approach as a needed modification in capitalism that 
will conserve a democratic society. Dissenting from the highly conservative 
liberalism of Hayek, he denies that taxation and other regulatory measures 
must lead to centralized planning and dictatorship. By acknowledging no 
serious problems at all under unregulated capitalism, Hayek resists needed 
concessions and so invites disaster. 

Ayres finds additional support for full employment and, by inference, 


3 This implies two things: that costs were not inflated during the war, and that once excess 
consumer demand is made up prices will return to a pre-war level even if full employment is 
maintained. Both inferences seem to me quite doubtful. 


BOOK REVIEWS 687 


his program in his theory of value. He dislikes the doctrine of the relativity 
of economic values because, he holds, it renders wants as “ultimate data” 
and is inseparable from an unacceptable 18th century naturalistic individ- 
ualism. In contrast, Ayres appears to believe in the objectivity of values in 
some sense: wants, methods of production, and commodities appear to have 
their value objectively determined by an impersonal and inevitable process 
in history, the progress of technology. This movement, which is “the real 
life process of mankind” (p. 187), appears to control the course of universal 
history and the history of each society, and so to govern what shall be pro- 
duced, how production shall be carried on, and what relative quantities 
goods shall be available. Full employment (and in this none would disagree) 
promotes the expansion of technology, and so aids a vital force in history. 

The book has an attractive style and critical independence, and exhibits 
evident sincerity of purpose. Ayres has faced frankly some serious weak- 
nesses in the American economy, and has sought a remedy that he believes 
will buttress democratic society at its points of greatest strain. Depression 
is a matter of record. Strong support exists for the view that a higher con- 
sumption economy would be more stable (whether it would also be a full- 
employment economy, with real wages continuing to rise at the previous 
secular rate, is another question). Considerable agreement exists that in- 
vestment does not always offset intended saving, that effective demand can 
at times be inadequate, and that public works and deficit spending are - 
possible correctives. Likewise, Ayres would find support for increased pro- 
gressiveness of income taxation, particularly in place of regressive consump- 
tion excises during slumps. 

However, Ayres’s criticism of taxonomic difficulties involving saving and 
capital fails to reach his actual problem. By implication, he admits that 
saving is necessary for capital formation. His real attack is against hoarding 
—efforts to save that are not offset by investment but instead diminish 
income and employment. This is an objection to the principle of Ricardo 
and Marshall that an act of saving is always nesessarily also an act of in- 
vestment, and many would agree with Ayres’s criticism. There is less agree- 
ment with his version of the cause of hoarding: that it arises solely because 
investment is directly determined by‘consumption, which income distribu- 
tion makes inadequate. In truth, investment cannot always be counted upon 
to absorb what the community would like to save. Moreover, consumption 
and the interest rate are not closely interlocked. But these points do not 
invalidate functionally useful distinctions regarding capital, as money 
funds, financial assets, or physical instruments. Nor do they overthrow the 
principle that in industrial societies, industry is made possible by capital. 

Ayres would explain deficiencies of effective demand by underconsump- 
tion (or oversaving). As I interpret the argument, it has two primary as- 
sumptions: that the consumption function is at all times too low for all levels 
of income, and that the shape and position of the investment function is 
solely determined by the-consumption function.‘ Full employment then 


í In view of the serious failure of employment projections made in the Fall of 1945, the stabil- 
ity of the consumption function itself is doubtful, save possibly for short periods of time. 
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becomes impossible without. intervention to support purchasing power, 
because saving would exceed the amount of investment that consumption 
would make possible. Hence the conclusion: all we need do is transfer this 
measurable excess to consumption. The consumption and investment func- 
tions will rise and full employment will be attained. This is a kind of ceterus 
paribus reasoning: it assumes away other factors, such as the possibility 
that the whole investment function might be given a downward shift as the 
direct result of the imposition of Ayres’s tax program. As such, the objec- 
tion might be made that the whole argument is too static and mechanical. 

Moreover, if as Ayres says, savings always exceed investment and the 
gap is steadily increasing over time, the economy would undergo continuous 
contraction. Likewise, investment could never increase. Neither inference 
rests upon fact. 

Actually, investment fluctuates in time. The investment function shifts, 
and its position cannot be considered uniquely fixed by the propensity to 
consume, even if the latter does exert some influence. Investment is a 
peculiarly sensitive form of expenditure, reflecting changing views of the 
future and discontinuous changes in investment opportunities. While in- 
vestment is not af all times inadequate, as Ayres contends, situations can 
occur when intended saving exceeds investment, and hoarding (deflation) 
sets in. 

This suggests two conclusions. First, Ayres’s proposal would not assure 
stable full employment in an economy where private capital formation con- 
tinues to be important. Second, the problem of effective demand must be 
envisaged in broader terms: to find ways of stabilizing investment and to 
offset the effects of its fluctuations, so far as possible. The real trick is to 
accomplish these purposes without promoting inflation, unwisely curtailing 
capital formation, or blocking adaptations to changes i in wants, resources, 

‘and technology. 
GEORGE H. HILDEBRAND 
University of California, Los Angeles 


Public Finance; Fiscal Policy; Taxation 


Taxation for Prosperity. By Ranpotpo E. Pavt. (Indianapolis: Bobbs- 
“Merrill. 1947. Pp. 448. $4.00.) 


The author of this book was General Counsel of the Treasury and tax 

advisor to Secretaries Morgenthau and Vinson during the war and recon- 
version periods, He has a quarter of a century’s practice as a tax attorney 
and has written substantially on legal aspects of taxation. 
' The first and probably the most valuable half of his book is historical 
and might appropriately have been labeled “memoirs.” So far as the re- 
viewer is aware, this is the first history of Américan taxation that carries 
down through the war and reconversion. Mr. Paul brings both literary skill 
and intimate experience to liven his narrative and a very readable story it 
turns out to be. 
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A lot of tax history was packed into the few years that Mr. Paul spent in 
Washington. It begins with conflict between two models of excess profits 
taxation; it broadens into the seven billion dollars tax program of 1942; it 
develops interesting sideshows connected with the spendings tax, the pro- 
posed $25,000 ceiling on income, and compulsory saving; it thickens its 
plot as the sales tax goes down to defeat leaving the opponents gagging on 
the victory tax; it generates a new high of conflict in the debate over current 
payment (Ruml plan) and the Revenue act of 1943 (described in the Presi- 
dent’s veto message as “relief for the greedy”); it mellows into something 
like cordiality as Treasury and Congress unite for “simplification” of tax 
procedure; and it ends as it began with the excess profits tax, this stormy 
petrel bowing itself off the stage but leaving two children; section 702 and a 
carry-back, for the further entertainment of the audience. 

The historical presentation of the Ruml-plan debate and the inauguration 
of collection at the source is especially interesting. Here was an unpremedi- 
tated tax issue of which one senator could say that “‘in all the years he had 
been in Congress he had not known such a sharp division of opinion among 
honest men.” It was praised as relief from an intolerable load of tax debt 
and double taxation; and it was damned as “almost as legitimate as horse 
stealing.” Mr. Paul naturally stresses the Treasury’s side of the argument 
but his chronicle is reasonably objective and extremely well told. i 

These were days when not all was peace and pleasantness on the Potomac. 
There was talk of taking the tax program out of the Treasury’s hands, so 
intense were the “vested irritations” that had developed. In retrospect, it 
appears that the verdict of history will support the Treasury’s central con- 
tention that more of the cost of the war should have been covered by taxa- 
tion and that the direct tax system was not pushed to the full limit of its 
wartime potential. On many other matters, too, the Treasury seems to 
have had the weight of integrity and research on its side; its failure, if any, 
seems to have been in political artistry and imagination. One gets an im- 
pression of some such limitation when he reads the reaction of a Congres- 
sional committeeman to the proposed spendings tax: “It’s just too compli- 
cated for an ordinary man like me to understand!” On the other hand, 
what a difference if the Congressman had really wanted to understand! 

Anyway, out of the heat of these many battles came a war tax program 
that raised by taxation better than a third of our unprecedented outlays; 
that allowed far fewer millionaires to slip through the meshes of the tax net 
than on a similar earlier occasion; that achieved the extremely important 
innovations of withholding and current payments, and that avoided resort 
to sales taxation, “urged by many powerful interests.” To say the least this 
was no mean achievement. Perhaps some counterpart of the war cross ought 
to be reserved for men like Paul and Blough who served their country with 
distinction in the field of war finance and who endured much to keep the 
record right on the home front. 

The second part of the book, labeled “Problems of Future Tax Policy” 
deals mainly with overall economic aspects of public finance: business 
cycles, cyclical budgets, excess savings, full employment, and so forth. The 
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author is not at his best in dealing with economic aspects of his subject and 
there is little in this section of the book that is distinctive. The philosophy 
is that of the New Deal and Sir Wiliam Beveridge. “The prudent and 
and conservative course is to gear our basic revenue structure to a defila- 
tionary situation” reserving flexibility for occasions when the problem 
reverses itself. 

The third part of the book, entitled “A Federal Tax System for the 
Future” contains some very good exposition of current federal tax problems 
in language a layman can understand. (Mr. Paul shows the effect of his long 
experience in translating Treasury research to the public.) Some of the 
chapters are regrettably short and choppy, leaving the impression that the 
author has merely assembled for this book a few popular speeches. Never- 
theless, his explanation of the various proposals for the elimination of the 
double taxation of corporate profits is one of the clearest and most intelligi- 
ble the reviewer has seen. 

The author’s postwar tax program can be summarized as follows: He i is 
against general sales taxes but will accept without enthusiasm some special 
excises. The individual income tax should be broad and substantially gradu- 
ated; but there is such a thing as pushing the rates too high. Tax-exempt 
securities and abuse of separate returns and percentage depletion should be 
eliminated. Capital gains are income and entitled to no special privileges. 
Need for wholesale repairs in death taxation is recognized. Social security — 
should be broadened and experience-rating abandoned. Criticism of cor- 
porate taxation on the score that it double-taxes profits, discriminates 
against dividend distribution and against stock financing, is partly valid; 
though in a period of high revenue requirements we must tax corporations, 
at least the widely held “public” variety. 

The reviewer can find little in this‘outline to quarrel with; the author’s 
choices (with one or two reservations) seem to him eminently sane, sound 
and sensible. ‘The reviewer doubts the feasibility and validity of classifying 
corporations by size or number of stockholders. And in determining the 
form of unemployment compensation that is conducive to business morale 
he should be inclined to take the reactidn of business men themselves some- 
what more seriously. Some will feel that Mr. Paul falls short of his own 
prescription for “Taxation for Prosperity”—“a complete and uninhibited 
modernization of our tax structure done with a spirit that is brave and 
minds that are bold.” But at all events his postwar tax program is definitely 
on the side of the angels. 

Harorp M. Groves 

University of Wisconsin 


The Fiscal Impact of Federalism in the United States. Harvard Economic 
Study 79. By James A. MAXWELL. ene Harvard University 
Press. 1946. Pp. 427. $5.00.) 


This is a fairly comprehensive study of the fiscal relations of the federal 
and state governments in the United States. About half of the book is de- 
voted to a discussion of the problems involved in federal grants-in-aid to 
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the states: The second half is devoted to the overlapping jurisdictions of the 
federal and state governments in matters of taxation. The author discusses 
the application of federal and state income taxes to tax the same income, 
and the problems of double taxation of income by the states where different 
formulae are used for the assessment or allocation of personal and corporate 
income among various taxing jurisdictions. He also summarizes the conflicts 
arising from death taxes and from taxes on gasoline, tobacco and liquor. 
This discussion competently reviews problems which have long been 
familiar to students of public finance. 

In a concluding chapter the author offers his suggestions for dealing with 
the problems of multiple taxation and the coordination of the fiscal systems 
of the national and state governments. He favors exclusive use of income 
taxation by the federal government, even though this might leave the 
states without an important progressive tax source. To equalize the burden 
of governmental cost he proposes an extension of conditional grants-in-aid, 
particularly for education. He favors increased per capita grants to the 
states-with low per capita incomes. This solution would, however, involve 
the important difficulty that the need for particular services is by no means 
proportional to population, as has been well shown by the literature on 
school grants. There is also likely to be a serious conflict between adminis- 
trative and fiscal considerations under this type of grant. 

This study was prepared for the most part before the war and publication 
was unfortunately delayed. Data have often not been brought up to date. 
Moreover, wartime and postwar changes in levels of taxation and expendi- 
ture of the federal and state governments may possibly require serious 
qualification to the basic assumptions involved in the proposal for equaliza- 
tion of burdens. 

While in his preface the author states “Books on public finance, even 
when written by Americans, have been singularly impervious to the signifi- 
cance of federalism,” the problems have been discussed extensively in the 
technical literature and have been the subject of a lengthy report to Con- 
gress. 

In view of the varied proposals for solving the problem of fiscal coordina- 
tion that have been suggested before, the author rightly concludes that any 
solution can at best be tentative. The book is to be recommended as a con- 
cise and readable discussion of the salient issues. 

Henry J. BITTERMANN 

Washington, D. C. 


Kentucky City Finances. Bulletin of the Bureau of Business Research, 
No. 12. By James W. Martin, Director, and associates. (Lexington: 
The University of Kentucky and The Kentucky Municipal League. 
1946. Pp. xii, 275. $2.50.) _ 


The need of American cities for additional revenues as well as economy 
in expenditures is presently acute. The steadily worsening position of city 
finances, as compared with federal and state finances, is reflected in the 
considerable amount of city tax legislation in 1946 and current studies 
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being made although the trend has been downward for the last thirty years. 
This publication undertaken gratuitously by the University of Kentucky 
Bureau of Business Research in the interests of better city, government 
grew out of an authorization of the Kentucky Municipal League at its 
annual conference in 1944, The primary purpose was to explore the practical 
possibilities of greater fiscal freedom for Kentucky cities; the secondary 
purpose was to develop the fiscal facts of Kentucky municipal finance. 

Chapter I, a collection and interpretation of Kentucky city officials’ 
views as to objectives and means, and Chapter II, a development of factual 
data respecting trends of revenues, expenditures and debts of Kentucky, 
southern and nationwide cities (comparing 1942 with 1932), constitute 
introductory materials. 

Chapters ITI, IV and V are concerned with conservation of financial 
resources by economies in expenditures; this is the first main broad type of 
program indicated to relieve cities of their financial difficulties. Budgetary 
planning and management practices of Kentucky cities and cities of other 
states are given in Chapter III. Constitutional, legislative and policy 
considerations are tied in with specific Kentucky city problems and are 
presented in a straightforward manner so as to leave little doubt of the 
meahing and advantageous use of budgets for city officials. Chapter IV . 
covers the tools of city finance administration such as accounting, reporting, 
purchasing, treasury management of depositories, bonding, etc.; the sig- 
nificance of the study is the emphasis on the feasibility of application of 
generally accepted standards. Chapter V, on debt management, suggests 
possible constructive approaches based on desirable local standards of 
debt policies, forms of debt and cal administration, state and city 
cooperation, etc. í 

The second main broad type of program indicated is with respect to main- 
tenance and increase of city revenues. Currently, this approach for Ameri- 
can cities is apparently considered by some as the more fruitful; to the ` 
authors of the study the first main broad type of program of economy in 
expenditures warrants prior exploitation before considering the possibilities 
` of additional new revenues. Chapters VI and VII, on improved assessments 
of real and personal property taxes and tax collection administration, re- 
spectively, point out the possibilities of increased yields without making 
the property tax unduly burdensome as well as indicating how through 
better tax collection organization and administration of current and de- 
linquent property taxes and other revenues the yields of such sources can 
be increased. 

Chapter VIII, on additional sources of city revenues, is perhaps the most 
illuminating part of the study to those not particularly efficiency-minded, 
although in the study the authors accord less emphasis than the paragraph 
here of the reviewer would indicate. No one proposal among those advanced 
in recent years to relieve the pressure on city finances is regarded by the 
authors as possible of freeing the cities, from their traditional, primary 
reliance on the property tax. It is pointed out that despite all efforts to 
stretch the tax dollar and to improve tax collection administration, some 
cities must and are being compelled to seek new forms of revenue. Kentucky 
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cities are found not to have exploited the imposition of local taxes other 
than the property tax, e.g., amusement taxes. Occupancy or rental tdxes 
as supplements to general property taxes are weighed. Complete enforce- 
ment of occupational taxes as well as simplification by adoption of a gross 
receipts tax in lieu of miscellaneous occupational licenses are additional 
possibilities. Police court fines could increase in yield if enforced with 
the same care demanded of property tax administration. Municipal rev- 
enues from public service enterprises such as gas, light, water plants, 
markets, transportation, insurance, oil, etc., are regarded as lucrative poten- 
tial sources of revenue. State-shared taxes are considered fraught with legal, 
political and policy objections and should not be attempted before joint 
performance of particular functions by the state and its cities is examined. 
Other possibilities are credits of local taxes’ against similar state taxes, 
city supplements to state taxes (particularly excises), state and/or county 
assumption of city-performed functions, state grants and state technical 
assistance. City sales and use taxes, while regarded unwieldy revenue meas- 
ures because of fringe competition, would be less objectionable in Kentucky 
where no state sales tax exists. The trend towards service charges, rentals 
of various kinds and parking meters, as well as a variety of other minor 
revenue sources, are canvassed. The primary contribution consists here not 
only of general principles developed but also of the wide range of specific 
and practical observations. The one notable exception is the failure to de- 
velop extensively city income taxes, apparently because Kentucky’s con- 
stitution does not authorize municipal use. An excise measured by com- 
pensation for personal services and business income is suggested by the 
authors as a means not barred by the Kentucky constitution. 

Chapter IX deals with the preaudit and postaudit with most emphasis on 
the postaudit. Specific examples of the paucity of legislative provisions 
and administrative apathy point the way towards specific recommendations 
for improvement. , 

While the data and findings of the study make Kentucky cities the focal 
point, factual information is developed with respect to cities throughout 
the nation which hitherto was unavailable except by research. The applica- 
tion of underlying political factors and administrative limitations to sound 
financial theory precludes labelling the survey as reformist in character 
although the overtones are present. In many respects, Kentucky city 
financial practices are in the vanguard of American cities at large, although 
as in most states a variety of legal limitations and public apathy hinder 
adoption of comprehensive schemes'of financial administration. The study 
points the way for needed city surveys in other states. Also the data de- 
veloped indicate either inconsistencies or omissions by cities in reporting 
their financial operations to the Bureau of the Census. 

' The study is an important contribution to the literature on city finances 
and is supplemented by 24 tables, 7 charts and 2 appendices. The body of 
the text is well documented, drawing on current literature. There is no 
index although the text is subdivided with headings. 

ORBA F. TRAYLOR 

University of Missouri 
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Money and Banking; Short-Term Credit 


Business Finance and Banking. By Nett H. Jacopy and Raymonp J. 
SAULNIER. (New York: Nat. Bur. of Econ. Research. 1947. Pp. xviii, 
241: $3.50.) 


This monograph is one in a series of studies of modern financial organiza- 
tion issued as part of the Financial Research Program of the National 
Bureau of Economic Research. Its data and findings are based primarily 
upon twelve studies (eight published) in the same general field, made by a 
group of authors under the general direction of Dr. Saulnier. 

Business Finance and Banking traces the changes that have taken place 
in the financial needs of business during 1900-1945 and how those needs 
have been met by banks and other financing institutions. 

In 1900, about one-half of the earning assets of the banks in the United 
States were in the form of short-term loans to business for working capital. 
By 1940, they had declined to “a surprisingly small percentage of the total 
earning assets”; commercial banks had abandoned the classical position of 
lenders of 30-90 day funds, and had entered the field as dealers in medium- 
and long-term credit. They had previously been “lending and discounting” 
agencies, but they had become “investing” institutions. Combining business 
and investment credit, in 1930, banks financed 73 per cent of the total 
amount, but in 1940, only 45 per cent. This monograph aims to disclose 
and analyze the reasons for this most outstanding development in the posi- 
tion and practices of the banks of the United States. 

One of the factors affecting bank lending practices has been the shift in 
the relative importance of certain sectors of our economy. Manufacturing 
and agriculture, which are “most heavily dependent on bank credit” have 
declined, while service trades and public utilities have “held their own or 
gained,” and it is the last two groups that are and have been less dependent 
on bank loans. It has been generally recognized by all but our farmers and 
legislators that agriculture has “slipped,” but it will come as a shock to 
many to learn that manufacturing is also “slipping” in relative importance. 

Another segment of the explanation of the changed position of banks as 
lending agencies has to do with the increased size of the business unit—the 
larger the unit the less dependent it is upon bank credit, except in the case 
of wholesale establishments. This has been due in part to the accumulation 
of cash balances and in part to the changed relationship between expendi- 
tures for fixed capital and for labor, the former gaining at the expense of 
the.latter; bank credit is not so satisfactory a means of supplying the need 
for fixed capital as are other forms of credit. This decreasing proportionate 
use of labor in manufacturing is another highly important development in 
our changing economic life that has been overlooked by many writers. 

Banks have been forced by these and other factors to modify their lending 
practices in order “to keep up with the times.” Short-term lending has 
declined at a striking rate, while medium- and long-term lending has 
markedly increased. (The latter types of loans run for one year or longer.) 
In 1913, 57 per cent of all loans and discounts were for less than 90 days, 
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but by 1940 they had declined to about 30 per cent. Before World War II, 
bank holdings of corporate bonds had increased rapidly. At the close of ` 
World War I, 16 per cent of the assets of national banks were in the form of 
government securities; at the outbreak of World War II, this had risen to 
30 per cent, and at the close of 1945, to about 56 per cent. 

Interest rates have declined, averaging 3.4 per cent on business loans in 
1942. This declining rate of interest (which the authors do not lay to the 
decreasing product of the marginal unit of capital! Page the marginal 
productivity theorists!) has forced the banks to go out into the highways 
and byways for additional business loans. Hence, their incursions into the 
medium- and long-term credit business, into fmancing consumer and pro- 
ducer installment buying, and into financing accounts receivable and in- 
ventories on warehouse receipts. Banks financed only 4 per cent of total 
consumer installment credit in 1930, but the amount rose to 27 per cent in 
1940. No data are presented for the other types of lending operations, but 
an increase is noted in each case. 

The lending activities of various governmental agencies and the effect 
of World War I upon the credit market are discussed in considerable detail. 

The authors declare that “It is not an overstatement to say that in the 
two decades from 1920 to 1940 debt financing went through a technical 
revolution as far-reaching in its significance as technical advances in in- 
dustrial production, transportation, or agriculture.” But, they conclude, if 
in the future commercial banks continue to make adaptations in their 
lending policies and practices as they have during the swiftly changing past 
twenty-five years, there is no cause to fear that their financing functions 
“will be of less importance than at present.” 

The study is thorough, most detailed, excellently presented, and clearly 
written. Some readers may complain that there are too many details, but 
their objections are met by an excellent summary which happily appears 
in the first eighteen pages of the monograph, rather tipni at the end as is 
customarily the case. 

Now for a few minor criticisms and suggestions! I have never liked pie 
charts and I know a lot of other people who have found them confusing. 
Especially is this true when the pie charts are very small, as they are in this 
study. Personally I wish that the authors had used only bar charts, of which 
there are a number in the monograph. Also, why has red ink been so pro- 
fusely used in printing the charts? I believe that all of them could have been 
made equally effective in black ink. Charts and data for 1900 to 1940 are 
presented in the first part of the volume, and charts and data for 1940 to 
1945 are presented in the latter part, and “never the twain do meet.” This 
makes it nesessary for the reader to shift continually from back to front and 
to back again in order to note the trend of events for the entire period of 
1900-1945. Some charts contain data for only one type of banks, such as 
“national banks” or “insured banks,” when data for all banks undoubtedly 
are available. I wish that the authors had included charts showing data for 
the forty-five year period and for all banks where possible. I should have - 
been pleased to have seen a line on Chart 25 (p. 154), (this chart presents 
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the “Measures of Growth in the American Economy, 1900-1940”), which 
line would have shown the trend in bank business loans compared to. the 
. other measures of growth. Finally, I was disappointed in not finding a chart 
showing the trend of loans and discounts of all banks in the United States 
for 1900-1945 compared with their investments for the same period. 
Tra B. Cross 
University of California, Berkeley 


International Trade, Finance and Economic Policy 


Egalisatiefondsen en Monetaire Politiek in Engeland en Nederland (Exchange 
Equalization Funds and Monetary Policy in the United Kingdom and 
in the Netherlands). By H. M. H. A. VAN DER VALK. Publication of 
the Netherlands Economic Institute, No. 30. (Haarlem: Erven F. 
Bohn N. V. 1940: Pp. xii, 165.) 

The author discusses the establishment and the working of the exchange 
stabilization funds in Great Britain and the Netherlands during the ’thirties, 
and especially the influence of the funds upon monetary policy, commercial 
credit, open market operations and discount rate, banking operations, 
cyclical fluctuations, and government control of central banking. In a series 
of appendices, the author summarizes the organization of the Netherlands 
Bank, quotes excerpts from government statements on the occasion of the 
creation of the Netherlands stabilization fund, lists the measures taken by 
the British authorities for the improvement of the balance of international 
payments between September, 1931 and September, 1939, discusses the 
revaluation of the gold holdings of the Netherlands Bank of 1940, and gives 
a short bibliography. For the benefit of readers ignorant of the Netherlands 
language, the author also summarizes in English the results of his study as 
far as it concerns the Netherlands. 

According to the author, stabilization funds have the dual purpose of 
combatting unplanned fluctuations in the exchange rate and ‘of sterilizing 
the flow of “flight capital,” with the second function being of paramount 
importance in the period under consideration. Both Great Britain and the 
Netherlands experienced a huge inflow of capital after the devaluation of 
their currencies, and later an equally huge outflow, caused primarily by the 
growing danger of war. In the Netherlands, the inflow expressed itself 
mainly in increased long-term investments by foreigners, and sterilization 
required only that the stabilization fund buy gold and sell securities. In 
Great Britain, a substantial part of the inflow took the form of acquisition 
of bank deposits and hoarding of sterling currency by foreigners, and in 
these cases sterilization required supplementary transactions by the Bank of 
England. In order to counteract the lowering of the “cash ratio” resulting 
from the increase in deposits, the Bank had to purchase bills from the com- 
mercial banks, and in order to counteract the contraction in the volume of 
currency in circulation resulting from the hoarding of bank notes, the Bank’ 
had to issue additional notes either against gold transferred from the 
stabilization fund or through an expansion in its fiduciary circulation. 
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The author points out that the activities of the funds had different results . 
in each country. In the Netherlands, the greater flexibility of the banking 
system provided for a large degree of automatic sterilization of inflowing 
and outflowing funds since Netherlands banks did not adhere to strict cash 
ratios. The additional sterilization efforts of the fund thus brought about an 
oversterilization: in the period immediately following the devaluation of 
the guilder, its policy hindered an expansion of credit which would have 
furthered the country’s recovery, and in later years it added to the over- 
liquidity which not only created dangers of inflation but also induced 
Netherlands banks to make investments of questionable character. In 
Great Britain, the fund did not attempt full sterilization and thus promoted 
the government policy of credit expansion and low interest rates. The - 
author believes that the rapid recovery of Great Britain after 1932 was due 
mainly to that credit policy rather than to the currency devaluation in it- 
self. It was aided by the improvement in the British terms of trade due to 
the continuing depression in many non-sterling territories, but the do- 
mestic prosperity was purchased at the price of serious damage to the 
country’s international financial position, a chronic deficit in its balance of 
current payments, and intensified international financial anarchy. The 
Netherlands, for which international trade was of greater importance than 
for Great Britain, was hit by the continued depression abroad and para- 
doxically also by the greater degree of increase in the efficiency of labor. 
Thus the Netherlands had to try to adapt’its internal economy to changes 
in world conditions while Great Britain could successfully insulate its re- 
covery from foreign disturbances. In consequence, British real income in- 
creased substantially during the ’thirties while the Netherlands never was 
able to reach again the real income level of 1929. 

This summary hardly does justice to the wealth of subjects which the 
author manages to touch in the course of his inquiry. He has interesting and 
significant remarks to make on virtually every problem of financial policy, 
but the very breadih of his interests sometimes leads to confusion. The 
author left at least this one reader in some doubt about the theoretical basis 
and the policy recommendations of the study. Following Keynesian ideas, 
the author stresses the importance of a low interest rate for the British re- 
covery, but apparently believes that lowering the interest rate would not 
have been beneficial to the Netherlands. He plainly disapproves of the 
beggar-my-neighbor strategy of the British authorities, but even more 
plainly of the more internationally minded activities of the Netherlands 
authorities. Finally, the author apparently has not been able to solve a 
riddle which has puzzled the reviewer for a good many years, namely the 
reasons for the exchange rate policy of the Netherlands authorities between 
1936 and 1939. In this period, the guilder was permitted to fluctuate by 
around.4 per cent, or violently enough to upset calculations requiring 
- stability, but not widely enough to permit a planned expansion of exports or 
a protection of domestic industries. 

In spite of this criticism, the study has an importance transcending the 
historical problems of Great Britain and the Netherlands in the years im- 
mediately preceding the outbreak of the second World War. The Interna- 
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tional Monetary Fund from now on will have to assume many of the func- 
tions which were undertaken by stabilization funds in the interwar period. 
The author rightly stresses the fact that the establishment of stabilization 
funds meant the transfer of control of monetary policy from. more or less 
independent central banks to the governments. Paradoxically, in a period of 
increasing government influence upon economic life, the creation of the In- 
ternational Monetary Fund has retransferred part of that control to an in- 
stitution independent of any individual government. Furthermore, the 
author remarks that stabilization funds were a more liberal substitute for 
exchange restrictions. The Bretton Woods agreement, by forbidding the 
individual governments to retain exchange restrictions for current transac- 
tions, has the same basic purpose, complicated, however, by the power of 
the individual governments to retain control of capital transactions. Many 
of the problems posed by the necessity of avoiding conflicts between the 
policies of the Fund and of the national governments will be similar to those 
that confronted the monetary authorities in the interwar period. The 
author’s description and criticism of the solutions sought in Great Britain 
and the Netherlands may well help the postwar authorities in avoiding some 
of the mistakes of their predecessors. 
J. HERBERT FURTH 

Washington, D. C. 


The Problem of War in Nineteenth Century Economic Thought. By EDMUND 
SILBERNER. (Princeton: Princeton Univ. Press. 1946. Pp. xiv, 332. 
$3.00.) i 


,Tbis is an excellent book and should be read by all who are interested in 
the problem of war, especially in its economic aspects. We hear on all sides, 
especially from bistorians and political scientists, that the causes of modern 
wars are economic, and they usually add that the economists say so. The 
holder of that view will be at least corrected, and very likely disillusioned, by 
the reading of this book. We, therefore, hope that it will be widely read, so 
that the views of the great economists may be better understood. They 
realized that the problem was very complex, that the causes of war are 
numerous, and that the economic factor is only one, and very often a rela- 
tively unimportant one, in producing conflict. : 

This study is well planned and gives a systematic and carefully ordered 
summary of the subject. It is divided into three parts, devoted successively 
to the liberalism of the classical school, protectionism and the historical 
school, and finally to socialism, both idealist and materialist. This arrange- 
ment makes the book a handy one for reference. The very complete table 
of contents and a good index make it easy to look up a writer or the ideas - 
associated with his name. ; 

The classical schoo] rightly gets the greatest amount of attention. The 
ideas and proposals of Malthus, Ricardo, the Mills, McCulloch and their 
followers are fully surveyed. The author does well to quote extensively; he 
depends throughout the book on quotation more than comment. This adds 
to the value of the book, for the reader can form his own judgment especially 
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about disputed points, even though he recognizes the author as an informed 
and experienced guide. The American economist will find the part dealing 
with the French liberals, J. B. Say, Bastiat and Molinari, very informing. 
Here he is often taken through new ground, and brought into contact with 
conditions as they prevailed on the continent of Europe. But the basic idea 
of peace and freedom of trade prevailed with them as it did in insular Eng- 
land. 

‘The classical position is well known. It was developed by men who had 
broad and deep sympathies with human difficulties, who thought that with 
the passing of time reason would prevail and war would disappear as men 
became better educated so that they understood the nature of the world in 
which they lived. War is not only destructive of economic values; it is 
stupid. No nation gains by it; they all lose. It destroys foreign trade and the 
advantages that come with it. War is worse than a crime; it is a blunder. It 
does an infinite amount of harm, material and moral, and does no one any 
good. Malthus was the only one to worry about the cause of war being 
beyond men’s immediate control, being largely the result of the pressure of 
population but even he came around to the view that population increases 
could be controlled by individual effort, and that the ordinary.citizen had 
the power within him to control population and prevent war. 

The classical school has been criticized for being too intellectual and too 
reasonable. Men are animated and directed more by their emotions than by 
their intellect. For great masses of people in the 19th century and during 
the present time nationalism has furnished that emotion. Manifest des- 
tiny, the master race, call it what you will, has made great masses of 
men oblivious to the classical conception of the rational good. The classi- 
cal economist had no real solution for this problem. His demand for 
complete freedom of trade was a denial of the existence of the problem. 
Nationalistic restrictions were just another example of economic stupid- 
ity, making the nations poorer. An understanding of this will put an end 
to them, so thought the classical liberal. He failed completely to realize 
that peace must be organized politically, and that freedom of trade is not 
possible until international order is established. He, therefore, failed com- 
pletely to realize that international peace requires international govern- 
ment. 

In passing we might note the well-known and optimistic views of J. S. 
Mill, who considered rapid recovery from war a normal thing. Air warfare 
has made Mill’s views obsolete. No one who has observed, as I have recently, 
the great destruction in Bremen, Frankfurt or Stuttgart will look for a 
rapid recovery. 

List and the protectionists had a better grasp of the political realities of 
the 19th century than the classical economists had. List’s protectionism 
may have been a temporary matter which would disappear with economic 
development, but it did support the nationalistic temper of the 19th cen- 
tury, and it did make it more bellicose. The German historical school drew 
strength from List, and were on the whole protectionists. They were na- 
tionalists who looked upon war as a natural development. The student of 
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economics may object that they were essentially historians and institu- 
tionalists rather than economists, and should be treated as such. In any 
case they looked upon war as natural and normal, often a good thing for a 
nation, and that it would persist. They had no solution of the problem, for 
they did not consider it as such. Mr. Silberner rightly criticized the German 
historical school for looking upon war as a perpetual phenomenon, pointing 
out that such a conclusion contradicts their own metbod of inquiry. What is 
most valuable in this part of the book is the comparison of the conceptions 
of Roscher, Knies, and Schmoller, with those of Levasseur and tevalye as 
well as with those of Leslie, Rogers and Cunningham. 

Socialists have used war for good propaganda purposes. The oldest mre 
ist tradition in Europe is the idealist one, or what Marx called utopian. 
Owen and Thompson in England, Fourier, Godin, Vidal and others in 
France all contended that we should not have world-peace until we had a 
just distribution of income and that was not possible under capitalism. 
True, when ideal socialism produces a world of pacifists we shall have peace, 
but in fact it is the ideal and pacific element tbat is important, and that is 
not likely to be compatible with a practical socialism such as that practiced 
by a Hitler or Stalin. 

Marx and the materialist socialists had other notions. International war 

was foolish and silly for proletarians who recognized no fatherland. But class 
war is necessary to achieve the dictatorship of the prolétariat and the vir- 
tues of a communist order. Marx himself is not clear about the cause of 
international war. That capitalism leads. to imperialism and the latter to 
war is Lenin’s thesis, and he wrote his pamphlet with the books of Hilfer- 
ding and Hobson before him. It is our century that produced that misinter- 
pretation of history. 

As one looks upon the destruction, misery and hopelessness of present-day 
Europe he can only wish for a widespread reading of Silberner’s thoughtful 
and penetrating study, so that mankind may learn something of the wisdom 
that exalted the great economists. 

HERBERT F. FRASER 

Stutigart, Germany 


Business Finance; Insurance; Investments; Securities 
Markets 


The Money Value of a Man. By Lovis I. DUBLIN and ALFRED J. LorKa. 
` Rev, ed. (New York: Ronald. 1946. Pp. xviii, 214. $6.00.) 


This is the first revised edition of a work which originally appeared in 
1930 under the same title. Mr. Mortimer Spiegelman, who collaborated in 
the revision, is associated with the authors in the Metropolitan Life In- 
surance Company. The kernel of the work is found in an appendix of tables 
giving the present value of a family head’s earning power for the rest of his 
life, according to age, current income, and under varying conditions of mor- 
tality. 

Tn this edition the authors use an interest rate of 2$ per cent as compared 
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with 33 and 43 in the original. Indeed, the decline in interest is the primary 
factor underlying the revision. The further postponement of mortality has 
also been sufficient, even over a decade and a half, to warrant a change in 
the computations. A number of miscellaneous improvements, additions, and 
refinements have been made in the text, largely as a result of correspond- 
ence with inquirers, following the first edition. The authors report that 
lawyers and others engaged in adjudications of claims, settlements of es- 
tates, and so on, find the book useful. This reviewer found more meat in it 
than appears at first glance. 

The approach is admittedly narrow, and most economists will note a 
rather strong flavor of life insurance company thinking. This is not alto- 
gether unfortunate. In the first place, the whole question of the valuation of 
human life had been treated in a nebulous fashion in the past; and further- 
more, the field of insurance has been so generally neglected by American 
economists that it remains a mystery to many in the profession, including 
those with comparatively broad interests. Dublin and Lotka are not satis- 
fied to rule out noneconomic considerations but narrow the field considerably 
further by limiting discussion to the valuation of family heads whose deaths 
or disabilities constitute a loss to their dependents. 

Their application-of the “loss principle” is not too complicated, and the 
present formula is found in virtually its present state among the works of 
William Farr, an English vital statistician of a century ago. For example, 
take a large group of men in average health at age 40 who are earning $3,500. 
Given a life-long wage pattern at this income level, the total future earnings 
of the group can be forecast with reasonable accuracy by allowing for deaths 
and unemployment as they are estimated to occur. The total future ex- 
penses of these men for their own personal needs are similarly estimated. 
Both earnings and expenses are discounted to present values by ordinary 
compound interest procedure. In this instance, the very next year’s average 
earnings are now worth $3,255 and the average cost of living is wortb $794, 
but the present values of the annual earnings and living expenses say 25 
years hence are only $963 and $456, respectively. Summing up all the year- 
by-year discounted earnings and expenses, the authors get $54,005 and- 
$21,744, meaning that the dependents of one of these men stand to lose 
the difference—some $32,261 on the average—if death or permanent disa- 
bility removes his earning power at the present time. This loss, if spread 
over the years to come, would be much more than $32,261; but this sum, 
invested at 24 per cent and expended each year on a scale equivalent to the 
survivors’ average wages, would substantially indemnify them for his pre- 
mature death. 
` In the same manner, a lad of 22 earning $1,500 per year (net) is figured 
to be worth $28,500 and a 50-year-old earning $7,000 (net) is worth $49,800, 
provided they belong to the group in normal health. The extent to which 
values have changed since 1930 can be guessed from this comparison: the 
40-year-olds mentioned in the example above were then worth only slightly 
less at 43 per cent ($30,750); but the youngster and the middle-aged man 
just discussed were figured to be worth only $15,300 and $40,050, respec- 
tively. In other instances, particularly at younger ages, the more recent 
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figures are 50 to 100 per cent higher than the corresponding 1930 estimates. 
In this connection, Dublin and Lotka do not attempt to allow for ups and 
downs in the wage or price levels, and accordingly, pay no attention to the 
inflation now so.evident in America. Likewise, much of their other material 
is garnered from the Census of 1940. 

The authors have clearly demonstrated that it is hopeless for the wage- 
earner to consider the purchase of life insurance to an amount more than a 
small fraction of full coverage and frankly admit that the insurance com- 
panies would not accept applications at amounts anything approaching full 
coverage. Although it could reasonably be inferred that a family head 
should buy all he can afford of the very cheapest life insurance he can get, 
the present work steers quite clear of the question of life insurance rates, 
places its blessing on all forms of policies, and even has a good word for the 
insurance of infants by lower-income parents. 

The book includes a chapter on the cost of rearing a child which confirms 
the fears of every parent. From birth to age 18 an offspring is figured to cost 
$7,766 (at 1935-36 prices) to a family whose income is in the $2,500 
bracket, whereas a family in the income group between $5,000 and $10,000 
spends some $16,337 over this same interval. Although this chapter is un- 
doubtedly of interest and value, particularly to sociologists, it is difficult to 
see its exact bearing upon the money value of the father, which forms the . 
subject of the book. Moreover, the procedure whereby these expenditures 
are capitalized (p. 57) and the treatment of today’s children as a form of | 
capital investment are seriously open to question. Children, with some ex- 
ceptions, are now an outlet for spending rather than a means of accumula- 
tion; and it is a tall assumption that childless (or small) families accumulate 
all the money which they would have spent on children if they had had any. 

A chapter on the American family is also of interest. As for the chapter 
on social insurance added to the new edition, it makes no fresh contribution 
to the subject but rather, supplies a judiciously worded summary of the 
present situation in this country. The chapters on disease and public health 
are decidedly informative; and readers with a legal bent will appreciate the 
materials assembled as to court verdicts bearing upon the value of human 
life in New York over the past half century. 

Tuomas S. BERRY 

Atlanta, Georgia 


Public Control of Business; Public Administration; National 
Defense and War 


The United States at War: Development and Administration of the War Pro- 
gram by the Federal Government. By the War Records Section. Bureau of 
the Budget. Historical Report on War. Admin., No. 1. (Washington: 
Supt. Docs. 1946. Pp. xv. 555. $1.00.) 


In the early days of the war, President Roosevelt suggested to the director 
of the Bureau of the Budget that he appoint a committee of scholars to 
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assist the Bureau in “preserving for those who come after us an accurate 
and objective account of our present experience.” Following this suggestion, 
the Budget Bureau named a committee, consisting mainly of political 
scientists and historians, and established a staffi—the War Records Section 
-—within the Bureau to carry out the program. “The United States at War” - 
is the summary volume of a series that also includes more intensive studies 
of particular aspects of wartime administration. About thirty special 
studies on the War Production Board have already come out and twelve 
volumes covering various aspects of thé operation of the Office of Price 
‘Administration are being prepared. These agencies will each also be the 
subject of an overall report, as will the War Labor Board, Petroleum Ad- 
ministrator for War, Office of Defense Transportation, and others of inter- 
est to economists. Pulitzer Prize-winning “Scientists Against Time,” Presi- 
dent J. P. Baxter’s history of the Office of Scientific Research and Develop- 
ment, is also an outgrowth of the war history project. 

The story told here of the top management of war production and eco- 
nomic stabilization has an intrinsically dramatic quality, deriving largely 
from the struggles between well-known and powerful personalities. By avoid-. 
ing the traditional tendency of government reports to submerge or deper- 
sonalize all conflict, the authors have produced an absorbing document. 

- Although the report touches upon dozens of agencies, from the Advisory 
Board on Just Compensation to the War Resources Council, most attention 
is focussed upon the WPB, the OPA and their predecessor organizations. 
Since the elements of the OPA experience are already so familiar, it is in the 
description of the development of production controls that this book makes 
its chief contribution. The successive steps from priorities, to allocations, 
to the Production Requirements Plan and finally to the Controlled Mate- 
rials Plan are explained with great clarity, despite the complexity of many ` 
of the procedures involved. In these and other sections of the book, the 
authors show a fundamental insight into the nature of WPB’s problems; 
for example, the real limitations upon WPB’s authority over the distribu- 
tion of resources are intelligently analyzed. ` 

As a narrative account of an important episode in world history, this re- 
` port is accurate, well written and completely successful. Yet there is evi- 
dence that more than this was intended. An eight-sentence foreword by 
President Truman is entirely devoted to pointing out the importance of a 

“critical appraisal” of the war record. The efforts to provide this appraisal 
are the least satisfactory parts of the book. 

From the standpoint of a reader in 1947, the report starts twenty years 
too late to reveal the immediately relevant lessons. By 1940 we were com- 
mitted to a long period of improvisation. It would be important to know 
whether any use could have been made of the years between the wars to 
improve our preparation—not in terms of munitions but in terms of the 
“know-how” of industrial mobilization. The authors note as a fact that the 
economic planning for war. done in the ’twenties and ’thirties was useless 
and obsolete as soon as the emergency arrived, but donot consider the fact 
worthy of exploration. 


704 THE AMERICAN ECONOMIC REVIEW 


In general, the authors accept emergency action to meet recurrent crises 
as the normal and perhaps proper way in which war administration develops. 
They even reprove those who in 1940 were “demanding something which 
did not become really essential or possible until Pearl Harbor” and who in: 
1942 were “attempting to cope with problems which did not become critical 
until late in 1943.” Of course, war without crises is inconceivable and we 
should be thankful that the crises of 1941-45 were met as well as they were. 
Yet, it would be appropriate to inquire whether our dependence upon crises 
as the propelling force to change could not have been reduced. The record 
itself suggests that the problem is not completely insoluble. For example, 
by mid-1943 the WPB had developed organization, techniques and informa- 
tion that made it not only better adapted to needs of 1943 but also more 
capable of adaptation to change and uncertainty. There was more than a 
antea objective program; there was a powerful and flexible instrument of 
control, 

The final Cente of the book, “Assaying the Record,” is given over to 
a review of German and Japanese experience with economic mobilization, 
based on some amazing information from the Strategic Bombing Surveys. 
The conclusion, that democracy is superior to dictatorship for winning a 
war, is gratifying but helpful only at a very elementary level. 

HERBERT STEIN 

Takoma Park, Md. 


Industrial 1 Orgaiization; Price and Production Policies; 
Business Methods 


Light Metals Monopoly. By Cuartorre F. Murire. Stud. in Hist., Econ. 
and Public Law, No. 519. (New York: Columbia Univ. Press. 1946. 
Pp. 279. $3.00.) 


This book is a competent addition to the small but growing literature on 
the economics of aluminum and magnesium. In writing it Mrs. Muller has 
employed the copious and fruitful materials in the records of the antitrust 
prosecutions of the Department of Justice and in the hearings and reports 
of Congressional committees. Eschewing a detailed reporting of industrial 
operations, she has pursued an inquiry into the nature and causes of the 
concentration of economic power in aluminum and magnesium, treating the 
latter principally as a special facet of the aluminum monopoly. She em- 
phasizes three factors “useful” to aluminum monopoly: control of cheap 
water power, international cartel relations, and control of a potential com- 

petitor, magnesium. ; 
- Aluminum is derived from a raw material (bauxite) that is widely dis- 
tributed geographically; nonetheless concentrated control has almost uni- 
versally been a feature of the aluminum industry. This does not justify a 
conclusion, however, that aluminum is a “natural? monopoly. Mrs. 
Muller’s ‘study shows that patent control was the beginning of Alcoa’s 
monopoly power. Ownership of production patents nurtured Alcoa’s in- 
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dustrial and financial growth and made the company strong enough to 
maintain industrial dominance when the patents expired. The patents pro- 
vided a “cover” for the acquisition of control over strategic sites for low-: 
cost power development and over sources of high-quality bauxite—the es- 
sentials of competitive aluminum production. Then strength begot strength. 
The study also indicates how government toleration (the consent decree of 
1912 which enjoined the repetition of monopolistic practices but did not 
affect future business policy) and encouragement (the protective tariff and 
war orders) tended to aid monopoly. 

Although a substantial portion of the book is devoted to the impact of 
World War II on the aluminum monopoly, it was a source of regret that 
this phase of the study was not treated more carefully and more incisively. 
The prewar growth of the aluminum monopoly is not a particularly new 
story; it has received considerable attention in the course of more general- 
ized treatments of the monopoly problem. But the behavior of the monop- 
oly in war is, by comparison, an unplowed field and it warrants more 
analysis than has been afforded it here. For example, on page 221 it is stated 
under the heading of Choosing Post-War Policy that “From the circum- 

` stances already described, which led to the concentration of production in 
Alcoa’s hands and to the exclusion of independent producers, it can be seen 
that defenders of permanent reduction of production would find some 
strong support in Washington.” Then, on pages 224-25, the “‘cut-back” 
policies of the War Production Board are described in some detail. “Bunker 
{Director of the Aluminum and Magnesium Division, War Production 
Board] announced that DPC plants at Badin and Massena [actually these 
were owned by Alcoa] would close on January 30, 1944.... He did not 
explain, however, why capacity was not diverted to civilian needs as he 
announced in November. ...On the same day that the War Production 
Board ordered shutdowns . . . it issued an order continuing restrictions on 
the use and delivery of aluminum paints and pigments....On July 15, 
1944, the War Production Board released aluminum for civilian use (but 
not where men, materials or facilities needed for war production would be 
employed in such use)... . This step represented a partial victory for the 
groups advocating a shift in aluminum flow rather than the drying up of 
part of the flow. But cutbacks already put into effect were. not generally 


- reversed.” 


. This AERA raises many questions that are left unanswered. Is it plain 
that officials of the government were trying to promote the interests of 
Alcoa? Or were these inconsistencies in policy symptomatic of a tug-of-war 
between the military and the civilian representation in WPB? Or was there 
plenty of ingot and not enough fabricating capacity? What features of this 
situation were peculiar to aluminum or areas of high industrial concentra- 
tion in general rather than characteristic of government reconversion plans 
as a whole? Perhaps not all of these or similar questions can be answered. 
But many of them can be, and in their answering will be revealed what is 
relevant to the question of monopoly and what is merely interesting side- 


light, 
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Among the government reports on war production is the comprehensive 
history of aluminum policies, issued several months before this book was 
_ published. Although it was written by a professional historian, Charles 
Wiltse, not responsible to the officials in charge of aluminum, we will grant 
that it must be considered “official” and therefore suspect until independ- 
ently evaluated.. Nevertheless, it offers the clues, as much as the Congres- 
sional hearings and newspaper accounts on which Mrs. Muller apparently 
had to rely, that will help students make the fine diptingtions that must be . 
drawn in searching out the truth. 

In its other features the book justifies the effort put into its creation. Its 
conclusions for the future are perceptive and reasonably hopeful, and its 
writing skirts neatly between austerity on the one hand and sensationalism 
and glamour, usually associated with the light metals, on the other. 

Mortimer D. GOLDSTEIN 

Washington, D. C. 


Marketing; Domestic Trade 


The Elements of Marketing. By PAUL D. Converse and Harvey W. HurcY. 
3d revised ed. (New York: Prentice-Hall. 1946. Pp. xviii, 795.) 


Marketing literature has increased greatly and methods of teaching 
marketing have changed considerably since the publication of Converse’s 
Marketing Methods and Policies in 1921. This third revised edition of The 
Elements of Marketing (the title of the book was changed in 1930 and Huegy 
became a co-author) reflects these changes. Long accepted as one of the 
“standard” textbooks for undergraduate courses in marketing, the authors 
have recognized the importance of keeping their material up to date and 
incorporating such additional material as is available and useful for teaching 
purposes. The relative frequency of their revisions (prior revised editions 
were published in 1935 and 1940) indicates the close familiarity of the 
authors with marketing developments. This edition contains a tremendous 
amount of factual material, some eighty-three pages of relevant problems, 
and questions and selected references at the end of each chapter. 

In the words of the authors this third revised edition “was undertaken 
with these major objectives: to place more emphasis on mgrketing principles 
and policies, to discuss more fully practical marketing decisions based on 
understanding of these principles, to add important material that has be- 
come available since the publication of the previous edition, to condense 
and sharpen the discussion of market institutions and commodity market- 
ing, and to reorganize the material to increase the book’s value as a teaching 
tool” (p. vii). In the judgment of the reviewer, these objectives have been 
attained in general. 

Referring to marketing as “that part of economics that deals with the 
creation of place, time, and possession utilities” (p. 17), the authors stress 
the place of marketing in the broad field of economics throughout their 
discussion. This approach, and to a certain extent at least, the overall or- 
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ganization of material, reflects the background of the authors. Most market- 
ing courses in colleges and universities were offered first in the department 
of economics. Consequently, early writers in this field such as L. D. H. Weld, 
Melvin T. Copéland, Benjamin Hibbard, Paul Cherington, Fred E. Clark, 
Paul D. Converse and others, devoted particular attention to the applica- 
tion of the principles of economics to marketing methods. Some newer 
writers in the field have not given the same emphasis to purely economic 
considerations and applications, The early contributors (including Con- 
verse), however, have continued to recognize the value from the teaching 
point of view of stressing economic applications in their treatments, partic- 
ularly with reference to the creation of utilities and to prices and price 
policies. This probably accounts for the discussion of two major marketing 
functions—transportation and storage—(“transportation creates place 
utility” [p. 68] and “storage creates time utility” [p. 79]) near the beginning 
of the book, whereas selling.and finance—equally important functions—are 
discussed near the end of the book. 

The organization of material is relatively simple, that is, if any treatment 
of the whole field of marketing can be made simple. After an opening chap- 
ter on the meaning and cost of marketing, there follows a discussion of the 
consumer (“under present conditions, the consumer is of primary impor- 
tance to the seller, and the history of a subject is always helpful to its under- 
standing”), and a brief history of marketing. Then the marketing functions 
are explained, commodities are classified, the economics and laws relating 
to price are outlined, and the operations of middlemen are described. Next 
comes a discussion of the marketing of farm products, industrial goods, and 
services, some policies involved in market management, and unfair com- 
petition and trade associations. 

One of the first and strongest impressions of a reviewer of a comprehen- 
sive textbook on marketing is the difficulties encountered by any author in 
organizing his vast supply of information in such a way as to facilitate 
understanding and to provide a logical, cohesive treatment of the subject. 
The magnitude of this task is appreciated even more when one recognizes 
the large number and types of goods there are to be marketed, the variety of 
agencies that are involved, and the numerous functions or services that must 
be performed. f 

‘Aware of these difficulties, the reviewer, nevertheless, is of the opinion 
that a chapter near the beginning of the book, perhaps following Chapter 3, 
summarizing the various approaches to the study of marketing—functional, 
commodity, and institutional—would be more effective from the student’s 
point of view than the present arrangement. He believes, also, that it would 
be preferable to discuss the subject of price controls (Chapter 9) chrono- 
logically, with a brief discussion of World War II experience at the end 
rather than near the beginning. 

These comments, of course, refer primarily to the organization of the 
material; the reviewer has few suggestions concerning the material itself. 
Although more descriptive than analytical in nature—as it should be—it 
is evident that the authors have covered a broad and dynamic field very 
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well. Their treatment of trade associations, a topic found in few marketing 
books, is interesting and valuable. Of particular interest to economists is the 
discussion of prices and price policies in Chapters 7-9. While discussed 
rather briefly, functions of prices, the price-making process, competitive 
pricing, monopoly and quasi-monopoly prices, and price flexibility, are 
treated adequately for the purposes in mind. 

This book, incorporating important revisions of previous material and ` 
reflecting the use of the better source materials available, will undoubtedly 
continue to be well received by students and teachers of marketing. It is 
well documented and indexed. 

DELBERT J. DUNCAN 
Cornell University ; 
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The Economics of the Pacific Coast Petroleum Industry. Part 3: Public Policy 
Toward Competition and Pricing. By Jor S. Barn. (Berkeley: Univ. of 
California Press. 1947. Pp. xi, 130. $3.00.) 


This is the third and final part of Dr. Bain’s three-volume study of the 
Pacific Coast Petroleum Industry. The first part, or volume, dealt with 
Market Structures, the second with Price Behavior and Competition; and 
this third part outlines a public policy for the California industry. 

In crude oil production the author finds four main faults, and offers sug- 
gestions for their correction: 

1. The rents received by land owners and by producers is excessive. (The 
land owners are assumed not to get all of the rent.) To reduce these rents, 
he suggests a selective severance tax, graduated to take that part of the 
return earned from oil deposits which is “in excess of a competitive level.” 
This should be a federal, not a state, tax. 

2. Exploitation is inefficient and wasteful. To correct this, curtailment 
quotas and proration formulae should be revised, the development of each 
field unitized, and drilling controlled by a state agency. Conservation should 
aim at the two goals of retarding the use of petroleum and securing the 
recovery of the optimum amount of crude from pools. 

3. There are some inequities in the geographical pattern of crude oil 
prices, but these can perhaps be corrected by voluntary action of the oil 
companies. The high prices charged California consumers as compared with 
- export prices might be brought into line through the graduated severances 
tax proposed above. 

4. Crude prices are too inflexible, but the author believes that this fault 
might be corrected by ie producers themselves, under presuasion by the 
government. 

In refining, Professor Bain points out that there 4 is too much instability 
in refiners’ margins, ‘and there are too many inefficient and wasteful refiners, 
attracted into the industry in good times and closed out in periods of low 
. profits. As remedies, he repudiates trust-busting, divorcement of refining 
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from other functions, and the establishment of government-sponsored 
cartels. He suggests instead: outlawing the major refiner practice of buying 
the output of small independent firms; more efficient enforcement of prora- 
tion quotas; opening up patents to small refinérs at low royalties; encour- 
agement of mergers of small refiners; and removal of bankrupt obsolete 
plant by government purchase. 

To provide a more competitive situation in crude oil transportation, 
Professor Bain suggests, not making the pipe lines public carriers, since 
they are all intrastate, but rather helping in various ways to provide tanker 
service for the independents. 

In the distribution of petroleum products, the author finds that the 
“rather large” gross margin proves, not high retailing profits, but wasteful 
duplication of facilities. He recommends repeal of the Miller-Tydings resale 
price maintenance provision, but is doubtful of the possibility of divorce- 
ment of retailing from refining. He suggests that ‘we should encourage the 
competition of independent refiners and service stations as much as pos- 
sible,” should “strengthen minor refiners,” revise transport arrangements, 
prohibit “pricing and other arrangements which keep independent jobbers 
and bulk-storage service stations from developing,” and eliminate “con- 

‘tracts which prevent the individual service station from price cutting.” 

Most of these proposals seem reasonable and judicious, but to the re- 
viewer some of them seem to rely rather too heavily on voluntary action of 
the oil companies. He is not convinced that the companies would be as rea- 
sonable as Professor Bain. The reviewer would like to raise a question, too, 
as to the use of a severance tax to reduce rents. Such a tax would presumably 
reduce output, and therefore, raise prices, but would this reduce rents ap- 
preciably? ;A direct tax on oil royalties would seem more appropriate, as 
far as the landowner is concerned. Also, the severance tax need not be fed- 
eral, but would be even more advantageous for California if it were a state 
tax. To the extent that California oil products are consumed in other states, 
would it ‘not be a tax on out-state consumers for the benefit of California? 

Professor Bain’s study reveals clearly the great complexity of the 
problems of regulating a great industry such as the oil industry. That is 
its greatest contribution. It might have been better organized, and more 
condensed, but it is a distinctly worth-while contribution. 

JoHN Isz 

University of Kansas 
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Railroad Consolidation under the Transportation Act of 1920. By WILLIAM 
N. Leonarp. (New York, Columbia Univ. Press. 1946. Pp. 350. 
$4.00.) 

Railroad Consolidation under the Transportation Act of 1920 is a well-told 
and thoroughly documented account of failure to solve an historic problem 
in the field of railroad transportation. Although the analysis is focused 
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mainly on the statutory provisions and administrative travail of a dead 
statute, the study has a direct bearing on important current issues of public 
policy. In fact, the need.for a workable program of railroad consolidation is 
as apparent and acute now as it was in 1920 when Congress first attempted 
to deal with the issue in a constructive manner. 

Prior to 1920 national transportation policy was concerned almost ex- 
clusively with the prevention of rate discrimination and the enforcement of 
effective railroad competition. The Transportation Act of 1920 represented 
a sharp break with this restrictive attitude. Its provisions taken as a whole 
were designed to foster a financially strong and efficiently operated system 
of railroad transportation. In drafting legislation to this end, the lawmakers 
attempted to deal with the stubborn fact that unrestrained competition in 
railroad building had produced wasteful duplication of facilities and individ- 
ual carriers with unbalanced earning power. 

A three-pronged attack on this problem was provided by the act. The 
Interstate Commerce Commission was in effect instructed to adjust the 
general level of rates in such a way that the carriers as a whole and on the 
average would be permitted to.earn a fair return on the fair value of their 
transportation property. The situation of weak and strong railroads was 
to be dealt with on the short-run basis by the recapture of excess earnings. 
The idea was to force favorably situated carriers to serve as the financial 
benefactors of the weak roads. However, the long-range solution of the 
problem was to be attained through the physical consolidation of ‘... 
weak and strong roads into a limited number of systems balanced as to size, 
competitive strength, and earning power” (p. 261). 

Viewed in the light of this declared objective, Dr. Leonard concludes that 
the consolidation program produced negligible results. Although the con- 
solidation provisions of the 1920 act were not repealed until 1940, neither . 
the spirit of the act nor the specific consolidation plans as developed by the 
Commission exerted any noticeable influence on the railroad combinations 
that occurred during this period (p. 256). The chief value of Dr. Leonard’s 
study is found in the precision with which he demonstrates that a poten- 
tially constructive experiment with railroad consolidation was imperfectly 
conceived at the legislative level and that it was maltreated administra- 
tively by the Interstate Commerce Commission. 

There were at least two fatal defects in the basic legislation. Several ’ 
astute Congressional leaders knew that the consolidation program was fore- 
doomed to failure because it was based on unrealistic premises (p. 268). In 
the first place the standards prescribed for reorganizing railroads were in- 
consistent with the objectives of consolidation. Considerable emphasis was 
placed on the maintenance of effective competition despite the fact that 
the major purpose of unification was to reduce the wastes arising from the 
duplication of services. Thus the administrative task was greatly compli- 
cated by the statutory provision which, in effect, directed the Commission 
not to disturb competitive relations and channels of trade any more than 
necessary (p. 55). 

The second and major weakness of the legislative plan lay in the fact that 


BOOK REVIEWS . 711 


final decision was left in the hands of railroad owners. The I. C. C. was di- 
rected to formulate an overall plan for the consolidation of all carriers into 
a limited number of well-balanced systems. But it was given no power to 
force the individual carriers to conform with this operating pattern. Natur- 
‘ally, the stockholders of prosperous roads could see no personal advantage 
in diluting their earnings by merging with weak lines. As the author ob- 
serves: “However attractive the idea ‘of combining strong and weak roads 
may have seemed to the legislators, in practice the strong carriers shunned 
necessitous roads and instead took over properties-which offered immediate 
profit or provided some strategic advantage to the acquiring carrier” 
(p. 264). 

As in many other instances, ingenious administrative effort might have 
produced constructive results from defective legislation. But the adminis- 
_ trative performance of the I. C. C. was not calculated to overcome the in- 

herent deficiencies of the consolidation statute. In fact the author finds 
that: “the conduct of the Commission with respect to consolidation dis- 
played an utter lack of statesmanship” (p. 274). This rather harsh judg- 
ment is based primarily on the fact that the I. C. C. failed to adopt a general 
plan of consolidation within a reasonable time in accordance with the spe- 
_ cific terms of the act. A complete plan of consolidation was not announced 
by the Commission until December 9, 1929, In the meantime, the Commis- 
sion allowed a process of partial unification to proceed under the provision 
of Section 5 (2) which permitted one carrier to acquire control of another 
by lease, merger, or “‘. . . other means falling short of complete consolida- 
tion...” (p. 257). In this way, the ultimate objective of absolute integra- 
tion through physical consolidation was made progressively more difficult 
since these unifications, some of which subsequently proved. to be “un- 
economical and ruinous,” tended to accentuate and rigidify the undesir- 
able pattern of weak and strong roads (p. 267). 

Apparently the Commission’s dilatory action was based on a lack of con- 
viction regarding the value of programmed consolidation. For the record 
indicates clearly that during the entire legal life of the consolidation pro- 
gram the Commission proceeded on the assumption—or the hope—that 
eventually it would be relieved of the obligation to prepare a general plan 
of consolidation. Between 1920 and 1938 the Commission took no very firm 
position on the question: “Is consolidation in the public interest?” (p. 274). 
Even then it seemed to be obsessed by the obstacles that would be encoun- 
tered in “... carrying on a comprehensive system of consolidation /..” 
(p. 275). 

There is no doubt in the author’s mind as to the lesson to be drawn from 
this rather depressing episode in legislative and administrative performance. 
He concludes that the need for consolidation is as great now as it was in 
1920; that the program must be carefully planned; and that it can be rea- 
lized only through compulsion (p. 293). Moreover, he believes that the recog- 
nized difficulties can be overcome by “ . . . intelligent and determined ad- 
ministrative action enforced by an adequate delegation of federal authority” 


(p. 296).- 
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Unfortunately, the analysis ends on a declaration of faith, rather than 
with a plan for action. The interests opposed to compulsory consolidation 
are as strong and as articulate now as they were in 1919 when such a pro- 
posal was deleted from the bill that became the Transportation Act of 1920. 
Moreover, Dr. Leonard does not explain how compulsory consolidation can | 
be achieved short of government ownership, without infringing the consti- 
tutional rights of private owners. 

CHARLES L. DEARING 

The Brookings Institution 


Transport Facilities, Services ond Policies. By Emory R. Jounson. (New 
York: Appleton-Century. 1947. Pp. x, 409. $3.50.) 


This volume is primarily a description of the five modes of transporta- 
tion that comprise our transportation system. Thirteen chapters are de- 
voted to railroads; nine chapters are concerned with water transportation, 
both ocean and inland; four chapters deal with highway transportation; four 
with air transportation; and two with pipe lines. The book will prove of 
greatest value to those seeking an overall picture or survey of transporta- 
tion agencies. The book includes not only a description of the transportation’ 
facilities, services, and operations of the various modes of transport, but 
also chapters dealing with regulation and government‘policy. Its treatment 
of regulation and of government policy is also primarily descriptive, but on 
certain controversial issues Professor Johnson expresses his own views. An 
interesting feature of the chapter on railroad labor legislation which will be 
_ useful to many persons is the detailed account of the railroad labor disputes 
occurring between 1940 and 1946 which caused a virtual breakdown in the 
machinery of the Railway Labor Act. Another interesting feature of the 
book is the brief history of the Panama and Suez canals in the section which 
deals with water transportation. } 

A few errors or inaccuracies have crept into the book. Most of them are 
of minor importance, but two seem of sufficient importance to be called to 
the attention of the users of Professor Johnson’s book. A statement on 
page 217 implies that wages paid employees of motor carriers are regulated 
by the government. Certainly, the Interstate Commerce act gives no such 
authority to the Interstate Commerce Commission. A statement on page 
236 says that the Interstate Commerce Commission has, authority to 
regulate the weight of motor vehicles. The Motor Carrier act empowered 
the Commission to investigate the need for federal regulation of such 
weights, but did not give the Commission authority to invade this field of 
regulation which has thus far been left to the states. 

Economists will be particularly interested in Professor Johnson’s views 
on various controversial questions of public policy relating to transporta- 
tion. 

On labor legislation Professor Johnson says that strikes which may in- 
terrupt the operation of railroads and other essential transportation facilities 
should'be made illegal. “The law should make compulsory the arbitration of 
disputes as to wages and working conditions that are not equitably settled 
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by negotiation, mediation or voluntary arbitration” (p. 155). He also says 
that “The Government should provide an impartial arbitration board, or , 
boards, which should be composed not of representatives of the labor 
organizations and the railroads but of able and intelligently equipped im- 
partial representatives of the public” (p. 155). He would make the awards 
of these boards binding and enforceable by federal authority. 

Professor Johnson claims that political pressures and local interests exert 
too much influence in the development and improvement of waterways. 
His remedy is suggested in the form of a rhetorical question. “Why should 
not the addition of a new waterway to the national transportation system, 
and the expenditure of funds therefor, as well as the building of an addi- 
tional railroad, be found by an impartial and competent authority, such as 
the Interstate Commerce Commission, to be a needed and desirable addi- 
tion to the general transportation system?” (p. 316). 

On the so-called subsidy question Professor Johnson says: “When, and to 
the extent that, the government provides and maintains waterway, high- 
way, and airway facilities at public expense, the users of the facilities should 
bear, proportionally to benefits received, the expenses incurred by the tax- 
paying public” (p. 392). Professor Johnson does not attempt to go into the 
many difficult problems and controversial issues which arise in the attempt , 
to apply this principle. Although advocating user charges for the use of 
publicity provided transportation facilities, Professor Johnson expresses the 
view that the diversion of highway revenues to non-highway uses is “neither 
wise nor just” (p. 198. See also p. 202). 

_ Throughout the book Professor Johnson emphasizes the need for a co- 
ordinated and integrated transportation system (pp. 22, 56, 66, 166, 401- 
402). He is inclined to be critical of the present policy of keeping the various 
modes of transport more or less independent of each other. He favors much 
greater leniency in permitting railroad control of highway, water, and air 
carriers, or direct participation by railroads in these forms of transport. 
Incidentally, the statement that the Civil Aeronautics Board has inter- 
preted the Civil Aeronautics act “as prohibiting the railroad companies 
from engaging in air transportation” (p. 386. See also p. 402) is a bit 
too strong. The Board has pointed out that the act does not prohibit, al- 
though it does restrict, participation of surface carriers in air transport (6 
C.A.B. 1, 7). The Board, however, is opposed to railroad participation in air 
transport as a general policy, and it is not likely that such participation will 
be generally permitted by the Board while existing statutory restrictions 
remain. Professor Johnson recognizes that transport coordination, at least 
coordination in service, may be attained without direct participation by 
railroads in highway, water, or air transport, but he believes that a govern- 
mental policy which emphasizes “the dissociation and competition of rail- 
roads and other modes of transport restricts actual coordination that is 
desirable” (p. 215. See also p. 126). Although a good case can be made for 
greater liberality in permitting railroads to control other types of carriers, 
or to engage in other forms of transportation, there are dangers in the policy. 
Professor Johnson cannot be unaware of these dangers, although they are 
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not specifically discussed in the volume under consideration. Professor 
. Johnson is evidently confident that regulation can and will prevent these 
abuses. 

Consistently with the view that a coordinated and integrated transporta- 
tion system is desirable, Professor Johnson advocates a single regulatory 
agency for all modes of transportation (p. 388). 

D. Parr LOCKLIN 

University of Illinois 


Economic Geography; Regional Planning; Urban 
Land; Housing 


The Future of Housing. By CHARLES Aprams. (New York: Harper. 1946. 
Pp. xix, 428. $5.00.) 


The acute nationwide housing shortage which emerged after V-J Day 
was unexpected by most people, including an embarrassing number of gov- 
ernment officials and economists. It was popularly regarded as an ephemeral 
by-product of war. Indeed, some industry spokesmen, fearful of criticism 
and of a burst of “overbuilding,” defined the “shortage” as a mere figment 
of scheming bureaucratic imaginations. Even a few economists, escaping 
the hard facts of postwar America for the comforts of 18th century economic 
‘doctrine, described the shortage as an artificial creature of rent controls. 
But millions of families, forced to adopt unpleasant expedients—from living 
in chicken coops to jeopardizing their financial future with homes pur- 
chased-at twice their prewar value—were convinced that the housing short- 
age was very real and demanded positive solutions. Housing leaped to the 
forefront of national attention as an issue of prime political, economic and 
social importance. 

It is not generally understood as yet, however, that the current housing 
problem i is no mere by-product of war. It is deep-rooted i in the basic defi- 
ciencies of our whole system of homebuilding, home-ownership, and com- 
munity planning. The solution will be painful and slow at best. Housing 
will remain a cardinal national issue for years ahead; it will absorb extensive 
energies of government, regardless of what political party is in power. 
More important, housing may become the arena for basic political-economic 
changes which will transcend the field of housing. Long glossed over by 
most social scientists, the housing problem today demands intensive and 
constructive examination by all students of the American political-economic 
system. 

The Future of Housing, by Charles Abrams, represents an outstanding 
contribution toward a better understanding of this vital issue. Though rich 
in descriptive material about the institutions comprising the housing field, 
the book is essentially a vigorous brief in support of a proposed set of solu- 
, tions. The author’s treatment is unusually broad, both in method of ap- 
proach and in subject matter. 

Uninhibited by the customary (and frequently artificial) limitations of 
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methodology and subject matter which characterize the various social 
science disciplines, the author employs a composite approach of economics, 
history, pressure politics, public administration, sociology, law and political 
philosophy. Subjectwise, the study covers a wide sweep of institutions, con- 
ditions, and practices which contribute to and arise from the housing prob- 
lem. These include: the relation of housing to the national economy, the 
industries involved in home construction, sale and ownership (including - 
materials production and distribution, homebuilding, real estate and financ- 
ing), construction labor, the mortgage structure, problems of home owner- 
ship, the theory of land value, the slum problem and the plight of low-in- 
come families, community planning and redevelopment, evolution of legal 
concepts affecting housing, public housing, federal agencies and policies in 
housing, subsidies, and housing politics and legislation. 

The author’s brief involves four basic steps: (1) a forceful indictment of 
the present housing system, (2) an analysis of why the system works badly, 
(3) a critical appraisal of federal government activities in the housing field, 
and (4) a definition of social objectives and a positive program for achieving 
these. The price paid for this breadth of treatment is a tendency toward su- 
perficiality and disorder (particularly from the viewpoint of uninitiated 

students). But the result seems well worth the price. 

’ In his indictment, the author charges the homebuilding industry with 
failure to meet the needs of the bulk of the population. “America has land, 
labor and materials—more than enough for all. Yet, home building lags, 
housing shortages, slums, and insecurity of home ownership stand out in 
bitter contrast to our wealth and industrial vigor in production.” Failure 
of the housing industry to keep technological and organizational pace with 
other industries, coupled with an archaic financing system, has inflated the 
cost of decent housing beyond the financial reach of a large proportion. of 
American families. Many new homes are shoddy; many old ones are poorly 
maintained. Millions of families have been pressured into home ownership— 
a highly precarious institution because of the “honorable mention” which ` 
the consumer’s interest typically: receives in the housing field. Abrams 
alleges that speculative building by small enterprises under the laissez-faire 
formula has resulted in unplanned, inefficient, and disfigured communities; 
it has produced and perpetuated blighted slum areas (urban and rural both). 
Finally, the home-building industry as a major segment of the national 
economy has contributed substantially to the instability of general eco- 
nomic activity rather than serving as a stabilizing factor. 

Most students of the housing problem would not take basic issue. with 
the principal counts in Abrams’ indictment, though some might complain 
that his lawyer’s background shows through in the exceptional force with 
which he develops his own side of the case. Those dissenters who choose 
to deny his indictment will have difficulty overcoming the hard facts upon 
which it rests. 

In examining the causes of failure, Abrams places principal blame upon 
the inefficiency, ineptitude and: irresponsibility inherent in the small-scale 
enterprise which characterizes the housing industry at the construction 
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level. He defines the home-building industry as “a group of diverse handi- ` 
crafts, hamstrung by disorganization, waste, undercapitalization, and un- 
fair competition.” The notorious restrictions in the housing field which 
throttle efficiency and technological progress are attributed to the inability 
of small builders to effect a more rational organization between themselves 
and the materials producers and distributors, the labor, and the financial 
institutions upon which the production of housing depends. 

At this point the economist interested in market structures and pricing 
behavior may be disappointed in the author’s failure to provide a more 
penetrating analysis to support his thesis. In the reviewer’s opinion, there is 
insufficient treatment of the building materials distribution system as a 
major factor in keeping costs high. Moreover, greater prominence might be 
given to the “depression psychosis” which permeates the entire housing 
industry—materials producers and distributors, construction labor, lenders, 
and homebuilders alike—as a principal cause of protectionist restrictions. 
The passion for “protection against the next depression” in this depression- 
ridden industry has impelled each group to erect its own version of the 
Smoot-Hawley tariff. The future instability and igieieuey of the housing 
industry breeds upon its own past record. Hi 

The Future of Housing provides a useful summary of government activity 
in the housing field over recent years, tied in with a discussion of “housing 
politics.” There is useful material for the student of public administration, 
but disappointment for- the political economist who is looking for detailed 
evidence-on the tactics of pressure groups—with which the housing field has 
been pregnant in recent years. Abrams is profoundly critical of the role 
which the federal government has played in housing. His principal bou- 
quets are reserved for the public housing program, the major weakness of 
. which has been its small “experimental scale.” His most caustic criticism 
is directed at the Federal Housing Administration for its conduct of the 
mortgage insurance program as a boon to builders and lenders, rather than 
consumers. His attitude toward Housing Expediter Wilson Wyatt is akin 
to the admiration and pity which one bestows upon a courageous young 
man marching boldly into a pack of wolves—to his inevitable doom. 

The author regards the Federal Housing Administration and the Home 
Loan Bank System as good programs gone wrong. ‘‘Haphazardly conceived” 
to meet emergency problems in the ’thirties but directed toward admirable 
social goals, he argues, these programs have since hardened into long-term 
programs distorted by the pressure of private business groups (the mortgage 
lenders, home-builders, and real estate brokers) to fulfill their main aim of 
having the public absorb entrepreneurial risks. Thus the government’s | 
major effort in the field, he charges, has become that of propping up a 
fundamentally unsound home-building and home-finance structure, with 


- little attention paid to the ailing consumer. Members of the housing in- 


dustry who vigorously defend their “stronghold of private enterprise” 
against the alleged onslaught of. “socialized housing,” Abrams argues, are 
actually proponents of a system of “socialized losses” inimical to our tradi- 
tional system of risk-bearing free enterprise. This subservience of govern- 


BOOK REVIEWS 717 


ment to the pressure of business interests for the removal of risk from pri- 
vate enterprise, he observes, represents a marked trend toward political 
innovations having implications far broader than housing. He finds signifi- 
cance for the United States in the fact that the housing issue in England 
played a major role in bringing about an important change in government. 

The Wagner-Ellender-Taft ‘General Housing Bill” is classified by 
Abrams as a definite step in the right direction, but unfortunately weak- 
ened by compromises and cluttered with.sops to the opponents of genuine 
reform in the housing system. 

Abrams’ central thesis in approaching his proposed solution is that mass 
, production is the real solution to the housing problem. “The prospect of 
mass production for mass need of a uniform low-cost house will never be 
bright so long as the enterprise is tied to the small initiator of the enterprise 
[z.e., the small home-builder]. It is at this level that reform must come.” 
Abrams rejects the proposition (rather too glibly, in the judgment of the 
reviewer) that factory prefabrication of homes on a mass production scale 
- holds substantial promise as a method of cutting housing costs. 

His solution is to substitute the local government housing authority for 
the small builder as entrepreneur at the housing construction level. The 
local authority, with aid and guidance from the federal government, would 
perform the management functions of a relatively large-scale initiator; 
it would integrate housing with general community planning and redevelop- 
ment; and in most instances it would sell the finished homes to private 
citizens (except in the case of “public housing” furnished on’a subsidized 
rent basis to lower-income families). The local government body, Abrams 
argues, would be managing the construction of houses on a sufficiently 
large scale to secure the economies of mass planning, mass buying, and mass 
production; it could handle the labor problem more effectively; it could 
maintain a steady rate of operation despite cyclical fluctuations elsewhere 
in the economy; it could foster rapid technological improvements in mate- 
rials and construction methods; it could improve housing design; and most 
important of all, it could give adequate attention to the interests of the 
people who were going to live in the houses. 

Abrams’ central proposal of public entrepreneurship in home construc- 
tion and community development must not be confused with “public 
housing,” though the two have much in common. The principal distinction 
lies in the prompt divestment of ownership by government of the finished 
houses under his public entrepreneurship formula, as contrasted with the 
public ownership and operation of dwellings which typifies subsidized 

“public housing.” The author, perhaps partly in an effort to avoid disquiet- 
ing his private-enterprise- -minded readers, emphasizes that avoidance or 
minimizing of public ownership of housing prevents his proposal from falling 
within the definition of a full-scale socialism. Indeed, he argues that efficient 
public entrepreneurship, resulting in greater production, sounder private 
home ownership, and better communities, will.strengthen the sinews of 
private enterprise. These semantics may confuse somewhat the reader who 
thinks that public entrepreneurship (and not merely public ownership) has 
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something to do with socialism, and who therefore finds-himself being in- 
vited to approach the greater glories of private enterprise through the route 
of socialism, Abrams’ answer to such sceptical or.squeamish souls is that 
“only a politically irresponsible government will favor the welfare of an 
enterprise that cannot fulfill its function in the society over the welfare of 
its people.” And perhaps one can see him saying—between the lines—‘If 
this be socialistic, then make the most of it.” 

The reviewer is sympathetic with the author’s valiant effort to achieve 
a positive solution to America’s housing problem. The solution he proposes 
has “an attractive tonal quality” (to borrow from the author). But in this 
reviewer’s opinion, Abrams has failed as yet'to make a convincing case (1) 
that the problem cannot be largely met without extensive abandonment of 
private entrepreneurship or (2) that his formula will actually yield the 
best results on a large scale. But unless the private enterprisers in the hous- 
ing field make far greater haste in arriving at a workable and: acceptable 
solution to the problem, there seems little doubt that Abram’s formula 
would be preferable and will be demanded by an American public which 
is not being satisfactorily served in the housing field. The author’s approach 
should certainly be explored vigorously, as should the route of progressive 
private entrepreneurship utilizing the economies of standardization and. 
mass production. 
> Putri H. Coomss 
Amherst College 


Labor and Industrial Relations 


The Challenge of Industrial Relations: Trade Unions, Management, and the 
Public Interest. By SUMNER H. SLICHTER. (Ithaca: Cornell Univ. Press. 
1947. Pp. vii, 196. $2.50.) 


In November, 1946, Professor Slichter delivered a series of six Messenger 
lectures at Cornell University. With very little change in text these lectures 
now appear as the six chapters of a book. In organization and style they 
were clearly designed for platform delivery to a semi-popular audience, and 
the printed version continues to be set in this atmosphere. Although it is 
frankly not a technical treatise, it contains much that is of genuine impor- 
tance to professional economists. 

Slichter’s purpose in this volume is to emphasize the fact that union- 
management relations are no longer matters of concern to the parties only. 
The organizations of both labor and management have recently grown to 
such tremendous size and have acquired such vast powers that their rela- 
tions with each other have become matters of profound public interest. 
Particular attention is devoted to the growth of unions, the fact of the 
existence of large employers being taken pretty much for granted. The 
unions, in Slichter’s judgment, have grown so rapidly that they have, as a 
rule, been unable to grasp the significance of their own strength, which 
creates an obligation to consider the public welfare. Out of this situation 
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- arise so many of the problems which plague the nation today, among which 
a few may be mentioned as representative: the “responsibility” of unions 
under ‘agreement, the representativeness of unions as spokesmen for work- 
ers, the effects of union policy upon employment and the national income, 
and the causes and effects of wage adjustments. With the modesty becoming 
a small volume, Slichter does not claim to have here solved these vital prob- - 
lems; rather his “aim has been to define and open issues rather than to reach 
definitive conclusions” (p. vi). 

The reviewer has thus far sniphasived the basic importance of these 
lectures at the semi-popular level: the problems raised’ are problems for 
everyone, but their existence is already recognized by professional econo- 
mists. To the latter, however, Slichter tosses a few very small but highly 
charged “atomic bombs.” For he makes a plea.for “the development of a 
body of knowledge concerning the economics of wages” (p. 96), thereby 
emphasizing the total inadequacy of the present state of wage theory. And 
further he posits the proposition that “collective bargaining in practice 
differs materially from the model which is assumed in theory” (p. 129). 
Under the circumstances in which he presented these ideas an elaborate 
exposition of their full meaning was obviously impossible. In the book, 
therefore, he elaborates these propositions only enough to suggest their 
fundamental significance. 

During the war a majority of the professorial labor economists were 
drawn into the service of government agencies wherein they were obliged 
_ to participate constantly in the actual job of setting wage rates and in de- 

termining the other terms of labor-management agreements. Most of them 
were put in the position of “representing the public.” To the dismay of 
great numbers of them they found that the beautiful taxonomic structure of 
wage theory which they had taught and described for years seemed both 
_irrelevant and inadequate to their daily needs. Some attempted to brush 
this off on the ground that conditions were abnormal and that there were 
non-economic influences which distorted the facts. But all were obliged’ to 
recognize the plain truth that economists knew very little indeed about the 
facts of wages and of collective bargaining. To certain suspicious minds 
there occurred the idea that there were insufficient known facts upon which 
to build any theory of wages at all. While the war was still proceeding, 
Slichter’s colleague John Dunlop pioneered an analysis of hitherto unstud- 
ied facts in his Wage Determination Under Trade Untonism. Starting from 
entirely different positions, Richard A. Lester has more recently challenged 
the sanctity of the marginal analysis as applied to wages. And now Sumner 
Slichter comes with the basic contention that actual collective bargaining 
“differs materially” from that which economic theory has typically assumed 
it to be. This is to say that the theory has been built in part upon misin- 
formation. With this the reviewer is in thorough agreement. Orthodox eco- 
nomic theory has generally assumed wages to be economic in their chief 
significance and therefore that they are largely determined by economic 
forces. Actually, economic forces are only a small part of the total forces 
determining’ wages. The process of collective. bargaining is only partly an 
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economic process. To-study collective bargaining on the assumption that it 
is a matter of economics alone is, to paraphrase John Ruskin, similar to a 
study of gymnastics which assumes that the human body has no skeleton. 
Professor Slichter insists that the skeleton be remembered. He gives only 
the briefest analysis of the actual characteristics of collective bargaining, 
but he points out the direction in which the study of that process must go 
‘if it is ever to be fully understood. 

Unfortunately, the brevity and the popular character of the book have 
required the author to utilize many generalizations, It is not meant to imply 
that generalizations as such are bad, but some which appear in this book 
are quite bewildering to the reviewer. A few illustrations are necessary. 
“The trade unions are the most powerful economic organizations in the 
community” (pp. 4, 14). Can it be demonstrated that the sum total of union 
power is greater than the sum total of corporate power? “... the Great 
Depression of 1929 . . . broke the influence of business upon the thinking of 
the community” (p. 10), It may have given that influence some severe dents, 
but can it be said to be broken? “Total output of goods divided by popula- 
tion of the community gives the average standard of living for the commu- 
nity” (p. 72). Doesn’t it simply give the average output per person? “Wages 
for the same type of labor should not be the same in different occupations, 
industries, or places but should-vary inversely with the attractiveness of 
the occupation, industry or place” (p. 73). Granted that this may often be 
correct, wouldn’t its universality tend to subsidize poor management out 
of the wage-earner’s pockets? “Prices will be higher and output less where 
the bargaining power of unions is high” (p. 74). But the influence of wage 
increases upon prices is neither automatic nor invariably in the same direc- 
tion. “What is not permitted to employers should not be allowed to unions” 
(p. 157). Are the characteristics of employers and unions so perfectly paired 
that they can properly be covered by identical regulations? Occasionally 
such generalizations are stated as axiomatic, and argument is built upon 
them, to the distraction of the reader. However these blemishes are details 
which should not -be belabored. 

In addition to the other merits of the book, its handsome format earns 
credit for the Cornell University Press. 
: - WILLIAM S. HOPKINS 
University of Washington 


Labor Force Definition and Measurement. Prepared by Lovis J. Ducorr and 
MARGARET JARMAN Hacoop for the Subcommittee on Labor Force 
Statistics of the Committee on Labor Market Research. (New York: 
Social Science Research Council. 1947. Pp. x, 134. $1.00.) 


As quantitative data gain increasing importance in economics, it becomes 
essential for economists to-acquire a thorough insight into the techniques 
used’ in the measurement of economic and social phenomena. Every 
physicist knows that his instruments are imperfect, and that familiarity 
with their characteristics is indispensable to a correct interpretation of 
their readings. Yet all too often the economist, as well as the layman, uses 
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statistical measures such as unemployment, national income or industrial 
production without any precise understanding of either the concepts under- 
lying these measures or their accuracy and sensitivity in relation to uses he 
makes of them. 

For this the economist is perhaps not altogether to blame. Most such 
measures are compiled by the statistical agencies of the federal government. 
Official publications rarely provide the technical detail on concepts and 
methodology needed by the technical user of the data, and federal statisti- 
cians (of which this reviewer is one) are not noted for their contributions to 
technical journals on these subjects. It is gratifying, therefore, to find a 
report which provides a clear and thorough analysis of the concepts and 
techniques of measurement currently employed in one important field. 

The report under review deals with problems of definition and classifica- 
tion of the labor force in enumerative surveys. Problems of sampling and 
estimation are excluded from consideration. The report is necessarily writ- 
ten with primary reference to the Monthly Report on the Labor Force 
(MRLF), initiated by the Works Progress Administration in 1940 and con- 
ducted since 1942 by the Bureau of the Census. Mr. Ducoff and Mrs. 
Hagood have been active members of the interagency technical committee 
which has advised on this survey during the past several years. 

Apart from introduction and appendices, the report comprises only thiee 
chapters. The first of these deals with (a) the essential characteristics and 
uses of data from enumerative labor force surveys, (b) the problems of 
definition and classification (employed, unemployed), (c) the problems of 
designing schedules and procedures to secure the necessary information in 
the course of the household interview, (d) the developments leading to the 
introduction of the revised MRLF schedule in July, 1945. 

The second chapter deals with the need for further differentiation (a) 
among the employed, to separate out the “inadequately employed” in 
several categories, and (b) among the unemployed, to distinguish those 
seeking only part-time work, new workers, and workers only temporarily 
in the labor force. Enumerative approaches which ment serve as the basis 
for these classifications are discussed. 

The third chapter is devoted to a discussion of the effect of various 
economic and demographic factors on the size and composition of the labor 
force, with particular reference to the problems of preparing and interpret- 
ing forecasts of future labor force under conditions of full employment. 

Three appendices consist of independent papers on related subjects, pre- 
pared by other members of the Subcommittee on Labor Force Statistics. 
The first of these, by John Durand, traces the development of the present 
labor force concept during the depression decade. The second, by the pres- 
ent reviewer, attempts a brief summary of the development and character- 
istics of establishment employment statistics and a discussion of employment 
service and unemployment insurance statistics on unemployment. The 
third, by Gladys Palmer and Ann Ratner, outlines the techniques developed 
at the Industrial Research Department of the University of Pennsylvania 
in preparing historical labor force estimates for the Philadelphia metropoli- 
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tan area. Additional appendices present the labor force schedules used in 

. the 16th decennial census and the Monthly Report on the Labor Force, and 
provide selective bibliographies on the development of labor force concepts 
and on population sampling. 

The report is excellently organized and clearly written. It is indispensable 
background for every economist who has occasion to make serious use of 
current labor force data either for current economic analysis or in connection 
with general economic planning. : 

: Lorne Woop 
Washington D. C. 


Labor Problems. By W. V. Owen. (New York: Ronald Press. 1946. Pp. xv» 
570. $4.50.) 


This work on labor presents nothing new—except the descriptive story 
of the subject as developed in the United States since Pearl Harbor and 
perhaps its method of presentation. It is, therefore, probably destined to 
take its place in the field of literature on this subject far behind the standard: 
works already published but which are currently in need of revision. 

In certain respects the organization of subject matter suggests a new 
pattern. In so far as this is true the author has made some contribution, 
although some may question its soundness and effectiveness. The book is 
presented in four parts. Part I presents an introduction to the “labor 
market” and its problems, wherein the “labor problem” is defined, the 
labor market is delimited, and the general characteristics of labor are de- 
scribed. + Oe 

Part II presents the labor market in operation. Here the author discusses 
the nature of the supply of, and the demand for, labor, and the results of an 
equilibrium of these forces. After a traditional review of the factors influenc- 
ing the supply of labor, including population and the component parts 
making up the working force according to sex, age, and nationality, the real 
demand for labor is described and the general characteristics of what are 
usually referred to as the “basic problems” of labor (é.e., wages, hours, and 
working conditions) are set forth. Under perfect conditions wages are said to 
be determined by (1) the number of workers, (2) productivity of the mar- 
ginal producer, (3) present value of the product of the marginal producer, 
and (4) determination of the present value of the productivity of the mar- 
ginal worker (p. 106). But-conditions are imperfect, and wage differentials 
are present within the system, the result of differences in occupations, em» 
ployer attitudes, monopolistic and competitive conditions, characteristics of 
industries, and customs (p. 108). But wages paid “above or below the equi- 
librium wage (marginal productivity) will set into motion a chain of eco- 
nomic forces which, in a free market, will force wages back to the market 
rate” (p..121). ~ 

Part IT deals with the artificial control of the labor market through the 
growth of the trade union movement, employer attitudes and activities, and 
labor legislation. A chapter (Chap. 21) reviews briefly some of the important 
wartime labor controls effected in the United States during recent war 
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years. Considerable space is devoted in this section of the book to the his- 
torical development of the trade union in America, and to the growth of the , 
Congress of Industrial Organizations. 

Part IV develops the problems of insecurity in the labor market, chief of 
which are industrial unrest and the maintenance of industrial peace, un- 
employment, and economic insecurity resulting from accident, illness, and 
old age. In the main the treatment here is also conventional, although 
considerable space is given (too much, in this reviewer’s opinion) to a rather 
incoherent digest of the United States Supreme Court decisions dealing 
with the National Labor Relations Act (Chap. 24). 

The treatment throughout this work is essentially eclectic and descrip- 
tive; only a bare minimum of synthesis and analysis is set forth. Many of 
the references used are references to older wonks in the field rather than to 
the newer literature appearing just prior to, or during and following World 
War II. (Cf. references to publications appearing in the 1920’s and 1930’s 
for other than historical purposes). Certain weighty statistical tables with 
little apparent textual value could have been abstracted or omitted entirely 
with advantage. The manner of subject presentation has led to some un- 
desirable duplication (as, for example, the discussion of the subject of social 
insurance in Chapter 10 and again in Chapters 30 and 31), although this 
cannot be considered a serious defect. ; 

Some day some scholar will make a real contribution to the field of labor 
economics by bringing together in synthetic fashion the results of knowledge 
recently acquired in quantitative form bearing upon such problems as wages 
and productivity in a basic restatement of wage theory, and thus will put to 
rest the unrealities and inadequacies of neoclassical wage theory in present- 
ing a new theoryof labor. The author of the present work, in all fairness, 
makes no claim to such a contribution. However, energies spent on mere 
rehashes and dated descriptions might well be saved so that the bigger basic 
work may be realized sooner. . 

. Paur A. Dopp 
University of California, Los Angeles 


Social Insurance; Relief; Pensions; Public Welfare 


Relief and Social Security. By Lewis Merriam. (Washington: Brookings 
Institution. 1946. Pp. xx, 912. $5.00.) 


This book had its beginning “‘in the late ’thirties” as a study of relief and 
its administration. This was financed by grants to Brookings Institution 
made by Marshall Field and the Falk Corporation. Fifteen academic 
scholars, most.of them political scientists, undertook as many independent 
studies in different parts of the country. What became of these studies and 
what use was made of them is not clear. None are mentioned specifically in 
this book, but the longest chapters deal with the relief programs of the 
thirties. 

The war prevented the completion of the study of relief originally con- 


724 THE AMERICAN ECONOMIC REVIEW 


templated. When it was taken up again, Lewis Meriam was put in charge. 
and the study was broadened to cover not only relief but all aspects of 
social security. Emphasis was shifted from what to do about relief to ad- 
vocacy of an entirely new system of social security. 

The result is this book of 900 pages, which is divided into three parts. 
Part I, constituting half of the book, is devoted to a description and criticism 
` of the “American Relief and Social Security Program.” Part II, in 100 

pages, deals with foreign experience with relief and social security. Part I, 
of over 300 pages, presents the author’s program, which is the leit motif in 
the entire book. 

Part I is not an entirely satisfactory account of the present American 

/relief and social security programs. For one, it lacks historical perspective, 
dating all social security legislation except the mothers’ pension laws from 
the passage of the Social Security Act in 1935. It suffers also from being 
written almost exclusively from the point of view of the national govern- 
ment, in disregard of the fact that most of the present relief and social 
security programs are established by state laws and are state and locally 

- administered. Workmen’s compensation is not so much as mentioned. Prac- 
tically nothing is said about relief as it has functioned since the termination 
of the federal programs of the nineteen thirties, which are dealt with at 
great length. The treatment of other social security programs is more nearly 
up to date, but no statistics later than 1942 are cited. 

Part II might approjriately be called “Lessons from Abroad.” In it are 
discussed the Beveridge Plan as proposed in England in 1942 and the New 
Zealand system of social security instituted in 1938. Features of these pro- 
grams are stressed which are in accord with the author’s recommendations 
for a sound American program. 

Part II is entitled “Major Issues Today,” but is really a presentation of 
the author’s views on needed changes in the existing American programs. 
What the author proposes is that the present social security programs (ex- 
cept workmen’s compensation, which he does not mention) be replaced by a 
unified, all-inclusive, national relief system, which is to-be financed by an 
earmarked, universal, flat tax on earned incomes, without exemptions. All 
Americans would be included within the system and if they have any in- 
come whatsoever also be taxed for its costs. But no one is to be eligible to 
any benefits who is not in need and the benefits are limited to amounts 
sufficient for subsistence. The program would, thus, serve as a guarantee 
against starvation in all contingencies of.life but would keep down costs to 
an irreducible minimum. It would also relieve employers from the payroll 
taxes they now have to pay for unemployment compensation and old age 
and survivors’ insurance and the much larger taxes they face in future years 
under the latter program. Incidentally, it would also operate to shift a large 
part of the costs of relief from the general revenue sources to the special 
tax proposed by the author, which in major part would be a tax upon in- 
come from employment. 

The case made by Meriam for his program is promised upon these con- 
cepts: It is a moral obligation of a civilized society to provide a minimum 
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income sufficient for subsistence to all who are in need. To make payments 
from public funds to people not in need (other than for services rendered) 
or in amounts greater than necessary to redress need, however, amounts toa 
redistribution of income, which is both.immoral and destructive of our 
economic system of free enterprise. While insurance is a socially desirable 
institution, social insurance is not insurance in any proper sense. It amounts 
to robbing Peter to pay Paul, rewarding inefficiency and lack of thrift, at 
the expense of industry and to the detriment of enterprise. As a method of 
taking care of the needy, it is extremely costly and wasteful. A universal 
social insurance system, on the lines of the Beveridge Plan, will impose such 
a heavy burden upon industry that full employment will become impossible 
and free enterprise. will have to be abandoned. A relief system, financed 
largely by taxes upon the workers, will relieve industry of unjust burdens 
and allow it to prosper for the benefit of all. A needs test for public assis- 
tance as heretofore administered is odious, but its most objectionable fea- 
tures can be eliminated as demonstrated in New Zealand. In addition, it 
should ever be the objective to make as many relief recipients self-support- 
ing as possible and qualified investigators and home visitors can be very 
helpful in this respect. 

Besides setting forth the principles which should govern policy in this 
field and presenting many suggestions for a logical application of these 
principles in legislation and administration, Meriam makes many telling 
criticisms of the present social security programs. Not oity do they not in- 
clude large groups in the population, but they are entirely uncoordinated 
and full of inequities. Unemployment insurance payments go largely to ` 
workers who do not really need them. This is true also of old age and sur- 
vivors’ insurance benefits; moreover, old age and survivors’ insurance pays 
inadequate benefits to the fortunate few who qualify. In future years the 
costs of this system will mount, although many who pay taxes will never 
get any benefits. The several public assistance programs are more equitable 
„but are badly administered by the state and local governments. 

Many of the criticisms which Meriam makes of the present social security 
programs unfortunately are valid. Every one of the existing programs reeds 
strengthening and there is great need for better coordination between them. 
Particularly valuable in this respect are Meriam’s criticisms of the present 
old age and survivors’ insurance system, which is clearly the least adequate 
of all existing programs, although it has been loudly acclaimed by many of 
the advocates of social insurance. Meriam is also on solid ground in pointing 
out that we must have substantially universal coverage if we are to have 
real social security. While saying very little about the need for protection 
against the risks of sickness and disability, he, soundly, favors inginsion of 

- all hazards resulting in dependency. 

The reviewer parts company from the author when it comes to subsite: 
ing a relief program for all resort to social insurance and also from the 
author’s proposals for financing the relief costs mainly from a flat rate tax 
on income from employment. To the reviewer these proposals seem unreal- 
istic and inequitable—much more so than thé existing systems with all their 
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defects. I can see nothing immoral in utilizing insurance principles in at- 
tempts made by the United States to cope with the problem of providing a 
minimum income, sufficient not for bare subsistence but for an American 
standard of living, to all Americans. True, social insurance does not give 
every one a return exactly equal to his contributions, but private insurance, 
likewise, does not do so and it is highly approved by Meriam. Neither do I 
believe social security to be at variance with the principles of a system of 
free enterprise. It does mean changes which will make our economic’system 
function in a manner which will be more beneficial to the majority of the 
population, but it is my conviction that only by moving in that direction 
can we hope to preserve the essentials of the existing system—which I, like 
Meriam, believe is not only best suited for maximum production but vital 
to the preservation of individual freedom. 
Meriam is very practical minded and rests his case largely upon figures 
_ of comparative costs. While his computations are accurate, I believe 
Meriam’s estimates to be misleading because they ignore realities. In com- 
puting the costs of a Beveridge Plan for the United States, Meriam allows 
no offsets for the increased production which may be expected from workers 
who enjoy the protection of an adequate social security system. As Frieda 
Wunderlich has well developed in her article, “Social Insurance Versus Poor 
Relief,” in the March, 1947, issue of Social Research, social insurance ‘pay- 
ments represent, in large part, an investment in the labor force of ‘the 
country, which is its most important productive asset. How large social 
security payments are likely to become in future years does warrant at- 
tention. It is high time that in discussing the costs of the old age and sur- 
vivors’ insurance we drop the misleading “pay-as-you-go” concept, which 
really means ignoring the liabilities we are incurring, blissfully going into 
debt as we go without even being aware of that fact. Obviously, also, what 
we can afford to spend for social security is limited by our production. But 
it is equally unrealistic to regard as unproductive an expenditure from 
social insurance funds to cure a child of polio—to use one of Miss Wunder- 
lich’s illustrations—while private expenditures for cosmetics or liquor are 
looked upon as increasing the national income. 
No less unrealistic is Meriam’s assumption that ‘under a relief system 
.costs will remain as low as they now are. What is to be expected under a 
system in which payments are conditioned upon need has been illustrated 
by the actual experience with old age assistance in many of our states, . 
particularly those of the West. Under the Social Security Act assistance 
payments may be made only to old people who are in need. But many 
states have broadened the definitions of need and what is deemed to be 
necessary to relieve need has been greatly liberalized. Assistance payments 
have been markedly increased, as has the percentage of the old people 
deemed to be in need. Even the “jack pot” payment of over $200 to each ' 
person on the old age assistance rolls made by Colorado at the close of 1946 
passed the muster of the needs test from both state and federal officials. 
Yet the number of the old people is much smaller than will be that of the 
people subject to the employment tax under Meriam’s proposal. To expect 
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many tens of millions of workers to be satisfied with paying taxes in 
Meriam’s program without getting any benefits, seems to me to be an op- 
timistic hope which is entirely: without foundation in human nature or 
American politics. 

Whatever may be the merits of Meriam’s relief program which he would 
substitute for the present social security program, it merits serious attention ° 
from all who are interested in social security. After using this book as a 
textbook for a semester in an elementary course in social security, the re- 
viewer has reached the conclusion that, although it is the most recent gen- 
eral treatise on the subject, it will not do for this purpose. But this book was 
not written for textbook purposes but to get acceptance of the program 
advocated. , 

It serves its purposes very well and is likely to be quite influential. There 
are good prospects that Congress will revise the Social Security Act materi- 
ally in its 1948 session. In the present high tide of conservatism, Meriam’s 
proposals are certain to receive much attention among the groups which 
are now most influential with Congress. Even people who do not like this 
program will need to become thoroughly familiar with it and the arguments 
advanced in its support. 

EpwIN E. WITTE 

University of Wisconsin 


The Public Works Wage Rate and Some of Its Economic Effects. By VIOLA 
Wycxorr. (New York: Columbia Univ. Press. 1946. Pp. 313. $3.50.) 


This book describes the public works wage policies of the prewar depres- 
sion period and ventures into the difficult question of their effects on pri- 
vate wages. The description of wage policies is sketchy. The analysis of 
their effects is given extended treatment, and the statistical effort in this 
connection is the most ambitious yet undertaken. According to Dr. Wyckoff, 
her principal contribution is “the data comparing public works wage rates 
with private ones.” The larger and more nebulous influence of public works 
expenditure on consumer income and purchasing power, and therefore on 
the demand for labor, is wisely excluded from consideration. 

The author distinguishes between public wage policies which are de- 
signed to affect (1) the unemployed and (2) the employed. Only the latter 
are important for the purpose at hand because (and this is dubious) only 
they influence private wage rates. This distinction leads to a detailed analy- 
sis of the causal relationships between public works wage rates and private 
wage rates by means of twelve hypothetical models. The models are dis- 
tinguished by different combinations of assumptions relating to (1) wage 
rates, (2) conditions of supply of labor, and (3) amount of public employ- 

ment. Public wage rates (hourly) may be above, equal to, or below private 
rates for comparable types of labor. Labor supply may be competitive (un- 
organized) or monopolistic (organized). Public employment may be pro- 
vided to a relatively small part of the unemployed or to all unemployed 
except the normal “float.” The models assume no change to occur in the 
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private demand for labor after the introduction of public works, although a 
change in private demand is taken into account in some cases. > 

In the first six models a competitive labor supply is assumed; public works 
provides work to part of the unemployed in three models, and in the other 
three all the unemployed are given work. The effects of varying public 
` works wage rates are then analyzed; in general, the effects are seen to bé 
stimulative. The decline in private rates is arrested, and in some instances 
these rates rise. A similar analysis is applied to the remaining’ six cases, 
all of which assume the existence and influence of unions on both private 
rates and on public works policy. In varying degrees public works rates 
tend to support or increase private rates. However, the payment of less- 
than-prevailing rates might reduce private rates under some circumstances, 
i.e., if there is a decrease in other demands for labor, but this seems to be 
regarded as unlikely in practice. 

The model analysis leads to the empirical investigation of wage policies 
and a comparison of public and private wages. Unskilled common labor on 
WPA projects and farm labor are taken to represent the competitive con- 
ditions set forth in the first six models. Skilled building trades labor on both 
PWA and WPA in a number of cities and private employment of this type . 
of labor correspond to the monopolistic conditions of the remaining models. 
To make comparisons Dr. Wyckoff derived average hourly wage rates by 
states for WPA common labor and obtained an abundance of wage data 
from the Department of Agriculture. Skilled labor wage rates were obtained 
from the several private and public sources readily available. Half of ‘the 
book is devoted to the presentation and analysis of public works and private 
wage rates. 

‘The conclusion drawn from a comparison of wage rates is: ‘Sufficient 
evidence has been presented . . . to indicate a very strong presumption that 
the public works wage rates affect the private wage rate. If public works 
employ a significant number of workers and if the public works wage rates . 
are above private wage rates the latter will tend to climb to the level of the 
public works wage rates” (p. 283). Few will quarrel with this conclusion. 

The book is a contribution to the literature of public works wage policy 
but much remains undone in spite of the vast amount of time and effort 
devoted to the problem. The theoretical chapter performs a service in de- 
fining precisely a number of different conditions under which a public works 
program may operate. The theoretical treatment, however, seems to be 
hurriedly done because of the author’s preoccupation with the statistical 
presentation that follows later on. The probability that the supply of labor 
in a depression period is perfectly elastic over a considerable range is almost 
ignored. Moreover, the general conclusion that public works wage rates 
cause an increase in the private demand price for labor is not consistent, ‘as 
the author presents it, with the explicit assumption of dn unchanged de- 
mand schedule characterizing most of the models. 

The statistical presentation is not wholly satisfactory for the purposes of 
causal analysis, as the author is aware. Comparing average monthly earn- 
ings for farm workers with a range of WPA monthly earnings has its obvious 
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shortcomings. The comparison of PWA skilled wage rates with rates paid . 
by private confract work is more convincing. In the case of WPA earnings 
and their effects on private wages the statistics useful for causal inference 
are simply not adequate. A more convincing case to support the author’s 
conclusion could be built-up from an abundance of nonstatistical informa- 
tion and from the experiences of those who operated, and those who felt 
the effects of, the program. 

Dr. Wyckoff gives little attention to the bases of public works wage 
policies, although her excellent chapter on pressures bears on this subject. 
The search for reasons would show that the President and Mr. Hopkins one 
afternoon in 1935 decided on a $50 average monthly wage payment to WPA 
workers, merely because it was a good, round figure well above existing 
relief payments and below average earnings in industry. The income of 
millions was determined as casually as that. The basis of the monthly sched- 
ule of earnings by occupations, regions, and urban-rural sections, too, should 
have commanded attention. The original earnings schedule was influenced 
partly by the considerations which form the central problem of the book. 

It would be well for those who look upon public works as a ready means of 
assuring full employment to ponder long upon the contentious problems of 
public wage policies set forth in this volume. 

ARTHUR E. Burns 

George Washington University 
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cessor Agencles—May 1940 to o May 1946. 
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No, 20 The Role of the Office of Civilian Requirements in the Office of Production Manage- 
ment and War Production Board—January 1941 to November 1945, 


No, 21 Aircraft Production Policies under the National Defense Advisory Commission and 
Office of Production Management—May 1940 to December 1941. 


No. 22 Aluminum Policies of the War Production Board and Predecessor Agencies—May 1940 
to November 1945. _ 


No. 23 Labor policies of the National Defense Advisory Commission and the Office of Pro- 
duction Management—May 1940 to April 1942. . 


No. 24 History and Labor Advisory Committees in the National Defense Advisory Commission 
and the Office of Production Management,—May 1940 to January 1942. 


No 25 Field organization and Administration of the War Production Board and Predecessor 
Agencies—May 1940 to November 1945. 


No. 26 Shipbuilding Policies of the War Production Board—January 1942-November 1945. 


No. 27 Dollar-a-year and without Compensation Personnel Policies of the War Production 
Board and Predecessor Agencies—August 1939 to November 1945. 


No. 28 Rubber Policies of the National Defense Advisory Commission and the Office of Pro- 
duction Management—May 1940 to December 1941. 


Industrial Organization; Price and Production 
Policies; Business Methods 


Brown, A. Organization of industry. (New York: Prentice-Hall. 1947 Pp. xiii, 370. $5.35; 
text ed., $4.) 


Cornett, W. B. Organization and management in industry and business. 3d ed. (New York: 
Ronald Press. 1947. Pp. xvi, 819. $5.) 


MARLO, L. The aluminum cartel. (Washington: Brookings Inst. 1947. Pp. xi, 130 $1.50.) 


Wricut, W. Forecasting for profit—a technique Jor business management, (New York: Wiley. 
London: Chapman and Hall. Pp. vii, 173. $2.75.) 


Meeting the special problems of small business. A statement on national policy by the CED 
Research and Policy Committee. (New York: Committee for Econ. Development. 1947. 
Pp 53. Single copy, gratis; additional copies, 25¢.) 

Marketing and Domestic Trade 


Cuurceman, C. W., Ackorr, R. L., and Wax, M. Measurement of consumer interest. (Phila- 
delphia: Univ. of Penn. Press. London: Oxford Univ. Press. 1947. Pp. vi, 214. $3.50.). 


Doremus, W. L. Advertising for profii—a guide for small business. (New York and Chicago: 
Pitman Pub Corp. 1947. Pp. xiii, 130. $2.) 


Puexps, C. W. Importand steps in retail credit operation—official handbook of the National Retail 
Credit Association. (St Louis: Nat. Retail Credit Assoc. 1947. Pp. 72. $1.50.) 
Mining; Manufacturing; Construction 


Barr, J. M. Reclaimed rubber; the story of an American raw material. (New York: Rubber Re- 
claimers Assoc. 1947. Pp. 248. $5.) 


BANAVALIKAR, A. S. The textile policy of Madras government—a study of its economic possibili- 
ties. (Delhi: Young Mon & Co. 1947. Rs. 2/8.) 


Howanp, F, A. Buna rubber; the birth of an industry. (New York: Van Nostrand. 1947. Pp. 
319. $3.75.) 


KAKADE, R. G. A socio-economic survey of weaving communtiies in Sholapur. Pub. no. 14, 
(Poona: Gokhale Inst of Pol and Econ. 1947, Pp. x, 221. Rs. 10.) 
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Wane, K. P. The future development of the Chinese coal industry. (New York: King’s Crown 
Press. 1947. Pp. 231. $3.) 

Prediminary survey of operating data for commercial bituminous coal mines for the years 1943, 
1944 and 1945, Office of Temporary Controls, OPA, econ. data ser. no. 2. (Washington: 
Supt. Docs. 1947. Pp. 26. 15¢.) 

Summary of current technological developments, December 1946. Rept. of Productivity and Tech. 
Develop. Div., Bur. Lab, Stat. (Washington: Dept. of Labor. 1947. Pp. 20, mimeo.) 


Transportation; Communication; Public Utilities 
Locxum, D. P. Economics of iransportation, 3d ed. (Chicago: Richard D. Irwin 1947. Pp. x, 
885. $5.50.) 
Contains expanded sections on highway, water and air transportation. 


eaa Financial administration of municipal wilities. (Chicago: Public Admin. Service. 
1947 163. $3.75.) 


TROXEL, E, Economics of public utilities. (New York: Rinehart. 1947. Pp. 906. $5.75.) 


Wuer, L, The American radio—a report on the broadcasting industry from The Commission on 
Freedom of the Press. (Chicago: Univ. of Chicago Press. 1947. Pp. xxi, 260. $3.25.) 


Wauson, G. L. Interstate commerce and trafic law. A selection of leading cases and guiding prin- 
ciples in transportation and traffic management administration and law. (New York: 
Prentice-Hall. 1947. Pp. 700. $7.35.) 

Witson, G. L. and others. Working together in the United Nations. (Lincoln: Univ. Pub. Co. 
Pp. 32. Apply.) j | 

Collective bargaining with associations and groups of employers. Bur. Lab. Stat. bull 897. 
(Washington: Supt. Docs, 1947. Pp, 14. 10¢.) ; 

Federal Communications Commission: rules and regulations: Pt. 1, Rules relating to organization 
and practice and procedure, effective Sept. 11, 1946 (revised to Feb., 1947), (Washington: Supt. 
Docs. 1947, Pp. 76. 30¢.) 

Highway statistics, 1945, Public Roads Admin. (Washington: Supt. Docs, 1947. Pp. 75. 35¢.) 


Interstate commerce acts annotated. 1946 suppl., vol. 13. (Washington: Supt. Docs. 1947. Pp. 
480. $2.25.) 


Interstate Commerce Commission: decisions Od., 1945-July, 1946. (Washington: Supt. Docs. 
1946. Pp. 867. $2.75.) 


Interstate Commerce Commission: decisions (finance reports), Od. 1944-~June, 1946; decisions 
(finance reports) Jan., 1945—July, 1946. (Washington: Supt. Docs. 1947. Pp. 881; 897. $3 
each.) 


Interstate Commerce Commission of the United States: decisions water carrier and freight for- 
warder reports—June, 1943-Aug., 1946. (Washington: Supt. Docs. 1947. Pp. 871. $2.50.) 

Japanese merchant shipbuilding. U. S. Strategic Bombing Survey. (Washington: Supt Docs. 
1947. Pp. 53. 30¢.) 


Public control of highway access and roadside development, Public Roads Admin. (Washington: 
Supt. Docs. 1947. Pp. 154. 35¢) 


The effect of wartime transportation deodlopments on the nalional economy Addresses by G. L. 
Wilson, L. Kiernan, and J. H. Frederick at Am. Econ. & Bus. Council conference Dec. 5, 
1946. (New Wilmington, Pa. : Am. Econ. and Bus. Council 1947. Pp. 51. 75¢.) 


Agriculture; Forestry ; Fisheries 


BLACK, J. D., CLawson, M., Saver, C. R. and Witcox, W. W., Farm management. (New York: 
Macmillan, 1947. Pp. x, 1073. $5.50.) 
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Lorre, J. H. Causes of annual fluctuations in the production of livestock and livestock products. 
Jour. Bus. Univ. Chicago. Stud. in Bus. Admin., Vol. XVII, no. 1, pt. 2. (Chicago: Univ. of 
Chicago Press. 1947. Pp. v, 105.) 


Norton, L. J. Farm income and prices: a re-examination of national policy. Nat. econ. probs., 
no. 424. (New York: Am. Enterprise Assoc. 1947. Pp. 34. 50¢.) 


SHEPHERD, G. S. Agricultural price analysis. 2nd ed., rev. (Ames: Iowa State College Press. 
1947. Pp, 231. $3.25.) 


Wucox, W. W. The farmer in the second world war. (Ames: Iowa State College Press. 1947. ` 
Pp. xii, 410. $4.) 


Agricultural statistics, 1946, Dept. of Agriculture. (Washington: Supt. Docs. 1946. Pp 739, 
$1.25.) 


Farming efficiency and costs and factors relating thereto. Sixth rept. of the Rural Reconstruction 
Commission, Australia, April 11, 1945, (Melbourne: Govt. Printing Office. 1947. Pp. 208.) 


Report of the U. S. delegation to the third Inter-American Conference on Agriculture, Caracas, 
Venezuela, July 24-August 7, 1945. Dept. of State pub. 2773, conf. ser. 94. (Washington: 
Supt. Docs. 1947. Pp. v, 178. 40¢,) 


The balance sheet of agriculture, 1946. Bur, Agric. Econ., Dept. of Aiie misc. pub. no, 
620. (Washington: Supt. Docs. 1947. Pp. 56. 15¢.) 


Economic Geography; Regional Planning; Urban Land; Housing 


GREEN, H. W. Housing: past, present, future. (Cleveland: Real Property Inventory of Metro- 
politan Cleveland. 1947. Pp. 25. $5.) 


Menreorra, L. D, How to buy a house. (New York: Harper. 1947. Pp. xii, 176. $2.50.) 


TANKSLEY, M. A. Your regton’s resources. (Nashville: George Peabody College for Teachers. 
1947. Pp. v, 149, 25¢.) 
A bibliography for use by teachers. 


, Columbia Basin Joint Investigations, standards and level of living. Reclamation Bur. (Washing- 
ton: Supt. Docs. 1947, Pp. 48. 20¢.) 


Housing in Canado—a factual summary, January, 1947. (Ottawa: Econ. Research Div., 
Central Mortgage and Housing Corp. 1947. Pp. 64.) 


Midual housing. A veterans’ guide: organizing, financing, constructing, and operating several 
selected types of cooperative housing associations, with special reference to available federal 
aids. Bull, of the Nat. Housing Agency. (Washington: Supt. Docs. 1947. Pp. 55. 154.) 


_ Planning rental housing projects. Federal Housing Admin. (Washington: Supt. Docs. 1947, 
Pp. 56. 15¢.) 


Labor and Industrial Relations 


Brown, L. C., 8. J. Union policies in the leather industry. Wertheim fellowship pub. (Cambridge: 
Harvard Univ. Press, London: Geoffrey Cumberlege. Pp. xviii, 246. $3.50.) 


Ducorr, L. J. and Hacoop, M. J. Labor force definition and measuremeni—recent experience: 
in the Untied States. Prepared for the Subcommittee on Labor Force Statistics of the Com- 
mittee on Labor Market Research. (New York: Soc. Sci. Research Council. 1947. Pp. x, 
134. $1.) 

Dorry, D. The roll of government in labor—management production committees. A doctoral dis- 
sertation. (Washington: Catholic Univ. of America Press. 1947. Pp. xiv, 227.) 


Foster, W. Z. American trade unionism; principles and organisation, strategy and tactics. (New 
York: Internat. Publishers. 1947. Pp. 383. $3.50.) 


GOLDSTEIN, M. M. Over-hauling pension and profit-sharing plans. Financial management ser., 
no. 83, (New York: Am. Management Assoc, 1946. Pp. 32. 50¢.) 
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Harz, A. E. C. Industrial relations in New Zealand. Pub. for Victoria University College. 
(London: J. M. Dent & Sons. Ltd. Wellington: Whitcomb & Tombs, Ltd. Pp. 375. 10s. 6d.) 


Parmer, G. L. Research planning memorandum on labor mobility. Soc. Sci. Research Council 
pamph. no. 2, prepared for the Committee on Labor Market Research. Nene York: Soc. Sci. 
Research Council. 1947. Pp. vi, 22.) 


PETERSON, F. Survey of labor economics. (New York: Harper. 1947. Pp. xix, 843. $4.) 


TELLER, L. Management functions under collective bargaining—the rights and responsibilities of 
management in a union relationship. (New York: Baker, Voorhis. 1947. Pp. xvi, 468.) 
Communists within the labor movement; a handbook of the facts and cownter-measures. Report 


of Committee on Socialism and Communism. (Washington: Chamber of Commerce of the > 
U.S.A. 1947. Pp. 54. 50¢.) 


Employment service organisation. 30th sess., Internat. Lab. Conf., Geneva, 1947. Rept. V (2). 
(Geneva: Internat. Lab. Office. 1947. Pp. 132.) 


Employment in.inland transport: Inland Transport Committees. 2nd session, Geneva, 1947. 
Rept. H. (Geneva: Internat. Lab. Office. 1947. Pp. iv, 62.) 


Fair Employment Practice Commities report, June 28, 1946. (Washington; Supt. Docs. 1947 
Pp. 128. 30¢.) 

Federal labor laws and agencies: guide for shop stewards and supervisors. Labor Standards Div. 
bull. 79. (Washington: Supt. Docs. 1946. Pp. 78. 20¢.) 


General report: Coal Mines Committee. 2nd session, Geneva, 1947. Rept. I. (Geneva: Internat. 
Lab, Office. 1947. Pp. 83.) 


Guaranteed wages, report to the President by the Advisory Board, OWUR, Office of Temporary 
Controls. (Washington: Supt. Docs. 1947. Pp. 473. $2.) 


Labour organization in Canada, for the calendar year 1945. Dept. of Labour 25th annual report. 
(Ottawa: Cloutier. 1947. Pp. 90.) 


Memorandum on university research programs in the field of labor, 1947. (Washington: Commit- 
tee on Lab. Market Research, Soc. Sci. Research Council. 1947. Pp. 42.) 


Minutes of the 95th session of the Governing Body of the International Labour Office, Quebec, June 
21-27, 1945. (Montreal: Internat. Lab. Off. 1947. Pp. 174.) 


' Minsdes of the 96th session of the Governing Body, Paris, Od. 12, 1945. (Montreal: Internat. Lab. 
Office. 1947. Pp. 57.) 


National Labor Relations Board decisions: Vol. 68, May 16-June 24, 1946; Vol. 69, June 25- 
Aug. 13, 1946; Vol. 70, Aug 14-Sept. 20, 1946. (Washington: Supt Docs. 1946; 1947; 1947, ' 
Pp. 910; 1460; 1384. $2; $2.75; $3.25.) 


Non-metropolitan territories: proposed conventions. 30th sess., Internat. Lab. Conf., Geneva, 
1947. Rept. ILI (1) and IOI (2). (Montreal: Internat. Lab. Office. 1946; 1947. Pp. 119; 58.) 


Report of the director-general. 30th sess., Internat. Lab. Conf., Geneva, 1947. (Geneva: Internat. 
Lab. Office. 1947. Pp. 120.) 


Report of the first session: Coal Mines Committee. London, 1945. (Geneva: Internat. Lab. 
Office. 1947. Pp. iv, 174.) 


Report of the first session: Inland Transport Committee. London, 1945. (Geneva; Internat, Lab. 
Office. 1947. Pp. iv, 170.) 


State and regional variations in prospective labor supply. Bur. Lab. Stat. bull. 893. (Washington: 
Supt. Docs. 1947. Pp. 34. 15¢.) , 


Strikes and democratic government. (New York: Twentieth Century Fund. 1947. Pp. 31.) 
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Union agreements in the cotton-textile industry. Bur. Lab.. Stat. bull. 885. (Washington: Supt. 
Docs. 1947. Pp. 64. 20¢.) 


Utilisation of the resources of the coal mining industry: Coal Mines Commitiee. 2nd session, 
Geneva, 1947. Rept. II. (Geneva: Internat. Lab. Office, 1947. Pp. 159.) 


Wage rates and hours of labour in Canada, 1945. Rept. no. 28, suppl. to The Labour Gazette, 
Feb., 1947. (Ottawa: Cloutier. 1947. Pp. 103.) 
Social Insurance; Relief; Pensions; Public Welfare 


Corpocg, J. D. The food stamp plan: moving surplus commodities with special purpose money. 
Transactions of the Am. Philosophical Soc., n.s., vol. 37, pt. 2. (Philadelphia: Am. Philo- 
sophical Soc. 1947. Pp. 69.) 


Mayers, B. Comparative costs for the United States of the British plan for social security. (Chi- 
cago: Research Council for Econ. Security. 1947. Pp. 15.) 


Sarma, N. A. Social security. (Bombay: Nat. Information & Pubs. Ltd. 1947. Pp. x, 81. Rs. 
2/4.) 


Compulsory sickness compensation for New York State: proposals, alternatives, costs. Prepared for 
Assoc. Industries of N. Y. State, Inc. (New York: Nat. Indus. Conf. Board, 1947. Pp. vi, 
184.) 


Report of the New York State Unemployment Insurance Advisory Council for the year 1946. (New 
York: N. Y. State Unemployment Ins. Advisory Council. 1947. Pp. 30, mimeo.) 


Social security laws compilation, including the Sociol Security Act, as amended, and related enad- 
ments through March 1, 1947. (Washington: Supt. Docs, 1947. Pp. 117..25¢.) 


Social Security reading list, 1947, Prepared by R. M. Bull, Asst. Director, Committee.on Edu- 
cation and Social Security. (Washington: Am. Council on Education. 1947. Pp. 40. 50¢.) 


. Social security—selected list of references on unemployment, old age and survivors’, and health 
insurance, 1947, (Princeton: Princeton Univ., Indus. Rel. Sec. 1947. Pp, 60. 75¢.) 


Social security yearbook, 1945. Social Security Administration. (Washington: Supt. Docs. 
1947. Pp. 182. 75¢.) 


WPA program, final report, 1935-43. Federal Works Agency. (Washington: Supt. Docs, 1947. 
Pp. 145. 50¢.) 


K Consumption; Cooperation 
Operations of consumers’ cooperatives in 1945. Bur. Labor Stat. bull. 890. (Washington: Supt, 
Docs, 1947. Pp. 16. 10¢.) 
Population; Migration; Vital Statistics 
Isaac, J. Economics of migration. (New York: Oxford Univ. Press. 1947. Pp. xii, 285. $4.50.) 


A PAN a popidation sampling. Bur. of the Census, (Washington: Supt. Docs. 1947, Pp. vi 
141. $1 


et of immigration. (New York: Nat. Committee on Immigration Policy. 1947. 
Pp. 63 


Immigration ri population policy. (New York: Nat. Committe on , Immigration Policy. 1947. 
Pp. 56. 25 


War Relocation Authority story of human conservation. n EN Supt. Docs. 1946. Pp. 
212. 55¢.) 


Unclassified Items 


Burns, A. F. Twenty-seventh annual report of the National Bureau of Economic Research. (New 
York: Nat. Bur. Econ. Research. 1947. Pp. 91.) 


ia ` 
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Dz Monn, A. L. Certain aspects of the economic development of the American negro, 1865-1900. 
A doctoral dissertation. Stud. in econ., Vol. 18, (Washington: Catholic Univ. of Am.'Press. 
1945. Pp. 187.) 


Fospicx, R. B. The Rockefeller Foundation—a review for 1946. (New York: Rockefeller Founda- 
tion, 1947. Pp. 64.) 
Harr, R. B. Area studies: with special reference to their implications for research in the social 
sciences. Pamph. no, 3. (New York: Soc. Sci. Research Council. 1947. Pp. 90. $1.) 
; ; ¢ 
Lanois, P. H. Social policies tn the making—a dynamic view of social problems. (Boston: D. C. 
Heath. 1947. Pp. xix, 554, $4.) 
A textbook for social problems courses, with relatively minor attention to economic 
matters. 


Youne, L. M., editor. Women’s opportunities and responsibilities. The Annals, Vol. 251. 
(Philadelphia: Am. Acad. of Pol. and Soc. Science. 1947. Pp. v, 223. $2.) 


: Annual report of the Social Science Research Council, 1945-46, (New York:.Soc. Sci. Research 
Council. 1947. Pp. 106.) 


Cowles Commission for Research in Economics five-year report, 1942-46. (Chicago: Univ. of 
Chicago. 1947. Pp. 43.) 
Recent Swedish Publications 


Eprror’s Nore—Through the kindness of Mr. Ralph Holben, now engaged i in research work 
in Stockholm, we have the following list of the more important economic works S pualiaked in 
Sweden sincè 1939. 


AHLBERG, G. and SVENNILSON, I. Sveriges arbetskraft. Sweden’s labor power. (Stockholm: 
Industriens Utredningsinstitut, 1946, Pp. 178.) 


Åxerman, J. Ekonomiskt skeende och, politiska förändringar. Economic events and political 
changes. (Samhällsvetenskapliga studier, I. 1946.) 


—-——. Ekonomisk teori. Monetary equilibrium. I, I. (Lunds Universitets årsskrift. I, pub- 
lished 1939; I, 1944.) ' 


——_—. Från krig till fred. From war to peace. (Stockholm: Kooperativa Férbundet. 1945. 
‘Pp. 149.) 


Bonow, M. Stat och näringsliv. The state and economics. (Stockholm: Kooperativa Förbundet. 
1943. Pp. 279.) 


CARLSON, S. A study om the pure theory of production. (Stockholm Economic Studies, 9. 1939.) 


. Företagsledning och företagsledare. Enterprise and entrepreneurs. (Stockholm. 
1945.) 


CASSEL. G. Fredens världsekonomi. The world economics of peace. (Stockholm: Natur och 
Kultur. 1945. Pp. 154.) 


_ —, Den svenska frihetens förfall. The decline of Swedish freedom. (Stockholm: Natur och 
Kultur. 1945. Pp. 160.) 


-, I förnuftets tjänst. En ekonomisk självbiografi. In the service of reason. The autobiog- 
raphy of an economist. (Stockholm: Natur och Kultur. 1941. Pp. 464.) 


EEDAHL and Gustavsson. Byggnadsverksamhet och bostadsbehov. Building activity and the need 
for housing. (Stockholm. 1945.) 


FORNMARK, E. Skatleutjamningsproblem. The problem of a balanced tax structure, (Lund- 
Lindstedts Universitets-bokhandel. 1939.) 


GARLAND, T. En förändrad värld. A changed world. (Stockholm. 1945.) 


. Frankrikes väg. The road that France took back. (Stockholm: Ekonomi och social- 
politik 1918-38. 1939.) 











. 


TITLES OF NEW BOOKS 743 


———, Industrialismens samhdlle. Industrial society. (Stockholm: Tiden. 1942.) 
Hecxscuer, E, F. Svensk arbete och liv. Swedish labor and life. (Stockholm: Bonnier. 1941. Pp. 
404.) 


Hecxscuer, E. F. and KNoxetrincer, C. E. De ekonomiska studierna och deras hjälpmedel. 
Economic studies and their tools. (Abo, Finland. 1945.) 


KRISTENSSON, F. Studier + svenska textila industriers struktur. Studies in the structure of the 
Swedish textile industries. (Stockholm. 1946.) 


Linpaut, E. Studies in the theory of money and capital. (London: George Allen and Un- 
win Ltd. 1939. Pp. 391.) 

LUNDBERG, E. Det svenska näringslivets konjunkturkinslighet. The effect of business cycles on the 
Swedish economy. (Meddelanden från konjunkturinstitutet. Serie B: 5. 1945.) 


Meretrus, B. Priser och kostnader under krigsåren. Prices and costs during the war. (Medde- 
landen fran konjunkturinstitutet. Serie B: 4. 1945.) 


Montcomery, A. Svensk ekonomisk historia mot internationell! bakgrund 1913~1939. Swedish 
economic history against the international background, 1913-1939. (Stockholm: Kooperativa 

_ Förbundet. 1946. Pp. 392.) 

MONTGOMERY, G. A. The rise of modern industry in Sweden. (Stockholm Economic Studies, 8, 
1939.) 


Myrpat, G. Monetary equilibrium. (London, 1939. Pp. 214.) 

. Population: a problem for democracy. (Cambridge, Mass. 1940.) 

Out, B. Kapitalmarknad ock räntepolitik. The capital market and interest-rate policy. 
(Stockiolm: Kooperativa Förbundet. 1941. Pp. 245.) 

. Utrikeshandel och handelspolitik. Foreign trade and commercial policy. (Stockholm. 
1941. Pp. 283.) 

Oxrsson, H. Jordbrukspolitiken under krisen. Farm policy during the crisis. (Stockholm: 
Kooperativa Förbundet. 1945, Pp. 221.) 

Osrimp, A. Det privata näringslivets dynamik. The dynamics of the private economy. (Stock- 
holm: Utgiven av Svenska bankftreningen. 1946. Pp. 328.) 

. Svensk samhällsekonomi 1914-1922, The Swedish social economy, 1914-1922. (Stock- 
holm: Victor Petterssons Tryckeri. 1945. Pp. 929.) 

SILLEN, O. Studier i svensk féretagsekonoms. Uppsatser och föredrag 1928-1943. 3rd ed. Studies 
in Swedish business economics. Essays and lectures, 1928-1943. (Stockholm. 1946.) 

SÖDERBERG. Svensk ekonomisk historia. Swedish economic history. (Studentféreningen 
Verdandis Smaskrifter. 1946.) 


STOLPE, J. Kooperationen och framtiden. Cooperation and the future. (Stockholm: Kooperativa 
Förbundet. 1945. Pp. 156.) 

. Kooperativa grundsatser och problem. Principles and problems of cooperation. (Stock- 
holm: Kooperativa Förbundet. 1945, Pp. 131.) 

Toanevist, G. Varudtstributionens struktur och kostnader. The structure and costs of the dis- 
tribution of commodities. (Stockholm. 1946.) 

WELINDER, C. Socialpolitikens ekonomiska verkningar. The economic effects of social policy. 
(Statens offentliga utredhingar 1945: 14.) 

Worp, H. Efterfrågan på jordbruksprodukter och dess känslighet fir pris—ock inkomstférind- 
ringar. The demand for farm products and the effect of price and income changes. (Stock- 
holm: Statens offentliga utredningar. 1940. Pp. 144.) 

Et genombrott. Den svenska socialpolitikens utvecklingslinjer och fromisdsmdl. Breaking new 
ground. The development of Swedish social policy and its goal for the future. (Stockholm. 
1944.) 
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` Fördagsekonomisk kandbok. I, I. Handbook of business economics. (Stockholm, 1945.) 
Industriproblem 1943. Problems of industry, 1943. (Industriens utredningsinstitut. 1943. Pp. 
124.) : : 


Studier i ekonomi och historia. Tiignade Eli F. Heckscher på 65-drsdagen den 24 november 1944, 
Studies in economics and history. Dedicated to Eli F. Heckscher on the occasion of his 65th 
birthday on November 24, 1944. (Uppsala, 1944.) 

Studier ¢ svenski näringsliv tillägnade Jakob Wallenberg. Studies in Swedish economics dedicated 

- to Jacob Wallenberg. (Stockholm. 1942.) i ; , 

Vår folkförsürjning i avspärrningstider, I-II. Our national sustenance during blockades, I-II 
(Stockholm; Industriens utredningsinstitut. 1941. Pp. 95, 96.) 


. PERIODICALS 


Economic Theory; General Works 


ALVAREZ, V. A, La ciencia económica y la realidad. Moneda y Crédito, Dec., 1946. Pp. 8. 
BerNÁcER, G. Disquisición keynesiana. Trimestre Econ., Jan.-Mar., 1947. Pp. 29. 


Browne, G. W: G. The keynesian revolution in economies. So. Afr. Jour. Econ., Dec., 1946. Pp. 
16. 


nE D. G. A note on J. V. Newmann’s article, Rev. Econ. Stud., 1945-46. Pp. 10. 


Crark, J. M. Mathematical economists and others: a plea for communicability. Econometrica, 
Apr., 1947. Pp. 5. i 

Cornejo, B. La “competencia monopólica” de Chamberlin. Trimestre Econ., Apr.—June, 1947, 
Pp. 13. 

Drenove, G. D'oewre scienti de quelques économistes #rangers: L'oeuvre financière d'Antonio 
De Viti de Marco. Rev. d’Econ. Pol., Oct.—Dec., 1946, Pp. 20. 


Domanend, V. Coerenza e stabilità nella condotta economica razionale. Giorn. d. Econ., Jan— 
Feb., 1947. Pp. 12. 


oe E er deas econdmicas en Nueva España en e} siglo xviii, Trimestre Econ., Apr.—June, 

Friscu, R. Irving Fisher ot eighty. Econometrica, Apr., 1947. Pp. 3. 

GAARLUND, T. Les tendances générales de Pévolution économique. Bull. Inst. de Sci. Econ. Ap- 
pliquée, Sept., 1946. Pp. 14. 

Gasparini, I. Nota critica sulla tesi Hayekiana dell’ effetto di Ricardo. Giorn. d. Econ., Jan- 
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~ NOTES 


Beginning with this number, the address of the editorial office of the American Economic 
Review will be in the Hall of Government, George Washington University, Washington 6, D.C. 


ANNOUNCEMENT OF 


A REVIEW OF ECONOMICS: RECENT DEVELOPMENTS 
IN ANALYSIS AND POLICY : 


To Be Published Under the Auspices of the 
AMERICAN Economic ASSOCIATION 

I. ORIGIN 

In April, 1945, the Executive Committee of the American Economic Association estab- 
ished a Committee on the Development of Economic Thinking and Information to plan 
a periodic Review of Economics. This committee, under the chairmanship of J. J. Spengler, has 
worked actively in the intervening period, and the present project is the result of several plans - 
” and adaptations. The constitution of the Review of Economics Committee is now as follows: 
J. J. Spengler, chairman; James W. Bell, Eveline M. Burns, Corwin D. Edwards, Paul T. Ho- 
man, W. Blair Stewart, Aryness J. Wickens, and A. B. Wolfe. The present plan, approved by 
the Executive Committee, January 23-26, 1947, provides for a volume of about 550 pages, 
financed by an appropriation of $7,700. f 


II. PURPOSES 

1. To acquaint economists generally with the recent developmient of fields other than their 
own. 

2. To present to other social scientists, business leaders, journalists, and statesmen an un- 
derstandable account of changes i in the character of economic 

3. To assist economists in government administration to keep in touch with the evolution 
of economic analysis in its various aspects. 

4. To make available to foreign scholars, long cut off by the war, a synoptic view of the 
recent evolution of economics in the United States. 


TUL, CHARACTER OF THE VOLUME 

Contributors are asked to make the exposition readily understandable to the general 
economist outside the particular field and as accessible to the intelligent lay reader as possible. 
The essays will refer to statistical and other types of empiric evidence as an integral part— 
along with theory—in the aggregate of economic analysis. They will trace the influence of 
recent economic analysis upon public policy and the reflection upon economic thinking of 
recent events and trends, structural changes and new policies and institutions. Before pub- 
lication, the manuscript of each essay will be submitted to two critics; but the comments of 
the critics will be directed to the editor and contributors and will not be published. 


IV. PUBLICATION 

The Review of Economics will be published by the Blakiston Company, of Philadelphia, 
and will be available to members of the American Economic Association at a substantial dis- 
count from the list price, It is contemplated that the volume will appear in the Spring publica- 
tion list of 1948. 


V. CONTENTS AND CONTRIBUTORS 
The volume will be edited by Howard S. Ellis, of the University of California, The titles of 
the various papers and the names of authors and critics are shown below. 


1, VALUE AND DISTRIBUTION by Bernard F. Haley, Stanford University 
E. H. Chamberlin, Harvard University 
J. M. Clark, Columbia University 


2. FULL EMPLOYMENT AND BUSINESS CYCLES by William Fellner, University of California 
Gottfried Haberler, Harvard University 
Alvin H. Hansen, Harvard University 
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3. MONOPOLY AND THE CONCENTRATION OF ECONOMIC POWER by John K. Galbraith, Fortune 
Magazine 
R. A. Gordon, University of California 
A. D. H. Kaplan, Brookings Institution 


4. PRICE AND PRODUCTION POLICIES by Joe S. Bain, University of California 
Joel P. Dean, Columbia University 
Don H. Wallace, Princeton University 


5, FEDERAL BUDGETING AND FISCAL POLICES by Arthur Smithies, Bureau of the Budget 
Lawrence H. Seltzer, Wayne University 
James K. Hall, University of Washington 


6. INTERNATIONAL ECONOMICS by Lloyd Metzler, University of Chicago 
James W. Angell, Columbia University - if 
Jacob Viner, Princeton University 


7. ECONOMICS OF LABOR by Lloyd Reynolds, Yale University 


Clark Kerr, University of California 
Sumner H. Slichter, Harvard University ° 


8. NATIONAL INCOME ANALYSIS by Carl S. Shoup, Columbia University 


M. A. Copeland, National Bureau of Economic Research 
E. E. Hagen, Bureau of the Budget 


9. MONETARY THEORY by Henry H. Villard, Hofstra College 


Edward S. Shaw, Stanford University 
Elmer Wood, University of Missouri 


10. DYNAMIC PROCESS ANALYSIS by Paul A. Samuelson, Massachusetts Institute of Technology 
Friedrich A. Lutz, Princeton University 
Fritz Machlup, Johns Hopkins University 


11. econometrics by Wassily Leontief, Harvard University 
Joseph A. Schumpeter, Harvard University 
W. Allen Wallis, University of Chicago 


12, socratist Economics by Abram Bergson, Columbia University 


A. P. Lerner, New School of Social Research 
Frank D. Graham, Princeton University 


13. THE PROSPECTS OF CAPITALISM by David McC. Wright, University of Virginia 
Frank H. Knight, University of Chicago 
Paul M. Sweezy, Wilton Centre, N. H. 


SIXTIETH ANNUAL MEETING OF THE AMERICAN 
ECONOMIC ASSOCIATION 


Hotel Continental, Chicago, Illinois, December 28-31, 1947 


Preliminary Announcement of Program 

The program of the Association this year is to be primarily devoted to a consideration of two 
main themes, namely, (a) Imperfect Competition, Oligopoly and Monopoly and (b) the Eco- 
nomic and Monetary Theories of J. M. Keynes. 

In each case the papers on the opening day will deal with the general and theoretical aspects 
of the respective subjects and will be followed on the second day by papers dealing with factual 
and statistical evidence on important aspects of each of the themes, The third day will be de- 
voted to certain major issues of policy which arise in each of the two fields. 
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There will be luncheon meetings on Monday, December 29, which will treat topics of interest 
to workers in specialized fields of study. There also will be a joint session with Section K of the 
American Association for the Advancement of Science on Wednesday morning, December 31, 
dealing with problems of productivity. This topic, which will also be treated in the presidential 
address and possibly at the dinner on December 29, will, therefore, form a third but distinctly 
minor theme for the meetings. The program as thus far announced is as follows: 


k? 


Saturday, December 27 
1. MEETING OF THE EXECUTIVE COMMITTEE (4:00 P.M.) 


Sunday, December 28 
2. THE ECONOMIC THEORY OF IMPERFECT COMPETITION, OLIGOPOLY AND MONOPOLY ny 00 ax.) 


Chairman: Raymond T. Bye, University of Pennsylvania 
Papers: H. Gregg Lewis, University of Chicago 
Oskar Morgenstern, Princeton University < 
` Discussion: Robert Triffin, International Monetary Fund 
Martin Bronfenbrenner, University of Wisconsin 
H. L. McCracken, Louisiana State University ë 
David McCord Wright, University of Virginia. 


3. THE ROLE OF MONOPOLY IN THE COLONIAL TRADE AND EXPANSION OF EUROPE: Joint session 
with the Economic History Association (2:30 p.m.) 


Chairman: Carter Goodrich, Columbia University 
i Papers: “The Period Prior to 1800,” Earl J. Hamilton, University of Chicago 
“The Period Subsequent to 1800,” "Abbott P. Usher, Harvard University 
Discussion: Harold A. Innis, University of Toronto 
J. G. B. Hutchins, Cornell University 
Dudley Dillard, University of Maryland 


4, A CONSIDERATION OF THE ECONOMIC AND MONETARY THEORIES OF J, M. KEYNES (2:30 p.m.) 
Chairman: To be announced 
Papers: “An Exposition of Keynesian Ronanntise? ’ Lorie Tarshis, Stanford University 
“An Appraisal of Keynesian Economics,” John H. Williams, Harvard University 
Discussion: Lester V. Chandler, Amherst College 
Clark Warburton, McLean, Va. 
Others to be announced 


5. DINNER MEETING, Joint session with Section K of A.A.A.S. (6:30 P.M.) 
` Brief addresses by former presidents of the American Economic Association 
Announcement of awards of Walker and Clark medals 
Address (speaker to be announced) 


Monday, December 29 ' 


6. THE PROGRESS OF CONCENTRATION IN INDUSTRY (10:30 a.m) 
- Chairman: Ernest M. Patterson, University of Pennsylvania 
Papers: “The Growth of Big Business,” Henry F. Houghton, Department of Commerce 
“Postwar Trends in International Business Organization,’ Raymond Vernon, De- 
partment of State 
Discussion: Rufus S. Tucker, General Motors Corporation 
George W. Stocking, Vanderbilt University 
Others to be announced 


7. KEYNESIAN ECONOMICS—THE PROPENSITY TO CONSUME AND THE MULTIPLIER: Joint session 
with the Econometric Society (10:30 a.m.) 
Chairman: Walter F. Willcox, Cornell University 
Papers: “Inductive Evidence on the Propensity to Consume and the Propensity to 
Save,” Lewis J. Paradiso, Institute of Applied Econometrics 
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“The Theory of the Multiplier as tested in Practice,” Arthur Smithies, Bureau of the 
Budget 
Discussion: James Dusenberry, Harvard University 
George Garvey, Federal Reserve Bank of New York 
Mrs. Ruth P. Mack, National Bureau of Economic Research 


8. LUNCHEON MEETING: SPECIAL TOPICS (12:30 p.m.) 


9. DOES LARGE-SCALE ENTERPRISE RESULT IN LOWER COSTS? (2:15 p.m.) 

Chairman: Ray B. Westerfield, Yale University 

Papers: “The Comparative Efficiency of Different Sizes of Business,” John M. Blair, 
Federal Trade Commission 

“Cost Structures of Enterprises and Break-even Points,” Joel Dean, Columbia Uni- 
versity 

“Discussion: Kenneth E. Boulding, Iowa State College 

Harold H. Wein, Department of Justice 


10. KEYNESIAN ECONOMICS—SAVINGS, INVESTMENT AND WAGE RATES: Joint session with , 
Econometric Society (2:15 p.a.) 
Chairman: Wesley C. Mitchell, Columbia University 
Papers: ‘Factors Determining the Demand for Investment Goods,” Charles F. Roos, 
Institute of Applied Econometrics 
“The Connection Between Savings and Investment,” Homer Jones, Committee for 
Economic Development 
“The Interrelationship of Wage Rates, Bank Credit, Effective Demand and Employ- 
ment,” John T. Dunlop, Harvard University 
Discussion: Morris A. Copeland, Board of Governors, Federal Reserve System 
Leonid Hurwicz, Iowa State College 
Others to be announced 


11. PRESIDENTIAL ADDRESS: “Are There Laws of Production?” (8:00 r.a.) 


Chairman: Thomas Nixon Carver, Harvard University 
Speaker: Paul H. Douglas, American Economic Asociation 


Tuesday, December 30 


12. THE SHERMAN ACT AND THE ENFORCEMENT OF COMPETITION (10:00 a.m.) 
Chairman: Frank A. Fetter, Princeton University 
Papers: “Problems of Enforcement and Interpretation of the Sherman Act,” Hon. 
Wendell Berge, formerly Assistant Attorney General of the United States 
“Needed Changes in Legislation,” Hon. Estes Kefauver, Member of Congress 
Discussion: Corwin D. Edwards, Northwestern University 
Myron W. Watkins, Twentieth Century Fund 
Fred I. Raymond, Chicago, Illinois 
Ben W. Lewis, Oberlin College 


13, FISCAL POLICY IN PROSPERITY AND DEPRESSION (10:00 a.m.) 
Chairman: Frederic-B. Garver, University of Minnesota 
Papers: Richard A. Musgrave, Board of Governors, Federal Reserve System 
Charles O. Hardy, Chief of Staff, Joint Congressional Committee on the 
Economic Report 
Discussion: To be announced . 


14. LUNCHEON MEETINGS: Reunions of various départments (12:30 p.as.) 


15. PATENT POLICY (2:30 P.L) 
Chairmen: Edwin E. Witte, University of Wisconsin 
Papers: Floyd L. Vaughan, University of Oklahoma 
William H. Davis, Chairman President’s Committee on Patent Policy 
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Discussion: George E. Folk, National Association of Manufacturers 
Others to be announced 


16, PROBLEMS OF TIMING AND ADMINISTERING FISCAL POLICY IN PROSPERITY AND DEPRESSION 
(2:30 p.m.) 
Chairman: James E. Moffett, Indiana University 
Papers: Everett E. Hagen, Bureau of the Budget 
Albert G. Hart, Columbia University 
Discussion: W. S. Woytinaky, Social Security Board 
Others to be announced 


17. ANNUAL BUSINESS MEETING OF THE ASSOCIATION (5:00 P.1L.) 


18. DINNER MEETING (7:30 Pat.) 


Chairman: Alvin S. Johnson, New School for Social Research 
Speaker: John Ise, University of Kansas 
Subject to be announced later 


Wednesday, December 31 
19, MEETING OF THE EXECUTIVE COMMITTEE (9:30 a.m.) 


20. PRODUCTION AND PROGRESS: Joint session with Section K of A.A.A.S, (10:00 a.m.) 
Papers: “Factors Effecting International Differences in Production,” Ernest Olson, 
Board of Governors, Federal Reserve System 
Second speaker and paper to be announced 


The following persons have recently become members of the AMERICAN ECONOMIC Asso- 
CIATION: 


Adams, W. B., 8253 S. Ingleside Ave., Chicago 19, TU. 

Alexander, L. 1465 Hawthorne, Columbus, Ohio 
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Taylor, Miss G. C., 55 Wilbur Road, West Englewood, N.J. 

Taylor, M. F. W., 215 C St., SE., Apt. 411, Washington 3, D.C. 

Tenner, I., 10 North Clark St., Suite 706, Chicago 2, Ill. 

Thomson, P., 7229 South Rhodes, Chicago 19, Ill. 

Thurber, J. R., 901 Faile St., Bronx, New York 59, N.Y. 

Trotta, Mrs. M. S., 27 Birdseye Glen, Verona, N.J. 

Tyndall, D. G. School of Business Admin., University of California, Berkeley 4, Calif. 

Ullrich, F. J., 84-33 164th St., Jamaica 2, NY. 

Usher, T. H., 18413 Indiana, Detroit 21, "Mich. 

Vosk, M., 167 East 95th St; New York '28, N.Y. 

Wadleigh, L. O., 152 West Artesia St., Pomona, Calif. 

Wait, W. B., Box 27, Goldwin Smith Hall, Cornell University, Ithaca, N.Y. 

Walker, G. R., 120 Boylston St., Boston, Mass. 

Walker, H., Sr., Ohio State University, Columbus 10, Ohio 

Ward, J. E., 840 Michigan Ave., Evanston, Il. 


` 
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Waterston, A., 2114 Suitland Terrace S.E., Washington 20, D.C. 
Weber, G., 307 Woolper Ave., Cincinnati 20, Ohio 
Weltmer, W. K., 1152 College Ave., Topeka, Kans. 
. West, S. D., ir, 309 West Rosemary St., Chapel Hill, N.C. 

Westhagen, M. H., 3743 North Tripp Ave., Chicago 41, IIL 
White, D. J., 83 Upland Road, Quincy, Mass. 
Wilcox, J. H., Highlands, N.C. 
Willer, H. R., 1 Charles St., New York 14, N.Y. 
Williams, H. F., 6532 Stony Island, Chicago 37, IIL 
Willing, Mrs. P. R., 26 Bay 20 St., Brooklyn 14, N.Y. 
Wissel, P. E., 69-39 62nd St., Ridgewood 27, L.L, N.Y. 
Wohl, A. B., 1021 Hill, Ann Arbor, Mich. 
Woodley, W. J. R., Dept. of Economics, Cornell University, Ithaca, N.Y. 
Wright, L. A, University of Washington, 210 Commerce Hall, Seattle, Wash. 
Yang, S-C., Bank of Communications, Hankow, China 

The Committee on Research in Economic History of the Social Science Research Council 
announces the establishment of national fellowships in economic history for the academic years 
1947-48, 1948-49 and 1949-50. A maximum of six persons will hold fellowships at any one 
time. Honoraria will be granted appropriate to their age, marital status, location, and availa- 
bility of other resources, sufficient to. give them freedom for full-time study, research and 
writing in preparation for the Ph.D. degree. Application forms will be supplied on request by 
the Fellowship Secretary, Social Science Research Council, 230 Park Avenue, New York 17, 
N.Y. 

The American Book Center for War Devastated Libraries which has in the last year and 
a half shipped nearly one million volumes of highly selected books and periodicals abroad, is 
making a renewed appeal for donations of books and periodicals, for publications of intellec- 
tual merit in all fields, and particularly for volumes published in the last ten years. Of especial 
value are complete or incomplete files of the Amerscan Economie Review. Such donations to this 
program will help in the reconstruction which must preface world understanding and peace. 
Contributions should be sent to the American Book Center, care of the Library of Congress, 
Washington 25, D. C. 

Jay O. Ball died March 26, 1947. 

Charles F, Creswell died on May 26, 1947. 

Carl A. Fryxell died August 3, 1946. 
`, W. E. Grimes died on May 23, 1947. 

Seymour S. Garrett died February 13, 1947. 

William H. Glasson died November 11, 1946. 

Alan Lanyon died December 28, 1946. 

Daniel B. Luten died July 3; 1946. 

Edwin C. Robbins died on May 12, 1947. 


‘ 
Appoiniments and Resignations 
Lawrence Abbott has been appointed instructor in economics at Columbia University. 
Don F. Adams has resigned as instructor in accounting in the College of Business Adminis- 
tration of the University of Georgia. 
Lewis W. Adams, assistant professor of economics at Washington and Lee University, has 
been granted a year’s leave of absence for graduate study. 
_R. King Adamson, of Wayne University, was a visiting professor in the summer session of 
the University of Wisconsin. 
Donald V. Allegeier has accepted an appointment as instructor at Ohio State University. 
Clark L. Allen, formerly assistant professor of economics at Northwestern University, has 
been appointed associate professor of economics at Duke University. 
Melvin L. Anshen, of Indiana University, was visiting lecturer on business administration at 
the Harvard Business School summer.session. 
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Frances Babione is assistant professor of marketing at Pennsylvania State College. 

Morton Backer has been appointed associate professor of economics and business adminis- 
tration at West Virginia University. 

S. R. N. Badri Rao is an economist in the research department of the International Bank for 
Reconstruction and Development. 

George P. Baker has been appointed James J. Hill professor of transportation at Harvard 
Business School. 

Wesley C. Ballaine has been promoted from associate professor to professor of business ad- 
ministration at the University of Oregon. 

Orval Bannett has been promoted to professor of economics at Washington University. 

Hoagland Barcalow, who has been teaching at Muskingum College, has joined the staff of 
Lafayette College as assistant professor of economics. 

Marvin J. Barloon has resigned from the staff of Harvard Business School. 

Theodore J. Barnowe has been appointed assistant professor in personnel administration 
in the College of Economics and Business, University of Washington. 

Frank Beale is to be a junior assistant in economics, School of Commerce, Accounts, and 
Finance, New York University, for the current academic year. 

Nathan Belfer, recently of Massachusetts Institute of Technology and Tufts College, has 
been appointed assistant professor of economics at Brooklyn College. 

Wilbur Billington is part-time instructor in economics at Brown University. 

Alvin B. Biscoe, dean of the College of Business Administration, University of Georgia, has 
been made dean of Faculties of the University. 

M. M. Bober, of Lawrence College, was a visiting professor in the summer session of the 
University of Wisconsin. 

Theodore H. Boggs has retired from the faculty of Stanford University where he was a mem- 
ber of the department of economics. 

Sidney Borden, formerly of the staff of the National Industrial Conference Board, has been 
appointed instructor in economics at Princeton University. 

Nathan Borofsky is a senior assistant in economics, School of Commerce, Accounts, and 
Finance, New York University, for the current academic year. 

Perry F. Boyer, assistant director of the Bureau of Business Research at Louisiana State . 
University, has been promoted to the rank of professor of business administration. 

J. Robert Briggs, on leave from Everett Junior College, will be an associate in accounting 
at the University of Washington for the year 1947-48. 

Martin Bronfenbrenner, economist of the Chicago Federal Reserve Bank and lecturer at 
Roosevelt College, has been appointed associate professor of economics at the University of 
Wisconsin. 

‘Martha S. Browne, formerly of the Department of State, has been appointed assistant pro- 
fessor of economics at Brooklyn College. 


O. H. Brownlee has resigned from Iowa State College to become assistant professor of eco- 
nomics at Carnegie Institute of Technology. 


Henry J. Bruton, teaching assistant at the University of Indiana, has been appointed in- 
structor in economics at Princeton University. 


_ A. H, Burrows, of Northern Michigan College of Education, was at the summer session of 
Louisiana State University as visiting professor. 


J. Carl Cabe has been appointed instructor in economics at Purdue University. 


Arthur M. Cannoni has accepted an appointment as assistant professor of accounting, College 
of Economics and Business, University of Washington. 


Henry H. Carse is an instructor in commerce and economics at the University of Vermont. 


Forest C. Carter has been appointed instructor in accounting at the University of Tennes- 
seg. 
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Philip W. Cartwright has been appointed acting assistant professor of labor and assistant 
director of research of the Institute of Labor Economics, University of Washington. 

C. P. Cassady, of the University of Ilinois, has joined the faculty of the School of Business 
at the University of South Dakota as assistant professor of business administration. 

Evelyn Cave, formerly economist for the Allegheny Conference on Community Develop- 
ment, is now instructor in economics at Carnegie Institute of-Technology. 

,Ellis Chadbourne is teaching business law and corporation finance at Pennsylvania State 
College. 

Neil W. Chamberlain has been appointed assistant professor of economics at Yale Univer- 
sity. 

David S. Chambers has been appointed assistant professor of statistics at the University of 
Tennessee. 

Sidney Y. C. Chen is sub-manager of the Tsingtao branch of the Industrial and Mining Bank 
of China. 

C. L. Christenson, of the University of Indiana, was a visiting professor in the summer ses- 
sion of the University of Wisconsin. A ; 
Lincoln H. Clark has been appointed professor of marketing at the University of Tennes- 

gee. 

- Ansley J. Coale has been appointed assistant professor of economics at Princeton Univer- 

sity. 

John Cordell, formerly at Western State College of Colorado, has been appointed assistant 
professor of economics in the School of Commerce, Baldwin-Wallace College, effective in the 
‘fall quarter. 

James S. Cross has resigned from Pennsylvania State College to become assistant profes- 
` sor of marketing at Massachusetts Institute of Technology. 

Joseph A. Crumb, professor of economics, political science and sociology at the University 
of British Columbia, was a visiting professor in the summer session of the University of Cali- 
fornia, Berkeley. 

Kenneth Dameron has been promoted to the rank of professor of advertising at Ohio State 
University. s 

Sidney Davidson has been appointed instructor in economics at the University of Michigan. : 

Keith Davis, of the University of Texas, carried a part-time teaching assignment in man- 
agement while attending the summer session of the Graduate School of Ohio State University. 

Raymond De Roover, associate professor of economics at Wells College, was a visiting 
professor in the summer session of the University of California, Berkeley. 

Otto Donner, formerly of the Universities of Hamburg and Berlin, Institut für Konjunk- 
turforschung, has joined the staff of the department of economics, Graduate School, George- 
town University. 

Samuel W. Dunn has joined the faculty of the School of Business Administration, University 
of Pittsburgh, as an instructor in commerce. 

Melvin A: Eggers has been appointed instructor in economics at Yale University. 

Leonard M. Ekland resigned from the faculty of the University of Detroit in July, 1946. 

Curtis M. Elliott has been promoted to associate professor of economics and insurance at the 
University of Nebraska, 

Grover W. Ensley resigned from the Bureau of the Budget in January; 1947 to take a posi- 
tion with Senator Ralph Flanders as technical adviser. . 

Edmond L, Escolas is an instructor in commerce and economics at the Univeraty, of Ver- 
mont. 

Lloyd Faust, of the University of Oregon, has been appointed assistant professor of finance 
at the University of Kansas. 

Sherwood M. Fine is at present economic adviser in General MacArthur’s Headquarters in 
Tokyo, Japan. 


NOTES ` 765 


Clyde O. Fisher, who concluded his services as a public utilities commissioner of the State 

of Connecticut in June, 1947, has resumed full-time teaching as professor of economics at 
, Wesleyan University. 

Robben W. Fleming, formerly of the Labor Division of the Office of Housing Expediter, 
is an assistant professor at the University of Wisconsin and is executive secretary of the 
Faculty Coordinating and Planning Committee on Industrial Relations at the university. 

Michael T. Florinsky has been appointed assistant professor of economics, Faculty of Po- 
litical Science, Columbia University. 

Robert S. Ford has been promoted to professor of economics at the University of Michigan. 

Dorsey Forrest has joined the faculty of the University of Southern California as associate 
professor of marketing. 

Harold G. Fraine has resigned from the Securities and Exchange Commission to become 
assistant director of research of the Joint Investment Research Committee of the American 
Life Convention and the Life Insurance Association of America. 

- Robert R. France, formerly of Oberlin College, has been appointed instructor in economics 
at Princeton University. 

Padraic P. Frucht, formerly assistant in economics at Brown University, is an instructor 
in economics at Carnegie Institute of Technology. 


Donald A. Garrett has joined the staff of the department of economics, Indiana University. 
Willis Giese has been appointed instructor in economics at the University of Wisconsin. 
J. Benton Gillingham has been appointed assistant professor of labor in the College of Eco- 
nomics and Business at the University of Washington. 
R. A. Gordon has been promoted from associate professor to professor of economics at the 
University of California, Berkeley. 
Edith Green has resigned as instructor in economics at Denison University to accept a posi- 
tion as lecturer at Barnard College. 
J. A. Guthrie has been promoted to professor of economics and has been made director of 
the Bureau of Economic and Business Research at the State College of Washington. 
Gottfried Haberler, of the department of economics of Harvard University, gave a series 
of lectures at the University of Brazil this past summer. 
, Ernest H, Hahne, formerly professor of economics at Northwestern University, was in- 
augurated as president of Miami University, Oxford, Ohio, on April 19, 1947. 
George H. Haines, of Miami University, has joined the staff of the department of economics 
of Indiana University. 
Daniel Hamberg, recently of the University o Delaware, has been appointed instructor in 
economics at Princeton University. 
David B. Hamilton, Jr., instructor in economics and industry at the University of Pitts- 
burgh, has accepted an instructorship at the University of Texas, effective in September. 
Edward W. Hancraryk has resigned from Brown University to take a position as instructor 
at Northwestern University. 
Morrison Handsaker has been promoted to professor of economics at Lafayette College. 


Cleon W. Harrell, Jr., of the University of Chicago, has been rs instructor in statis- 
tics at the University of Virginia for 1947-48. 

Penelope C. Hartland has been promoted to assistant professor of economics at Brown Uni- 
versity. 

Gabriel B. Hauge has PREE ee his doctoral dissertation at Harvard under a Social Science 
Research Council Demobilization Award and since April, 1947 has been director of the divi- 
sion of research and statistics of the Banking Department of the State of New York. 


James H. Healey, of the University of Connecticut and of the Wharton School of the 
University of Pennsylvania, has been appointed assistant professor of management at Ohio 
State University. 
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W. W. Heller, of the University of Minnesota, was a visiting professor in the summer session 
of the University of Wisconsin. 

Clifford M. Hicks has been promoted to professor of business organization and management 
at the University of Nebraska. 

Lawrence G. Hines, recently appointed assistant professor of economics at Dartmouth 
College, taught in the 1947 summer session at the University of Minnesota. 

Werner Hochwald has been promoted to assistant professor of economics at Washington 
University. 

J. Fred Holly has been appointed assistant professor of economics at the University of Ten- 
nessee, . ; 

Donald S. Holm, of Harvard University, has joined the staff of the department of economics, 
Indiana University. 

E. M. Hoover has resigned as professor of economics at the University of Michigan to join 
the staff of the Council of Economic Advisers to the President. 

Bert F. Hoselitz, formerly of the University of Chicago, is now associate professor of econom- 
ics at Carnegie Institute of Technology. 

Howard T. Hovde has resigned as research fellow at Harvard Business School.- 

William J. Hudson has been appointed associate professor of transportation at the Univer- 
sity of Tennessee. 

Lawrence J. Hunt is an instructor in advertising at Ohio State University. 

Simeon Hutner, of Smith College, has been appointed instructor in economics at Princeton 
University. 

Pauline Jewett has been appointed instructor in political science at Queen’s University. 

James Kay is an instructor in economics at the University of Virginia. 

Joseph Keiper has been appointed instructor in economics, School of Commerce, Accounts, 
and Finance, New York University. 

Frank L. Kidner has been promoted Ho assistant professor to associate professor of eco- 
nomics at the University of California, Berkeley. 

Wylie Kilpatrick, who has been technical assistant to the chief statistician, Division of 
State and Local Governments of the Bureau of the Census, since 1940, has been appointed 
_ visiting professor of economics at Duke University. 

Herbert Klarman, formerly of the Department of Commerce, has been appointed assistant 
professor of economics at Brooklyn College. 

Lewis E. Knollmeyer is assistant professor of economics at the University of Vermont. 

Paul A. Kohler is assistant professor of economics at the University of Missouri. 

Walter Krause, of the University of Texas, has been appointed assistant professor of eco- 
nomics at Dartmouth College. 

Clifton H. Kreps, Jr., has resigned from Pomona College to become assistant professor of 
economics at Denison University. 

Juanita M. Kreps has accepted an appointment as assistant professor of economics at Deni- 
son University. 

Herbert R. Kroeker, recently with the Bureau of Labor Statistics in Kansas City, is a 
graduate assistant in the department of economics of the University of Nebraska. 

Herman Krooss has been appointed instructor in economics, School of Commerce, Accounts, 
and Finance, New York University. 4 

Ernest Kurnow is a junior assistant i in economics, School of Commerce, Accounts, and Fi- 
nance, New York University. 

David T. Lapkin has been appointed instructor in economics at the College of William and 
Mary. 

C. Leon Lapp, of Drake University, was visiting assistant professor of economics at the 
University of Missouri summer session. 
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Robert A. Laws has been appointed assistant professor of economics at the University of 
Tennessee. 

Eric W. Lawson, formerly of the Office of Price Administration, has joined the teaching 
staff of Syracuse University. 

Hyman Leibenstein has been appointed instructor in economics at Princeton University. 

Robert Lekachman is an instructor in economics at Barnard College. 

Wassily Leontief, of Harvard University, gave a series of lectures at the Salzburg Seminar, 
Germany, this past summer. 

John M. Letiche is lecturer in economics at the University of California, Berkeley. 

Marvin Levine is senior assistant in economics, School of Commerce, Accounts, and Finance, 
New York University. 

David Levinson has been appointed instructor in economics at the University of Wisconsin. 

Harold M. Levinson has been appointed instructor in economics at the University of Michi- 
gan. 

Edwin H. Lewis has joined the staff of the University of Minnesota as associate professor 
of marketing. 

Martin L. Lindahl, of Dartmouth College, served as visiting professor of economics in the 
summer session of the University of Michigan. 

Clement S. Logsdon has left the Department of Commerce to join the faculty of the Uni- 
versity of North Carolina as professor of marketing. 

Clarence D, Long has been promoted to professor of economics at Johns Hopkins Univer- 
sity. 

Charles W. Loomer, formerly of the Bureau of Agricultural Economics, has been appointed 
associate professor of agricultural economics at the University of Wisconsin. 

Reuel I. Lund has been promoted to assistant professor of accounting at the University 
of Minnesota. 

Friedrich A. Lutz, of Princeton University, has been promoted to full ER rank. 

Arthur E. Mace has been appointed assistant professor of economics at Duke University. 

Fritz Machlup has been appointed professor of political economy at Johns Hopkins Univer- 
sity. 

Theodore F. Marburg has been promoted to assistant professor of economics at Princeton 
University. 

Edward Marcus, recently a student at Kings College, Cambridge, England, has been ap-, 
pointed assistant in economics at Princeton University. 

Edward S. Mason has been appointed dean of the Littauer School of Public SA; 
Harvard University. 

Paul C. Mathis, of Carleton College, has joined the faculty of the School of Business of the 
University of South Dakota. 

John M. Mattila is a member of the staff of the department of economics at Indiana Uni- 
versity. ` 

H. H. Maynard, of Ohio State University, taught i in the summer session of the University 
of Denver. 

Paul W. McGann, of American University, was a visiting professor in the summer session 
of the University of California, Berkeley. 

Dan M. McGill has been appointed assistant professor of finance at the University of 
Tennessee. 

Archibald M. McIsaac, of Princeton University, has accepted an appointment as professor 
of economics at Syracuse University. 


S. Sterling McMillan has left Indiana University to become assistant professor of economics 
at Western Reserve University. 
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L. H. Merzbach has been appointed assistant professor of economics at Southwestern Uni- 
versity. 

James N. Morgan has been appointed assistant profer of economics at Brown Univer- 
sity. 

J. Theodore Morgan, lecturer in economics at Harvard University in 1946—47, has joined 
the faculty of the University of Wisconsin as associate professor of economics. 

Sanford A. Mosk has returned to the University of California, Berkeley, after having spent 
a year in Mexico as holder of a Guggenheim fellowship. 

Thomas J. Murray has been appointed instructor in economics at Dartmouth College. 

Carl L. Nelson has been promoted to associate professor of business organization at the 
University of Nebraska. 

Herman C. Nolen has resigned as professor of marketing at Ohio State University to be- 
come vice president and director of purchases of McKesson and Robbins, Inc, 

Frank E. Norton will join the staff of the department of economics of Stanford University 
as acting instructor in the autumn quarter. 

Robert W. Oliver, recently of the University of Southern California, has been appointed in- 
structor in economics at Princeton University, 

Robert Osborn, Jr. has been appointed assistant in economics at Princeton University. 

Melchior Palyi is returning to the University of Wisconsin as visiting professor of economics 
for the first semester of 1947-48. È 

Gardner Patterson has been appointed assistant professor of economics at the University of 
Michigan. 

Anton J. Penz has been promoted to PPN profesor of accounting in the College of 
Commerce of Louisiana State University. 

Bernard D. Perkins has been promoted ‘from instructor to assistant professor of accounting 
and economics in the School of Business of the University of South Dakota. 
_ Mark Perlman, of the University of Wisconsin, has been appointed instructor in economics 
at Princeton University. 

Louis B. Perry has been appointed iaeeetor’ in economics at Pomona College. 

William R. Peterson bas accepted en appointment as instructor in economics at Denison 
University. 

Clyde W. Phelps has been promoted from associate professor to professor of economics at 
the University of Southern California. 

E. Bryant Phillips has been appointed assistant professor of economics at the University 
of Southern California. at 

Mortin J. Plotnik, formerly of Marshall College, is head of the department of economics ‘at 
Blackburn College. 

Karl Polanyi has been appointed visiting professor of economics, Faculty of Political Sci- 
ence, Columbia University. 

W. EL Poole has been appointed professor of commerce at Queen’s University. 

Edward W. Proctor has resigned as instructor at Brown University. 

Albert J. Raebeck, recently of Columbia University, is now instructor in economics at 
Princeton University. 

Harold O. Rasmussen is instructor in economics at Lafayette College. 

Lloyd G, ‘Reynolds has been appointed professor of economics at Yale University. 

Franc M. Riciarrdi has been appointed instructor in commerce and economics at the Uni- 
versity of Vermont. 

N. Gilbert Riddle has been promoted to associate professor of finance at Ohio State Uni- 
versity. i Tay 

Roderick H. Riley, formerly director of research, Office of Price Administration, has joined 
the staff of the National Planning Association. 
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Alan Ritter, formerly of the Bureau of Labor Statistics, was a visiting protessor] in the 
summer session of the University of Wisconsin. 

George F. Rohrlich, of the Office of Intelligence Research, Department of State, has been 
appointed chief of the Economic Analysis Branch, Social Security and Insurance Division of 
SCAP in Tokyo. 

Eugene F. Rotwein, of Elmhurst College, i is joining the faculty of the University of Wis- 
consin as assistant professor of economics. 

Richard Ruggles, of Harvard University, has been appointed assistant professor of econom- 
ics at Yale University. 

Melvin D. Sargent has been appointed part-time instructor in economics at Brown Uni- 
versi 

Sei Schapiro is instructor in economics at Yale University. 

Elmer L. Schick, of North Texas State College, has been appointed graduate assistant 
in the department of business organization and management of the University of Nebraska. 

John D. Schirmer is a graduate assistant in the department of business research of the Uni- 
versity of Nebraska. 

Joe G. Schoggen has been appointed instructor in economics at the University of Kansas. 

Arthur Schweitzer, of the University of Wyoming, has joined the staff of the department of 

‘economics of Indiana University. 

G. T. Schwenning, managing ‘editor of the Southern Economic Journal, has been elected 
first vice president of the Southern Economic Association. 

Robert T. Segrest, assistant dean of the College of Business administration, University of 
Georgia, has been promoted to professor of economics. 

Clarence Senior has been named director of the Social Science Research Center of the 
University of Puerto Rico to succeed Rexford G. Tugwell, who is now director of the Institute 
of Planning of the University of Chicago. 

I. L. Sharfman, of the University of Michigan, has been appointed Henry Carter Adams 
university professor of economics. , 

Robert P. Shay is instructor in economics at the University of Virginia. 

Paul B. Simpson, of Cornell University, has been appointed acting assistant professor of 
economics at Stanford University. 

Clarence A. Slocum has been appointed professor of industrial management at the Univer- 
sity of ‘Tennessee, 

Harlan M. Smith is an instructor i in economics at Brown University. 

Paul Smith has resigned as instructor in economics at Denison University to take a posi- 
tion in the Operations Division of the Board of Governors of the Federal Reserve System. 

Spencer Smith, of the University of Tova, has been appointed assistant professor of statistics 
at the University of Kansas. 

Victor E. Smith, of Wellesley College, has accepted an appointment as assistant professor of 
economics at Brown University. 

Harold M. Somers, dean of the School of Business Administration of the University of Buf- 
falo, was a visiting professor in the summer session of the University of California, Berkeley. 

Richard E. Speagle has been appointed instructor in economics at Princeton University. 

Frederick F. Stephan has been appointed professor of social statistics in the department of 
economics at Princeton University. 

Howard F. Stettler, of the University of Illinois, has been appointed assistant professor of 
accounting at the University of Kansas. ._ 

W. H. S. Stevens, director of the Bureau of Transport Economics and Statistics of the Inter- 
state Commerce Commission, was awarded the honorary degree of Doctor of Social Science by 

Colby College in June. 
' Marilyn M. Stewart is a graduate assistant in the department of economics of the College 
of Business Administration of the University of Nebraska. 
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Frank T. Stockton has transferred from the position of dean of the School of Business to 
. dean of University Extension at the University of Kansas. 

Marvel M. Stockwell, of the University of California at Los Angeles, was a visiting profes- 
sor in the summer session at Berkeley. 

Edmund C. Stone, former vice preaident and general manager of the Duquesne Light Com- 
pany, has joined the faculty of:the School of Business Administration of the University of 
Pittsburgh as professor of public utilities. 

Paul Studenski, professor of economics at New York University, has been named fiscal con- 
sultant to the New York State Commission to Study the Need for a State University. 

Daniel B. Suits has been appointed instructor in economics at the University of Michigan. 

Horace ‘Townsend, Jr. is associate professor of transportation at the University of Tennes- 
see. 

Truman G. Tracy, of the University of Dlinois, has been appointed assistant professor of 
economics at the University of Missouri. 

Orba F. Traylor, of the University of Denver, has joined the staff of the University of Mis- 
souri as assistant professor of economics and business. 

C. O. Van Dyke was visiting professor of economics at the University of Missouri summer 
session. 

Vern H. Vincent has been appointed associate professor of accounting at the University 
of Tennessee. 

Louis C. Wagner, formerly head of the department of commerce at the University of Mani- 
toba, has been appointed associate professor of marketing in the College of Economics and 
Business, University of Washington. 

Geotge A. Wagoner has been appointed associate professor of office administration at the 
University of Tennessee. 

Donald H. Wallace has been appointed professor of economics and director of the Graduate 
Program in the School of Public and International Affairs at Princeton University. He will 
also be consultant to the Council of Economic Advisers on the staff of which he has served 
since November, 1946 after several years in the Office of Price Administration and its predeces- 
gor agencies. 

John T. Walter, formerly of Wilmington College, has vas the faculty of the University 
of Pittsburgh as an instructor in finance. 

Lloyd C. Wampler has been appointed instructor in fathead law at the University of Kan- 
sas. 

Aaron W. Warner has been appointed lecturer, in charge of economics, School of General 
Studies, Columbia University. 

Myron W. Watkins has resigned as professor of economics, New York University, and is now 
engaged in research at Twentieth Century Fund. 
` George Weber has been appointed instructor in economics at Princeton University. 

Weldon Welfling, of Duke University, has joined the faculty of Simmons College as profeasor 
of economics, 

Harvey Wexler has been appointed junior assistant in economics, School of Commerce, Ac- 
counts, and Finance, New York University. 

John T. Wheeler has been appointed assistant professor of economics at the University of 
Minnesota. i 

R. H. Wherry has resigned as associate professor of economics and business administra- 
tion at West Virginia University to accept an appointment at Pennsylvania State College. 

Forrest White was an instructor in business administration at the summer session of Louisi- 
ana State University. 

Francis Wilder, who has been visiting professor of economics at Duke University, has been 
appointed assistant professor of economics at Lafayette College. 

J. W. Wiley has been promoted to an assistant professorship at Purdue University. 
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Charles A. Williams, formerly of the University of Pennsylvania, is an instructor in trans- 
portation in the School of Business Administration, University of Pittsburgh. 

Elgin Williams has been appointed assistant professor of economics in the College of Eco- 
_ nomics and Business at the University of Washington. 

John H. Williams has resigned as dean of the Littauer School of Public Administration, 
Harvard University. 

William V. Wilmot has been appointed instructor in economics at the University of Wis- 
consin. 

Carl C. Wilson has been appointed graduate assistant in the Department of Business Re- 
search in the College of Business Administration of the University of Nebraska. 

John Wingate, of the City College of New York, taught graduate courses in retailing at the 
gummer session of Ohio State University. 

Fred Witney, of the University of Illinois, has joined the staff of the department of econom- 
ics of Indiana University, í 

Rufus Wixon has resigned as assistant professor of economics at the University of Michi- ' 
gan to accept a position at the University of Buffalo as professor of accounting and chairman 
of the department of accounting in the School of Business Administration. 

Donald T. Wood, of the National Bureau of Economic Research, has been appointed in- 
structor in economics at Dartmouth College. 

David McC. Wright, professor of economics at the University of Virginia, was a visiting 
professor in the summer session of the University of California, Berkeley. 

H. Edwin Young, of the University of Maine, has been appointed instructor in economics 
at the University of Wisconsin. 


FORTY-FOURTH LIST OF DOCTORAL DISSERTATIONS IN 
POLITICAL ECONOMY IN PROGRESS IN AMERICAN 
UNIVERSITIES AND COLLEGES 


The first list of this kind was dated January 1, 1904, and was sent to all members, but not 
regularly bound in the publications. A notatien as to the earlier lists, extending from 1905 to 
1927, may be found i in the Review for September, 1927, page 574. Annual lists thereafter are to 
be found i in the September number of the Review for each year, ‘ 

, The present list specifies doctoral degrees conferred, doctoral dissertations completed and 
accepted by the various universities, and the theses stilli in preparation. The last date given ia 
the probable date of completion. In cases where the publishers of completed dissertations were 
given, this information has been reported. 

The list represents the status of the several theses on ‘June 15, 1947, except for a few items 
later reported as completed or published. - 


Economic Theory; General Works 


Degrees Conferred 


ARTHUR Herter Lercs, Ph.D., Chicago, 1946. Studies in the theory of capital and interet 
before 1870. 

James W. Lonciey, Ph.D., Harvard, 1947. The economic system of Simonde de Sismondi, 

James Newron Morean, Ph.D., Harvard, 1947. The elimination of gains and lośses resulting 
from the operations of governments: a theoretical and empirical study in welfare economics. 

Merryn Warren REDER, Ph.D., Columbia, 1946. The theory of welfare economics. (Pub- 

. lished as No. 534, Columbia Studies in History, Economics, and Public Law.) 

Henc-Kano Sane, Ph.D., Harvard, 1947, The mechanism of capital formation. 

* Bernice SHout, Ph.D., Harvard, 1947. The Marxian theory of capitalist breakdown. 

ALVA MORRIS TUTTLE, Ph.D., Ohio State, 1947. The marginal productivity theory of dis- 
tribution and the Cobb-Douglas function. 

HERBERT BALLANTINE WoorLey, Ph.D., Harvard, 1947. Theory of administered price: Part 
T: change in consumer good prices. 


Thesis Completed and Accepted 


Moraer Jeannette Kmart; R.S.C.J., B.A., Barat, 1937; M.A., Marquette, 1942. The 
economic doctrines of John Gray (1799-1850). Catholic. 


Theses in Preparation 


KATHARINE ALLEY Bryer, B.A., Vassar, 1944. The economics of multiple products. 1948. 
Columbia. 

Josxpa Cropszy, B.A., Columbia, 1939; M.A., 1941. The concept of economic expansion. 
1948. Columbia. 

Ricuarp M. Davis, B.A., Colgate, 1936. Some aspects of profits theory. 1948. Cornell. 

Harorp S. Diamonn, B.S., College of City of New York, 1937; M.A., Columbia, 1939, 
Studies in innovation theory. 1948. Colwnbia. i 

Josera Francis Frusacuer, B.A., La Salle, 1935; M.A., Temple, 1938. The concept of 
ethics in the history of economics. 1947. Temple. 

ARTHUR FREEDMAN, B.A., Toledo, 1938; M.A., Cincinnati, 1939, Current issues in the theory 
of interest, 1947, Pennsylvanias. 

James BERnarp Gres, B.B.A., Texas, 1936; M.A., 1937. Influence of wage costs upon rates 
of technological progress. 1949. Columbia. 

WENDELL Dzapy Hance, B.S., Northwestern, 1935; M.A, Harvard, 1942. Price and wage 
behavior and employment theory. 1947. Harvard. 

W. LAWRENCE HEBBARD, B.S., Northern State Teachers, Michigan, 1934; M.A., Michigan, 
1935. A suggested restatement of the postulates of the price theory of economics. 1948. 
Michigan. 
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Writam CLarence Hoop, B.A., Mount Allison, 1941; M.A., Toronto, 1943. Some problems 
in the theory of employment in an open economy. 1948. Toronto. 

Yinc Hsu, B.A., Peking, 1939. The theory of industrial development in economically unde- 
veloped countries. 1947. Michigan. 

CARL KAYSEN, B.A., Pennsylvania, 1940; M.A., Harvard, 1947. Analysis of expectations and 
future prices in some commodity markets. 1947. Harvard. 

Ieva B. Kravis, B.S., Pennsylvania, 1938; M.A., 1939. The theory of varying returns. 
1947, Pennsylvania. 

Artuur E. Mace, Jr., B.A., Amherst, 1938. Economics of wage differentials. 1947. Chicago. 

ALBERT RAYMOND Mirirr, JR., B.A., George Washington, 1940; M.A., 1941; M.A., Harvard, 
1946. Classical theory of capital formation. 1948. Harvard. 

L. M. Morrison, B.Litt., Pulitzer; M.A., British Columbia. Studies in the literature of 
political economy 1750-1850, 1948. Toronto. 

Ricwarp E. Mutcany, B.A., Gonzaga, 1939; M.A., 1940. The economic theories of Heinrich 

` Pesch. 1949. California. 

Austin Murray, M.A., Fordham, 1940. The concept of progress in contemporary economics. 
1948, Fordham. 

Don Patuvxmy, B.A., Chicago, 1943; M.A., 1945. On the consistency of economic models: a 
theory of involuntary unemployment. 1947, Chicago. 

CLARENCE Epwarp Parsrook, B.A., Chicago, 1936. The policy implications of the theo- 
retical controversy over the effects of rigid wages. 1947. Chicago. 

M. Wourren Ports, B.S., State Teachers, Shippenburg, 1941; M.Ed., Temple, 1944, Business 
and economics: their relationship at the collegiate level. 1947. Chicago. 

GALEN B. Price, B.S., Arkansas, 1938; M.S., 1939. A restatement of the theory of price 
measurement. 1948. American. 

ALAN LOCKHART RITTER, B.A., De Pauw, 1935. The application of the theory of imperfect 
competition to the determination of wages: with a statistical analysis of wage differentials. 
1948, Wisconsin. 

Evcrne Rorwer, B.A., M.A., Wisconsin, 1939, The political economy and economic 
philosophy of David Hume. 1947. Chicago. 

Wrutram EARL Scaenx. Technology and economic progress. 1948. IHinois. 

GEORGE SCHULLER, B.S., New York, 1931; M.A., 1934. Bargaining power and its effects on 
prices and income. 1948. Columbia. ` 

Irvine EL Srecen, B.S., College of City of New York, 1934; M.A., New York, 1935. The 
measurement of production and related concepts. 1948. Columbia. 

ALLEN M. Sievers, B.A., Chicago, 1939; M.A., Columbia, 1941. A critique of the anti- 
capitalist thesis of Karl Polanyi. 1949. Columbia. 

PAUL Smarson, B.A., Reed, 1936. Monetary implications of classical economics. 1947. Cornell. 

Rares CLINTON Woon, B.A. , Wesleyan, 1934; M.A., 1935. National economic development 
- and the theory of international specialization. Columbia. 


Economic History 


Degrees Conferred 


James Haroro Easrersy, Ph.D., Chicago, 1945. The South Carolina rice plantation. 

Josera Lyman Fisner, Ph.D., Harvard, 1947. The development of our Arctic frontier. . 

ABRAHAM Lours Grriow, Ph.D., Columbia, 1947. Stone age economics of the Mount Hager 
tribes. (To be published as Monog. No. 12 of the American Ethnological Society series.) ` 

MELVIN Dow KeEnnepy, Ph.D., Chicago, 1947, The suppression of the African slave trade 
to the French colonies and its aftermath, 181448, 

Erse Mar Lewis, Ph.D., Chicago, 1946. From nationalism to disunion: a study i in the 
secession movement in Arkansas, 1850—61. 

Gare WuoLrram McGer, Ph.D., Chicago, 1947. The founding fathers and entangling alliances. 

Wurms Harvey Marnt, Ph.D., Chicago, 1946. The German socialists and the foreign policy 
of the Reich, 1917-22. 

PETER JOSEPH PAUL, Ph.D., Chicago, 1947. The social philosophy of Charles Carroll of Car- 
rollton. 
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Davin Gray Poston, Ph.D., Chicago, 1946. The city of Soochow (585 B.C.~1912 A.D.) as 
portrayed in the Wu-Hsien Chronicles. 

Harry Ronert Stevens, Ph.D., Chicago, 1946. The old Northwest of the middle period in 
American historical writing from 1865 to 1944. 


Theses in Preparation 


Aaron Morry Boom, B.A., Nebraska, 1940; M.A., 1941. The development of sectional 
attitudes in Wisconsin, 1820—40. 1947. Chicago. 

Davip Braprorp, B.A., Michigan, 1930; M.A., 1931. The development of sectional attitudes 
in Ohio, 1945-1860. 1947, Chicago. 

WILIAM D. CLARK, B.A., Oxford, 1938. The political thought of the Anglican clergy, 1642- 
1660, 1947. Chicago. 

ELEANOR Goprrey, B.A., Smith, 1935; M.A., Chicago, 1936. Government regulation of in- 
dustry in the reign of James Ias illustrated by the monopolies. 1947. Chicago. 

H. L. Hrromens, B.A., Chicago, 1935; M.A., 1936. The United States and the Isthmian 
routes, 1823-1878, 1947. Chicago. 

FRANCES CORNWALL Horner, B.A., Middlebury, 1940; M.A., Columbia, 1943. Business 
history of the Farr Alpaca Co. , Holyoke, Massachusetts. 1949. Columbia. 

Bernard G. Marrson, B.A., Oberlin, 1922. Radicalism in the United States, 1787-1800. 
1947. Chicago. 

Howard A. Merrrrt, B.A, Northland, 1933; M.A., Wisconsin, 1937. Agrarian attitudes 
toward the’ Chicago Board of Trade, 1870-1925. 1947, Chicago. 
MARTHA C. Mrrcwern, B.A., Alabama, 1943; M.A., Chicago, 1944. A history of Birmingham, 

` Alabama. 1947. Chicago. ; 

Howard Vernon, B.A., Chicago, 1937; M.A., 1940. The effect of the French Revolution on 
lower Canada, 1947. Chicago. 

Excon Wuaus, B.A., Texas, 1942; M.A., 1944. An economic interpretation of the annexa- 
tion of Texas. 1948. Columbia. 


National Economies 


Degrees Conferred 


WALTER ABRAHAM, Ph.D., Yale, 1947. A theory of Indian economic development. 

WILIAM CHARLES CHAMBERLIN, Ph.D., Columbia, 1946. Iceland in World War II. (Published 
as No, 531, Columbia Studies in History, Economics and Public Law.) 

SAMUEL Lurrk, Ph.D., Columbia, 1946, Private investment in a controlled economy: Germany 
1933-1939. (Columbia University Press.) 
Jack Beaumont Prerrrer, Ph.D., Chicago, 1947. The development of manufacturing in- 

’ dustry in Chile, 1820-1940, 

Coy Hoyt Price, Ph.D., Virginia, 1947. A study in the economic control of Germany. 


Theses in Preparation 


Doucras, S. Brown, B.A., Michigan, 1939; M.A., 1940. The administration of British colonial 
policy in the Hlinois country 1763-1772. 1949. "Michigan. 

Nen Burer Dunzap, B.A., Alabama, 1941, Expansion of the Soviet-Asian economic frontier. 
1947. Chicago. 

Epwarp Marz, Dipl. Bus. Adm., Vienna, 1933; Dipl. Pol. Econ., 1937; M.A., Harvard, 1943, 
From monarchy to republic: an economic analysis of the early years of the Austrian Re- 
public. 1947, Harvard. 

Joun Earr Oaxes, B.A., Fisk, 1928. A recent economic history of the Philippines. 1947. 
Chicago. 

Leona S. Trorra, B.A., New York, 1931; M.A., Columbia, 1935. The labor situation in 
Italy at the close of the First World War and "how it paved the way for fascism. 1948, 
Columbia. 

Maorice Torta, B.S., Fordham, 1930; LL.B., Fordham Law School, 1932; M.A., Colum- 
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bia, 1932. The relationship between the labor situation and political events in Italy after 
World War II. 1948. Columbia. 

Norman McQueen Warp, B.A., McMaster, 1941; M.A., Toronto, 1943. Development of 
government activity in Nova Scotia. 1948. Toronto. 


Economic Systems; Postwar Planning 


Theses in Preparation 


Renzo Branca, B.A., Chicago, 1936; M.A., 1938. Guild proposals for economic organization. 
1947. Chicago. 

Henry Horpsm Ware, B.A., Pomona, 1932; M.A., Columbia, 1939. The Soviet consumer: 
a theoretical approach to the problem of consumer satisfaction under the Soviet set-up. 
1948. Columbia. 


Statistical Methods; Econometrics; Economic 
Mathematics; Accounting 


Degrees Conferred 


WILLIAM JOSEPH Viens, Ph.D., Chicago, 1946. The fund theory of accounting and its 
implications for financial reports. (Journal of Business, University of Chicago, Studies 
in Business Administration, July, 1947.) 

Jonny Tuomas WHEELER, Ph.D., Massachusetts Institute of Technology, 1947. Use of cost 
accounting by economists. 

Rurus Wrxon, Ph.D., Michigan, 1945. Accounting for corporate capital. 


á Theses Completed and Accepted 


Dumas Leon McCreary, C.S.V., B.S., St. Viator, 1935; M.A., Catholic, 1945. Uniform 
accounting systems for parishes. "1947, ‘Catholic. ; 

Lzo ROSENBLUM, B.S., Columbia, 1926; M.S., 1927. Adjustment of insurance loss claims on 
merchandise: accounting problem and procedure. 1947. Columbia. ` 


Theses in Preparation 


Norman S. Cannon, B.S., Utah, 1938; M.S., Columbia, 1939. Accounting facts for collective 
bargaining. 1948. Columbia. 

Tuomas GREGORY CHARTERS, B.A., Manhattan, 1927; M.A., Canisius, 1929. Financial 
statements. 1949. Columbia. 

Wir1iaM HERBERT Caps, B.A., Morningside, 1927; M.A., Michigan, 1935. Consolidated _ 

_ financial statements. 1947. Columbia. 
Hans R. Fapum, M.A., Yale, 1945. Inventory: valuation and economic implications. 1948. 
Yale. 

GEORGE B. Garvy, Licence és-letires, Paris, 1937. The use of debits and clearing statistics in 
economic analysis. 1948. Columbia. 

LEE GLOVER, B.S., Alabama; 1922; B.A., 1922; M.A., Chicago, 1928. Fixed and variable costs 
and their application in cost analysis. 1948. Colsmbia. 
Henry AUGUST KRIEBEL, B.S., Lehigh, 1932; M.A., 1937. Special purpose financial state- 
ments. 1949. Columbia. Ea 
DantEx Liesry, B.A., Columbia, 1931; M.S., 1934. A reexamination of accounting principles. 
1949. Columbia. 

Prosona C. Mirrra, B.S., 1940; M.A. , Columbia, 1946. Studies in the theory, measurement, 
and comparisons of cost of living index numbers. 1948. Columbia. 

’C. RoLLanD Niswoncer, B.S., Miami, 1929; M.S., Ilinois, 1931. Accounting for surplus 
reserves. 1948. Ohio State. 

WAsamGTON Syce, B.S.C., Santo Tomás (Manila), 1939; M.S.C., 1940. The formulation of 
accounting principles. 1949. Columbia. 

Epcar Francis TABER, Je., B.A., Amherst, 1938; M.A., ‘Columbia, 1940, Statistical cost 
curve for a power laundry. 1948. ‘Columbia, 
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WENDELL Prccorr TRUMBULL, B.S., Ilinois, 1937; M.A., Michigan, 1941, A study of recent 
cost accounting problems as related to principles of cost analysis. 1948. Michigan. 


National Income and Product; Income Distribution; 
Consumption Statistics 


Degrees Conferred 


GEORGE Mervyn Kremer, Ph.D., Wisconsin, 1947. Income and employment in the Fifth 
Federal Reserve District, 1930-1944. 
JaMEs Ton, Ph.D., Harvard, 1947. A theoretical and statistical analysis of consumer 
saving. 
Theses in Preparation 


WENDELL M. Apamson, B.A., Indiana, 1928; M.A., 1937. The measurement of income in 
small geographic areas. 1948. Columbia. ; 

JANET AUSTRIAN, B.A., Bennington, 1939. An analysis of consumer income and expenditure 
by age groups, 1935-36. 1948. Columbia. 

CHARLES E. Brapury, B.S., James Millikin, 1942; M.S., Illinois, 1945. Statistical analysis 
and measurement of demand. 1947, IHsnois. 

Grorcz F. Daner, B.A., California, 1936; M.A., Columbia, 1941. Consumers’ savings in 
the United States, 1949. Columbia. 

Tuomas A, Kerry, B.A. and M.A., Vanderbilt. Employment and wage changes in the 
Southeast, 1939 to 1945, 1948. Vanderbilt, 

Danie, Bursrce Sorts, B.A., Michigan, 1940; M.A., 1941. Capital formation and its 
relation to productivity and employment i in selected industries, 1919-1939, 1948. Michigan. 


Business Cycles and Fluctuations 


Degrees Conferred 


Evsry Domar, Ph.D., Harvard, 1947. Essays in economics of expansion. 

FREDERICK ALFRED EKEBLAD, Ph. D., Northwestern, 1947. Garena lending to railroads 
in the decade of the 1930's. 

James Hsc Lorre, Ph.D., 1947, Causes of annual fluctuations i in the production of live- 

stock and livestock products. 

Leonard Henry Ratt, Ph.D., Wisconsin, 1947. A critical analysis of the population aspects 
of the secular stagnation thesis, 

Pavt Wrers, Ph.D., Michigan, 1947. Theories of the business cycle and international trade, 


Thesis Completed and Accepted 


Smonzy D. MERLIN, B.A., Chicago, 1937; M.A., 1939. The theory of fluctuations i in modern 
economic thought. 1947, Columbia, 


Theses in Preparation 


Quincy Apams, B.A., New York, 1941; M.A., American, 1945. Business mortality in the 
United States. 1949, Columbis. 

KENNETH J. Arrow, B.S., College of City of New York, 1940; M.A., Columbia, 1941. Meas- 
urement of economic stability, 1948: Columbia. 

ABTHUR GARWOOD ÀSHBROOK, JR., B.S., Haverford, 1941. A federal wage-price policy for a 
full employment economy. 1947. Massachusetts Institute of Technology. 

ARTHUR GLEN AuBLE, B.A., Hastings, 1938; M.A., Nebraska, 1940; M.A., Harvard, 1942. 
The depression of 1873. 1947, Harvard. 

Mazzvin Davip Brocrig, B.A., California, 1942; M.A., 1944. The recovery of 1934-37 and 
the recession of 1937-38. 1947. California. i 

Ricwarp V. CLEMENCE, Ph.B., Brown, 1934; M.A., 1936; MLA., Harvard, 1940. The theory 
of economic maturity. 1947. Harvard. 
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GENE Lrovp Erion, B.A., Doane, 1939; M.A., Wisconsin, 1940. The probable effects of the 
future use of the Federal debt in cycle policy. ‘1948. Wisconsin. 

Renprcs T. Fers, B.A., Harvard, 1939; M.A., Columbia, 1940. History of American business 
cycles, 1865-1939. 1948, Harvard. 

Wuru Hasovires, B.Com., McGill, 1943; M.P.A., Harvard, 1945; M.A., 1946. Wages in 
the business cycle. 1948. Harvard. 

Raru E. Horsen, B.A., Dartmouth, 1939; M.A., Columbia, 1940. Swedish economic policy 
and economic stability. 1948. Columbia. 

Lronm Hurwicz, LL.M., Warsaw, 1938. Basic postulates of the theory of economic fluctua- 
ations and their relation to empirical evidence. 1947. Chicago. 

Frances Hores Leacy, B.A., British Columbia, 1941. Price behaviour in Canadian business 
cycles, 1949, Columbia. 

PauL Winston McCracken, B.A., William Penn, 1937; M.A., Harvard, 1942. Cyclical im- 
plications of liquid asset function. 1947. Harvard. : 

ALEXANDER Norman McLeop, B.A., Queens, 1933; Honor B.A., 1940; M-P.A., Harvard, 
1946. Full employment in an open economy. 1947. Harvard. 

Martin Master, B.S., Temple, 1939; M.A., Pennsylvania, 1942. Stabilization of employment 
in automobile industry: a study of the problem of reducing seasonal fluctuations in em- 
ployment. 1948. Pennsylvania. 

ALFRED C. Ostrum, B.A., Pennsylvania, 1930; M.A., 1946. The theory of under-consumption. 
1947. Pennsylvania. 

SHou-SHan Pu, B.A, Michigan, 1943; M.A., Harvard, 1944. Technological progress and 
employment. 1947. Harvard. 

Kenner D. Roose, M.A., Yale, 1943. Recession of 1937-39. 1948. ‘Yate. 

Wama G. Sirs, B.A, British Columbia, 1944. The specific cycle approach in business 
cycle analysis. 1948. California. 

Davin G. TYNDALL, B.Com., Toronto, 1940; M.A., 1941. The interest rate and secular un- 
employment. 1948. California. 


Public Finance; Fiscal Policy; Taxation 


Degrees Conferred 


Rosemary Witzy Braptey, Ph.D., Radcliffe, 1947. The public debt of Mexico. 

Ropert Mrs Crark, Ph.D., Harvard, 1946. Some aspects of the development of the per-. 
sonal income tax in the provinces and municipalities of Canada up to 1930. 

ARTHUR Lee CUNKLE, Ph.D., Virginia. The impact of World War IT on state finances. 

Lucie Derricn, Ph.D., Chicago, 1946, Exemption of security interest from income taxes 
in the United States, an economic and statistical analysis. (Journal of Business, Uni- 
versity of Chicago, Studies in Business Administration, October, 1946.) 

Grover Wurm Enstky, Ph.D., New York, 1947. The nation’s budget and the federal 
government’s budget. 

RICHARD BENJAMIN GoopE, Ph.D. » Wisconsin, 1947. An economic analysis of the federal cor- 
poration income tax. 

Garret Hause, Ph.D., Harvard, 1 Banking aspects of treasury borrowing in World 
War IZ. 

Byron Lrypserc Jounnson, Ph.D., Wisconsin; 1947. The principle of equalization applied to 
the allocation of grants-in-aid. 

Ranpaty T. Kreme, Ph.D., Iowa State, 1947. The graduated land tax. 

Wium Donatp Knicut, Ph.D., Michigan, 1947. Subsidization of industry in forty selected 
cities of Wisconsin, 1930-46. 

Norman H. LEONARD, Je., Ph.D., Yale, 1947. Public debt management. ‘ 

Rex J. Mormann, Ph. D. , Chicago, 1946. Bonded indebtedness of local governments in 
Tilinois, 1927-40. 

Ropert A Rennie, Ph.D., Harvard, 1947, Federal-provincial aspects of Argentine fiscal 
policy. 

Woran E. Scuenx, Ph.D., Illinois, 1947. Technology, capital and government fiscal policy. 

Micwarn Scarr, Ph.D., New York, 1947: State business taxation. 
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Rates Ira Taayveg, Ph.D., Stanford, 1947. A comparative study of the tax system of the 
state of Washington. 

ALICE JOHN VANDERMEULEN, Ph.D., Radcliffe, 1947. A case history in New England town 
finance. 

WIIIIAM SPENCER Vickrey, Ph.D., Columbia, 1947. Agenda for progressive taxation. 


Theses Completed and Accepted 


J. Warrney Hanxs, B.A., Utah, 1939. Interrelationships of state and municipal financing in 
Utah. 1947. Indiana. 

GEORGE E. Lent, B.A., Rensselaer Polytechnic Institute, 1934; M.B.A., 1935. The impact of 
the undistributed profits tax. 1947. Columbia. i 


Theses in Preparation 


LoweLL DeWrrr Asuay, B.A., Hastings, 1936; M.A., Nebraska, 1938. The development of 

the national economic budget. 1947. Wisconsin. 

GERARD M. Brannon, B.A., Georgetown, 1943; M.A., 1944. Uncertainty in fiscal policy 

planning. 1947. Harvard. 

C. N. Brennan, B.Com., British Columbia, 1933; M.S., Columbia, 1939, Taxation of cor- 

porate income in the British Empire. 1949, Columbia. 

Jacos COHEN, B.A., Manitoba, 1940; M.A., Cincinnati, 1941. Governmental techniques of 

interest saving on the public debt. 1947. Chicago. 

CLARENCE Cotton Dawson, B.S., Kentucky, 1927; M.A., G. Peabody College for Teachers, 

1931. History of tax administration i in Kentucky since 1850. 1948. Kentucky. 

. CHARLES Henry DorTtON, B.A., Yale, 1934; M.A., Michigan, 1936. The federal budget as an 
economizing instrumentality—a study of techniques in budgeting recently advocated for 
full employment fiscal policy. 1947. Harvard. 

Rosert DeWrrr Erorr, B.A., Chicago, 1942; M.A., 1943. Taxation of corporate invest- 
ment income. 1949, Columbia. 

. J. S. Frown, B.S., Florida, 1943; M.A., North Carolina, 1944. A fiscal policy for the south- 
eastern states. 1948, North Carolina. 

Jonn Austin Gronovski, B.A., Wisconsin, 1942. United States government bonds. 1948. 
Wisconsin. 

Error Rora Harris, B.A., Mt. Holyoke, 1944; M.A., Radcliffe, 1945. The influence of the 
national debt on the rate of interest, 1947. Harvard. 

Wrrrax{ F. HELLMOTE, B.A., Yale, 1940. National debt management in the United Kingdom. 
1948. Yale. ~ 

Harry Percy BELL Jenxins, B.A., Acadia, 1927; M.A., Chicago, 1947. Deficient public 
services in Nova Scotia, 1947. Chicago. 

Renzi Wrrson Jennines, B.S.C., Iowa, 1927; M.A., Kentucky, 1928. The taxation of thor- 
oughbred racing and pari-mutuel betting in the United States. 1948. Kentucky. 

CARL P. N. Jensen, B.S., California, 1934; M.A., Columbia, 1946. The administration of the 
federal income tax. 1949. Columbia. 

James Ruporr Kay, B.A., Birmingham-Southern, 1938. Fiscal and monetary policy in the 
war period, 1948. Virgima. 

Leonard Kenr, B.S., Georgia Teachers, 1935; M.B.A., Chicago, 1940. Effects of death taxes 
on the pattern of investment. 1947. Chicago. 

Lawrence BRUMFIELD Myers, B.S., Temple, 1945; M.A., Wisconsin, 1947. Public finance in 
Sweden. 1949. Wisconsin. G 

DowaLp WILLIAM O'CONNELL, B.A., Columbia, 1937; M.A., 1938. The impact of the federal 
fiscal program on the banking system. 1948. Columbia. 

LzRoy L. Quans, B.A., Illinois Wesleyan, 1932; M.A., Ilinois, 1936; B.S., 1939. Financial 
support of public libraries in Illinois. 1948. [énots. 

Epwarp W. ReEeEp, B.Ed., Southern Illinois Normal, 1936; M.A., Ilinois, 1937. Federal- 
state tax relations. 1947. IHinots. 

Gorpon J. E. STEINER, M.S., Columbia, 1940. An analysis of federal disbursement procedures, 
1948. Fordham, 
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Truman G. Tracy, B.A., Ilinois, 1939; M.A., Virginia, 1940. Valuation of Hlinois oil property 
for property tax assessment. 1947. Ilinois. . 

OrBA F. Traytor, B.A., Western Teachers, Kentucky, 1930; M.A., Kentucky, 1932. State 
distilled spirits taxation with special reference to Kentucky. 1948. Kentucky. 

Eart K. Turner, B.A., Berea, 1931; M.A., Kentucky, 1937. An assessore’ manual for 
Kentucky. 1947. Kentucky. 

Rote A. Wert, B.A., Chicago, 1942; M.A., 1945. Federal aid to achieve state-local co- 
operation in a counter-cyclica] fiscal policy. 1947, Chicago. 

J. Freperice Weston, M.B.A., Chicago, 1942. The meaning and measurement of excess" 
profits. 1947. Chicago. 

Mexvin I. Ware, B.A., Cincinnati, 1943. Counter-cyclical potentialities of the federal in- 
come tax. 1948, Columbia. 


Money and Banking; Short-Term Credit 


Degrees Conferred 


Josxpn A. KepsHaw, Ph.D., Columbia, 1947, A history of ration banking. a 

Waiau Lopon McPerses, Ph.D., Harvard, 1947. Credit in southern agriculture. 

Wrsur T. Meer, Ph.D., Columbia, 1947. A monetary history of colonial Mexico. 

HerBERT Vicror Procenow, Ph.D., Northwestern, 1947. Term loans in practice and their 
place in banking theory. 

SpHou-Has Pu, Ph.D., Harvard, 1947, Banking reform in China. 


Thesis Completed and Accepted 


Sister Mary ALEXONE Bgarty, S.S.J., B.A., Boston, 1939; M.A., Catholic, 1942. Bank fail- 
ures in the District of Columbia, 1900-1945. Catholic. 


Theses in Preparation 


Warm O. ANDERSON, B.S., Ohio State, 1938; M.A., 1941. An analysis of bank deposits. 
1948. Okio State. 

DANELL K. ANDREWS, B.A., Wisconsin, 1935; M.A., 1942, Commercial banking and the public 
debt. 1948. Okio State, 

GEORGE ARCHIBALD BisHop, B.A., New Brunswick, 1941; M.A., Toronto, 1946. Studies in 
the treasury control and banking policy with special reference to Canada. 1948. Toronto. 
WILLIAM'CASTLE BRADFORD, B.S., Syracuse, 1942; M.A., 1944; M.A., Harvard, 1946. Secular 

_ trends in the velocity of money. "1947. Hareard. 

ARTHUR BRICKNER, M.S., Columbia, 1941. Monetary controls. 1947. Columbia. 

C. K. Caow, B.A., Ohio Wesleyan, 1941; M.B.A., Ohio State, 1943. Factors determining the 
monetary unit. 1948, Okio State. 

Hsm-Min Cuow, B.A., National Tsing Hua (China), 1936; M.S., Columbia, 1945. China’s 
monetary reforms, 1929-1948, 1949. Columbia. 

James S. Cross, B. A, Pennsylvania State, 1940; M.B.A., Ohio State, 1942. The mercantile 
credit structure and its function as purchasing power. 1947. Okio State. 

Jamzs M. Dawson, B.A., Wooster, 1939; M.B.A., Pennsylvania, 1940. Causes and effects of 
the decline in interest rates, 1920-1945. 1948. Pennsylvania, 

Howard S. Dyg, B.A., Cornell, 1941; M.A., 1942. Federal banking legislation of the 1930’s, 
its consequences and related issues. 1948, Cornell. 

Winrsrop E. Everert, B.S., Franklin and Marshall, 1927; M.A., Chicago, 1932. Bank 
earnings, behavior and significance. 1948. Pennsyluania. 

Donar A. Fercusson, B.A., Dalhousie, 1932; M.B.A., Chicago, 1945. A reconsideration of 
the functions and organization of the Federal Reserve System. 1948. Chicago. ` 

Bourron H. GILDERSLEEVE, B.S., Iowa, 1926; M.B.A., New York, 1933. Problems involved ir in 
the financing of commercial banks, 1948. Ohio State. 

ALBERT EvckNe Gorpon, C-PP.S., B.A., St. Charles Seminary, 1935; M.A.; Catholic, 
1945, Historical development of the weekly Federal Reserve statement and its interpreta- 
tion. 1948, Catholic. 


780 THE AMERICAN ECONOMIC REVIEW 


ArTHUR Kemp, B.S., Buffalo, 1939; M.B.A., Northwestern, 1940. Legal concepts of money. 
1948, New York. 

Avram Kissexcorr, Licence en Droit, Toulouse, 1929; Diplémé'de l’Institut de Statistique, 
Paris, 1938. Demand for instalment sales credit, 1948. Columbia. 

Wi11aM E. Koener, B.A., North Dakota Teachers, 1934; M.B., North Dakota, 1938, 
A study of bank failures in North Dakota, 1920-35. 1948. Okto Siste. 

Joas MavurniN Lesesne, B.A., 1919; South Carolina, 1932. The bank of the state of Soule 
Carolina, 1812-1865. 1947, South Carolina. 

Jons Pree Lurz, B.A., Amherst, 1936; MBA, Pennsylvania, 1938. Some problems of com- 
mercial bank reserves. 1948. Pennsylvania. 

Russert Crarc:'Mclvor, B.A., Western Ontario, 1937; M.A., Chicago, 1939. Monetary ex- 
pansion in Canadian war fnance, 1939-1945. 1947. Chécago. 

Gorpon W. McKintey, B.A., McMaster, 1938; M.A., Ohio State, 1940. The Federal Reserve 
System, 1930-1947, 1947. Okio State. 

Gzorce WESLEY McKinney, JR., B.A, Berea; M.A., Virginia, 1947. War loan accounts of 
commercial banks as an aspect of war financing. 1949. Virginia. 

Frep W. Mover, B.S., Ohio State, 1938; M.A., 1946. The development of monetary theory 
since 1900, 1948. Okso State. 
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Anna Jacosson Scuwartz, B.A., Barnard, 1934; M.A., Columbia, 1935. State banking be- 
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RicHarp TuLoss Stevens, B.A., Ohio State, 1926; M.A, 1931. Economic implications of the 
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Rosrnson Mirer Upton, B.B.A., Tulane, 1938; M.B.A., Harvard, 1940. The importance of 
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Frep M. Wortey, B.S., Pennsylvania, 1921; M.A., 1924. Behavior of currency and demand 
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foreign trade policy for the aluminum industry. 1948. Virginia. 

Crype HewrrT, B.A., Aurora, 1937; M.A., Chicago, 1939. Venezuela and the origins of dollar 
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NATHANIEL JAcKENDOFF, B.S., College of City of New York, 1938; M.A., Illinois, 1939. 
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. of payments, 1926-41. 1947. Harvard. 

Boris Cyr SwERLNG, B.A., Toronto, 1941; M.A., Harvard, 1947. The international control 
of sugar. 1948. Harvard. 
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Japanese maritime industries, 1948, Harvard. 
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WinrreD O. Bryson, Ph.D., Pennsylvania, 1947. Negro life insurance companies—a com- 
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reorganizations: Great Western, Milwaukee, Northwestern and Soo. 
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Jonn F. Apams, B.A., Linfield, 1940; M.A., Puget Sound, 1942. A comparison of British and 
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Joseru F. Braptey, B.A., Penn State, 1939; M.A., 1940. Protective provisions of issues of 
preferred stock by selected industries 1944-47. 1948. Pittsburgh. 
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and analysis of risks in hedging cotton. 1948. American. 
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HERSHON FREEMAN, B.A., Amherst, 1933; M.B.A., Michigan, 1936. Life insurance and or- 
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the economic value of the human life. 1948, Pennsylvania. 
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agency for financing new business enterprises. 1947. Chicago. 

Virc SCHARRER, B.A., De Pauw, 1935; M.A., Chicago, 1944. Investment outlay, profit and 
the rate of capital growth. 1947, ’ Chicago. 
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Prnc-Hou-Wane, B.A., Tsing Hua, 1932; M.A., Columbia, 1941. Fair return on equity capi- 
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Ernest Joun HAMILTON Spence, Ph.D., Northwestern, 1947. Canadian wartime price con- 
trol 1941-1947. 


Thesis Completed and Accepted 


S. Srertivc McMizan, B.A., Princeton, 1929; M.B.A., Harvard, 1932. Adjustments of 
individual firm prices under wartime price control. 1947. Indiana. 


Theses in Preparation 
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The theory of price control under the OPA. 1948. Nebraska. 
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erations of the restrictive practices of cartels. 1948. Wisconsin. 
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Israrr Ray Kosrorr, B.A., Chicago, 1943; M.A., 1945. Gasoline marketing in Minnesota. ~ 
1947. Chicago. 
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Wuax T, Hooan, S.J., M.A., Fordham, 1940. Changes in productivity in the steel industry 
with special reference to blast furnace operations, 1948. Fordham. 
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RıcaarD B. TENNANT, B.A., Yale, 1937. American cigarette industry. 1948. Yale. 
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THE DYNAMICS OF WAGE DETERMINATION UNDER 
. . COLLECTIVE BARGAINING 


By ArtHur M, Ross* ' 


This article is a sequel to “The Trade Union as'a Wage-Fixing Insti- 
tution” which appeared in the September number of this journal. 

There it was argued that trade union wage policy will not become 
intelligible until the nature of the trade ‘union is more clearly under- 
stood. The model of the union as a monopolistic seller of labor motivated 
by the desire to maximize some measurable end, commonly the total 
wage bill, is a deeply misleading one. The union does not sell labor. It 
is a political agency representing the sellers of labor, led by officials who 
stand in an essentially political relationship with the rank and file, the 
employers, the other organizational levels of the union, the rest of the 
labor movement and the government. 

The conventional economic model of the trade union leaves too many 
questions unanswered and unanswerable, too many decisions unpre- 
dictable, too much presumed irrationality. And as this image is pro- 
jected into public policy, that which is presumed to be irrational may 
likewise be presumed to be irresponsible. It would be better to agree at 
the outset that the world is larger than the buyers and sellers that 
people it and that the ends and objects of its inhabitants are more com- 
plex than commercial advantage. The animal kingdom is large enough 
to acconimodate both the hawk and the beaver. Though we might wish 
it otherwise, the fact is that the beaver does not fly nor does the hawk 
build dams; and defects though-they be i in hawk and beaver, they are 
not likely to be quickly remedied. 

When, therefore, a union behaves as though it had other ends in view 
than the maximization of the wage bill, when strikes are resorted to 
which by any monetary measure will not be worth their cost, when some 
differentials in wages are- borne without protest and others occasion 
bitter attack, when emphasis seems to bear heavily upon the amount of 
the increase and less upon the amount of the wage, when the standardi- 


* The author is a member of the staff of the School of Business Administration and the 
Institute of Industrial Relations, University of California, Berkeley. 
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' zation of rates or of increases is pursued at the expense of a larger total 
wage bill, it would be imperceptive and mistaken to lay these problems 
to irrationality, short-sightedness or lack of education. They have their 
meaning and their logic. The examination of that logic is the principal 
object of this article. i 
It will saye misunderstanding to assert at this point that a whole 
new “theory of wages” is not being attempted. The necessary theo- 
retical reconstruction cannot be made quickly. This article and its 
predecessor are concerned with the money wages of organized workers, 
and with the effects of union policies during recent years. A complete 
theory would deal also with real wages, with unorganized workers, and 
- with employer policies, and would base its conclusions on evidence 
accumulated over a longer period of time. Nor is it argued that supply 
and demand and other economic forces have nothing to do with the de- 
termination of wages, but only that they have less to do than is com- 
monly supposed. Different forces are emphasized here because they are ` 
undervalued elsewhere and because they are particularly influential in 
the case of union policy. Rather than attempting to erect a closed theo- 
retical structure, it has seemed advisable at this stage to concentrate 
on some of the factors which are not yet sufficiently integrated into our 
thinking, reserving until later the task of constructing a model which 
will give proper and proportionate weight to all factors. 


Some Unanswered Questions 


The problem of truth belongs to the philosopher. The test of ‘an 
hypothesis in social science is not so much whether it be true or false, 
but whether it explains more or less adequately the phenomena to which 
it is addressed. 

The fault to be found with the formulations of wage theory lies not 
with its unverified and unverifiable assumptions but with the narrow 
range of phenomena which it explains and with its cavalier treatment 
of the data which it cannot absorb and accommodate. The slag pile of 

“imperfections” of the labor market is by now larger and probably 
richer than the vein from which it came. 

It will be worth recording in brief certain of the major questions to 
which current wage theory provides no answer or a poor one. These are 
no minor matters. They lie close to the heart of wage determination and 
| upon their satisfactory explanation depends our choice of whether to 
remain with the hypotheses of current wage theory or seek new and 
more efficient tools. 

1. Why, in the bargaining-process, is the size of the wage adjustment 
often more crucial than the amount of the wage which results? We 
have become accustomed to think of the wage bargain as a determina- 
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tion of the price of labor in the same sense as a sales bargain is a determi- 
nation of the price of wheat. Nevertheless, the bargaining process 
is almost always directed toward an upward or downward change in 
a pre-existing wage rate, and the greatest interest is centered on the 
. magnitude of the change. The trade union leader must achieve a fifteen 
per cent’increase for his group because most of the other locals affiliated 
with his international union have done so. The employer insists on a 
ten per cent wage cut, after other employers have been successful in 
enforcing it, so as to avoid competitive disadvantage. The fact-finding 
board suggests that an 184 cent increase would be a fair settlement in 
the copper-mining industry in view of the fact that it has become the 
pattern of adjustment in the “related” iron and steel industry. Thus, 
the equalizing tendencies in collective bargaining are directed toward 
equalization of adjustments perhaps more often than equalization of 
rates, ‘ 

2. In economic theory, the market is the locus of the single price, 
enforced by competition among buyers and among sellers. Under com- 
petitive conditions, no buyer will offer more and no seller will accept 
less. 

But wage rates are not equalized in the local labor market. Every 
competent survey establishes this fact. If it had never been established 
prior to 1941, the comprehensive area wage studies of the Bureau of 
Labor Statistics during the recent war would have provided a final and 
conclusive demonstration. In order to promulgate schedules of “going 
rates” for wage stabilization purposes, the National War Labor Board 
found it necessary (with minor exceptions) to specify ranges or “brack- 
ets” for every occupation in every industry group and in every com- 
munity. 

Labor economists have expended much effort and exercised great in- 
genuity in a valiant endeavor to explain the observed differentials. This 
endeavor has proceeded along three lines. First, it is pointed out that 
comparisons are difficult because of variations in job content and meth- 
ods of payment between one establishment and another. This is true 
enough, but it is yet to be shown that wage differentials can be ex- 
plained away by these variations, and we can hardly afford to assume 
_ it by an act of faith. Secondly, it is argued that the concept of “wages” 
ought to be broadened to include vacation provisions, shift premiums. 
and other non-wage benefits, regularity of employment and conditions 
of work. Here again, it has never been demonstrated that wages, even 
in this sense, tend to equality in the labor market area; and as a matter 
of fact, better-paying firms usually provide better conditions of work 
and other non-wage advantages. Finally, economists have fallen back 
upon the discovery and description of multitudinous “imperfections” 
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in the labor market. ‘Workers are tied to their places of residence; em- 


“ployers and employees do not. have complete knowledge of market con- 


ditions, job shopping and labor piracy are frowned upon, and so forth.’ 
But all of this amounts merely to'a reaffirmation of what has not been’ 


proved: that the equalizing tendencies in wage determination are com-. 


posed of supply and demand operating in the labor market, and that. 
. ‘equalization would be attained were it not for the imperfections. It im- 
` plies that equalization is more likely to occur as the market is more 


` competitive and less organized, but, as we shall see, the reverse is much ~ 


closer to the fact. 


3. One of the seemingly irrational phenomena of industrial relations - 
is the fact that work stoppages frequently occur when the difference . 


. between the parties has been reduced to minute proportions. The gen- 


eral public finds it most exasperating to suffer the inconvenience of a 


Ea = stoppage when the parties are only two cents apart. Since the union 


takes the initiative in calling a strike, the public tends to put the blame . 


‘on the callousness and arrogance of union leaders. Editorial columns are 


Studded with mathematical demonstrations that ‘the workers would 
have been much better off if they had accepted the employer’s final . 
offer and stayed at work. Legislators then propose that workers be re- 


- quired to accept or reject the employer’s final offer in secret ballot before 


a strike can be called. 

Strikes sometimes continue after an ostensibly reasonable basis for 
settlement has developed. In the 1945-46 General Motors strike, for ` 
example, the President’s fact-finding board proposed a 19} cent settle- 
merit in January; the company-offered 173 cents in February; and the 
parties finally settled for-18$ cents in March. Why was the extra penny 
so important to the union? It will take the workers ten years to make. 


up the loss of one month’s work, at the rate of a penny an hour. And 


why was the penny so important to the company? 
. 4, Another seemingly irrational practice of many unions (if rationality 


© is éonceived as the maximization of wage income) is their insistence 


upon a uniform wage rate throughout their jurisdiction. Every student 


‘of economics knows that a monopolist can increase his income by dis- ‘ 
“ criminating among buyers. There is little-doubt that a union could 


achieve a higher average wage rate, and a greater total wage income for 
its members, if it were to extract from each employer the most that he 
could be made to pay. If this were done, wages would vary according to 
the importance of labor as an element in total cost, the elasticity of 


‘product demand, and the profit position of individual employers. Some 


unions, such as the Musicians, do make an elaborate classification of 
employers on the basis of ability to pay, and establish a different scale 


x 
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for each classification. Other unions, such as the Carpenters, insist on a. 
craft rate in all branches of employment in the local area. 

There are difficulties in the way of price discrimination in the com- 
modity market; buyers are likely to object to.the practice, and the 
Robinson-Patman act purports to prohibit it. But buyers of labor fre- 
quently object to the absence of discrimination; that is to say, they 
resent the imposition of a standard rate regardless of their wage-paying 
capacity. 

The usual explanation is that unions seek a “standard rate” in order- 
to “take labor out of competition.” This follows the Webbs’ classic 
chapter on “The Higgling of the Market,” describing the manner in 
which the pressure of competition in the commodity market becomes 
focussed on the rate of wages. But actually this is no explanation. 
“Taking labor out of competition” requires the organization of employ- 
ees throughout the market, in order to eliminate non-union competition, 
and a policy of downward inflexibility, in order to prevent competitive ` 
wage-cutting. It does not require uniformity of wages at any one time. 

5. One may also ask why it is that unions often press for consolidated 
bargaining structures, as represented by multi-union and multi-employer 
bargaining. Consolidation of bargaining structure is not necessarily at- 
tended by uniformity of wage rates, but equalizing tendencies are 
accentuated as equitable and rational criteria are applied to larger 
areas of decision. 

Why are multi-union bargaining units organized? In labor economics, 
“bargaining power” is often employed loosely and uncritically as a 
blanket explanation for decisions; here we are told that “joint bargain- 
ing on the part of craft unions may strengthen the bargaining power of 
individual crafts.”? The assumption seems to be that the union’s bar- 
gaining power varies directly with the size of the unit. Metz states that 
“generally speaking, the smaller the unit the less its bargaining power.” 
Actually; the opposite proposition is closer to the truth. A union’s bar- 
gaining power is measured by its ability to win concessions from the 
employer. Other things being equal, bargaining power is greater as the 
percentage of total cost represented by workers in the unit, and the 
monetary expense involved in meeting a given demand, are smaller; and 
as the demand for the services of the group is less elastic. A craft 
union representing only a minority of workers may have more bargain- 
ing power than a Trades Council representing all the workers. If the 


, 1 Sidney and Beatrice Webb, Industrial Democracy (London, 1920), Pt. IO, chap.’2, pp. 654- 
03. 


2 Florence Peterson, Americas Labor Unions (New York, 1945), p. 192. 
-* Harold W. Metz, Labor Policy of the Federal Government (Washington, 1945), p. 99. 


798, THE AMERICAN ECONOMIC REVIEW 


craft is indispensable and the workers irreplaceable, the union can 
. achieve the effect of a complete walkout by withdrawing its own mem- 
bers. Moreover, it can ordinarily depend upon the other unions to re- 
spect its picket lines. Therefore, there must be other reasons for the 
growth of multi-union bargaining structures. 

If maximization:of the total wage bill were the dominating objective 
. of union policy, it would be most difficult to account for the present 
conflict between unions and management on the issue of multi-employer 
or industry-wide bargaining. It is highly probable that total wage pay- 
ments are less under mu!ti-employer bargaining than would be true if 
separate bargains were negotiated between the union and each em- 
ployer. Unless high-cost firms are to be forced.out of business, the wage 
rate must be set below the capacity of low-cost firms.‘ Notwithstanding 
the lesser wage bill which results, unions commonly strive for multi- 
employer bargaining and management on balance opposes it. 


Equalizing Tendencies Under Collective Wage Determination 


All of these questions are addressed to the relationship between one 

` wage rate and another, or between one wage bargain and another. They 

involve the structure and function of equalizing tendencies in wage de- 

termination. Economic theory does provide for equalizing tendencies, 

_ expressed in the Law of One Price and working through the interaction 
` of supply and demand in the labor market area. 

There are other and stronger equalizing tendencies in collective wage 
determination emanating from forces of a different nature—the force of 
organization and the force of ideas. The organizations are established _ 
for the very purpose of achieving mastery over market factors. The 
ideas are concepts of equity and justice which move in a different orbit 
from supply and demand. 

' The equalizing tendencies are of two kinds—comparison and con- 
solidation. Equitable comparison links together a chain of wage bargains 
into a political system which displays many of the characteristics of an 
equilibrium relationship. Consolidation throws together previously sepa- 
rated bargaining units into the scope of a unitary decision. Both have 

. the effect of integrating that portion of the wage structure in which they 

operate. 

What is referred to here as the pressure of equitable comparison has 
been variously characterized in the literature as patterns of wage ad- 
justment, wage leadership, key wage bargains, imitation, repetition and 
diffusion. One author has constructed a cosmology of industrial re- 

4 Wage uniformity is not the inevitable result of multi-employer bargaining; employers may 


be differentiated and classified on various bases. pees standardization is more likely to 
occur than under single-employer bargaining. 
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‘lations in which master wage adjustments originate in “generating. 
types” of bargaining relationships and spread into “satellite types.” | 
Another observer suggests that “we have reached the stage where a 
limited number of key bargains effectively influence the whole wage ` 
structure of the American economy. When these strategic wages have 
been determined, for all practical purposes wage rates are determinable 
throughout the system within narrow limits... The number of key 
bargains may be placed in the neighborhood of twenty-five to fifty.’”* 

However we entitle them, comparisons play a large and often domi- 
nant role as a standard of equity in the determination of wages under 
collective bargaining. 

Comparisons are important to the employer, whose greatest anxiety, 
in the absence of imperative economic pressures, is to avoid “getting 
out of line.” One of the cardinal sins of business conduct is to offer a _ 
wage rate, or a wage increase, which proves embarrassing to other em-, 
ployers. In a period of aggressive union demands, there is a tightening 
of discipline in the business community; “getting out of line” is re- 
garded as equally irresponsible with grand larceny. 

Comparisons are important to the worker. They establish the dividing 

_ line between a square deal and a raw deal. He knows that he cannot - 
earn what he would like to have, but he wants what is coming to him. 
In a highly competitive society, it is an affront to his dignity and a 
threat to his prestige when he receives less than another worker with 
whom he can legitimately be compared. At times he is not sure what 

makes a legitimate comparison, and needs guidance on the point; this 
is one source of the moral authority enjoyed by the union leader. The 
intelligent leader realizes what Whitehead, Roethlisberger and other 
students of industrial psychology have often pointed out: that the work- 
er’s attitude toward the rate of pay is more significant, for many pur- 

poses, than the real income it provides, and that attitudes can be 
manipulated. The wage earner is not unique in his propensity for in- 
vidious comparison. The professor who has vegetated happily on $4,500 
per year becomes morose when an associate professor is brought in at ` 
the same rate. The stenographer who celebrated jubilantly when she 
received an increase of $10.00 per month is disillusioned when she finds 

that an office mate received $15.00. . 

Comparisons are crucially important within the union world, where 
there is always the closest scrutiny of wage agreements in the process of 


5 Frederick H. Harbison, “A Plan for Fundamental Research in Labor Relations,” Am 
Econ. Rev., Vol. XXXVII, Suppl. (May, 1947), p. 379-82. 

$ John T. Dunlop, “American Wage Determination: The Trend and its Significance,” a 
paper read before Chamber of Commerce Institute on “Wage Determination, Weshington, 
D.C., January 11, 1947. 
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committeė has done a sufficiently skillful job of bargaining. They dem- 


.. onstrate to the union member whether he is getting his money’s worth 
~ for. his dues. A-favorable comparison (“the best contract in the indus- 


try”) becomes an argument for-the re-election of officers, a basis for the 


. solidification’ and extension of membership, and an occasion for ad- 


vancement within the official hierarchy. An unfavorable comparison 


>. (“the best we could do under the circumstances”) makes it likely that 
'. the rank and file will become disgruntled, rival leaders will become 
_ popular, and rival unions will become active. 


; negotiatioñ as well as those already negotiated. They measure E 
one union has done as well as others. They show whether the negotiating’ 


. Finally, comparisons are important to-the labor arbitrator.. The 
“going rate” and the “prevailing pattern of adjustment” are probably 


ard criteria are subordinated to this one and employed as supporting 
rationalization, 4 

` There is an additional reason n why going rates and going increases are 
likely to be followed. The ready-made settlement supplies an answer, a 
solution, a formula: It is mutually face-saving. The employer can believe 
that he has not given away too’ much, and the union leader that he has 


". achiéved enough. It is the one settlement which permits both parties to 


believe they have done a proper job, and the one settlement which has 


the best chance of being “sold” to the company’s board of, directors and 


-..-the union’s rank and file. One can understand why wage negotiations 


_ gained more closely than money, especially in a period of general pros- 


The proposition might be offered that “face” and prestige are fae 


perity. After all, the officer of a union, the official of a corporation and 


the representative of an employers’ association are all dealing with other 


1 See George Soule, Wage Arbitration (New York, 1928), pp. 3-5. One arbitrator offers the 
following explanation of the usefulness of comparisons: “There is no magic formula for wage 


i adjudication. Consequently one of the compelling considerations must be what has happened 


in free and successful collective bargaining. This indicates how experienced bargainers have 
evaluated the wage-influencing factors which have evidenced themselves, and what they con- 


~ sider to be ‘Just.’ Arbitration . . . is a substitute for successful bargaining, and the ‘pattern’ 


- or ‘package’ indicates what might have evolved from successful bargaining had the parties 


acted like others similarly situated. Attention to the ‘pattern’ or ‘package,’ rather than ad- 
herence to any rigid formula, also reduces the risks of parties entering wage arbitration; but 


: should also encourage their own free settlement. It tends to afford equality of treatment for ` 
` persons in comparable situations. It also provides a precise, objective figure, rather than an 


artificially contrived rate.” Arbitration Award of Clark Kerr, In the Matter of Utility Workers 


B EN and Pacific Gas and Electric Company, May 27, 1947. 


y 


` . the most compelling criteria of wage determination. Anyone familiar , 
with the realities of arbitration realizes to what extent the other stand- 


‘are often stalled until an applicable “pattern” develops, and why the 
„employer i is then reluctant to grant anything more and the union n 


“accept anything less. 
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people’s money. The fact that this goes on without noticeable damage 
indicates how loose are the ties which bind the economy together. 

The ready-made settlement has other attractions. Negotiation, ar- 

bitration, strikes and lockouts are costly, time-consuming and un- 
` pleasant. They require specialized personnel. They often leave a residue 
of ill will. If the “pattern” is not too outrageous, it hardly seems worth-. 
while to strive for a different settlement on the outside chance of gaining 
an extra penny or two. Wage leadership in collective bargaining recom- 
mends itself for much the same reasons as price leadership in the com- 
modity market. 

Finally; the availability of accurate knowledge has made bargaining 
settlements more interdependent. Union research offices devote much 
effort to keeping abreast of contract changes and disseminating this in- 
formation among the rank and file. The business community has been 
giving more attention to the enforcement of self-discipline since the end 
of the war. Personnel offices and commercial reporting services supply 
the employer with comprehensive data on levels and movements of 
wages.® - 


Orbits of Coercive Comparison 


We have seen why equitable comparison plays a central role in trade 
union (and employer) wage policy, and why wage rates and wage 
changes are transplanted from one agreement to another. But the circuit 
of comparison is not infinite. There is no uniformity of occupational- 
rates in local labor markets, let alone throughout the nation. There is: 
nothing resembling an economy-wide pattern of adjustment. Even in 
1945-46, when the 185 cent adjustment was so popular, the average 
increase among manufacturing workers was 144 cents; and among non- 
manufacturing workers, 84 cents.® And so we come to a group of central ` 
questions. Under what circumstances do comparisons have the most 
compelling effect? When does a difference become an inequity? What 
are the mechanisms integrating the wage structure under collective 


s “With the advent of the trade union and the personnel department in their modern form, 
knowledge of wage variations . .. becomes much more inclusive and systematic, A wider and ~ 
more accurate coverage of wage data results, and better records are compiled.... The im- - 
pression is easily formed that sources for general knowledge of wage changes have multiplied 
very rapidly in recent years.” John T. Dunlop, Wage Determination under Trade Unions (New 
York, 1944), p. 124. 

* These averages relate to the 79 per cent of manufacturing workers and 41 per cent of non- 
manufacturing workers who received an increase of some, size between August, 1945 and May, ` 
1946. If a8 workers are considered, the averages fall to 11} cents and 3} cents. About 30 per 
cent of the manufacturing workers received increases of 18 or 184 cents. This would be equiva- 
lent to about 45 per cent of sengonised manufacturing workers. (Monthly Labor Review, Vol. 63, 
September, 1946, pp. 342-45.) 
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bargaining? In brief, what is the orbit of coercive comparison and the . 
‘path of political pressure between one bargain and another? 

1. Labor-Market Competition. It has already been shown that ‘the 

_ strongest equalizing tendencies in collective wage determination are re- 
moved from any spatial relationships with each other. Wages respond as 
much to factors which are independent of the labor market as to any 
influences within the market. The buyer and seller of labor do meet’ 

- within some fixed geographic area, but the price at which the exchange 

. takes place is often ultimately determined by other agencies hundreds.of 

` miles away without necessary knowledge or cofcern for each of the 
particular markets affected by the bargain. Locality, an essential char- 
acteristic of the labor market so far as supply and demand are con- 
cerned, is of limited relevance for wage determination.” 

2. Produci-M arket Competition. One might reason that wage changes 
` would move from establishment to èstablishment within a single indus- 
. try. Often they do: 97.9 per cent of workers in the basic iron and steel 

industry and 75.4 per cent of workers in the rubber products industry 
received 184 cent increases in 1945-46, Often they do not, however: in 
the food products industry, 10.5 per cent received 5 cents, 16.8 per cent 
received 11 cents and 29.0 per cent received 16 cents, with the remainder 
of the workers dispersed above, below and between these levels." Cer- 
tainly the iron and steel industry is no more competitive than the 
food industry. Similar variations are apparent when absolute rates, 
_ Tather than adjustments, are compared. Wage rates have virtually been 
_ equalized on a national basis in the coal industry, while the most size- , 
-able differentials prevail in the hosiery industry, the soap industry, and 
many other industries where products compete on a national market.4 
Among local trade and service activities in San Francisco (and presuma- 
. ably in other communities), wage rates tend to be uniform when the 
industry is covered by a master agreement and diverse when it is not.” 
These facts suggest that the product market may have been the locus 
cof equalizing tendencies in some cases, but only through its association 


Mr. L. H. Fisher has suggested to the author that the term “labor market” is of dubious 
atility in describing the determination of wages today. As originally conceived, the labor 
market had spatial properties, but there are no geographical boundaries of the forces affecting 

_ the wage policies of unions and employers under collective bargaining. If the term is divorced 
from geographical content and employed to represent merely the orbit of wage-determining 
influences, it becomes tautological. Wages are determined within whatever sphere of influence 
wages are determined. 

_ 1 Monthly Labor Resiew, Vol. 63 (September, 1946), p. 344. 
‘44 Bureau of Labor Statistics, Handbook of Labor Statistics, 1941 ed., Bull. No. 694, Vol. TI 
(Washington, 1942), pp. 162-79, 345-49, and passim. 
~ u See Clark Kerr and Lloyd H, Fisher, “Multiple-Employer Bargaining—the San Francisco 
Experience,” in a forthcoming symposium entitled Insights into Labor Issues, edited by Rich- 
ard AL Lester and Joseph Shister and published by Macmillan, 


oe 4 


s 


ROSS: WAGE DETERMINATION UNDER COLLECTIVE BARGAINING 803 


with other influences and not in its own right; and that organization, 
rather than competition, is characteristic of those industries where 
equalizing forces are apparent. 

It may be that product-market competition will uk on more signifi- 
cance in a depression. The trade union is primarily a political instru- 
mentality and is not mechanically or continuously concerned with con- 
ditions in the product market. The business firm, on the other hand, is 
primarily an economic institution and is more clearly oriented toward 
costs, prices and profits. Ordinarily the employer goes on the offensive 
in a depression. 

It follows that product-market apen pon is a more significant 
mechanism for diffusing wage reductions than wage increases. One may 
note that Mr. Dunlop, in describing how “wage changes may spread by - 
means of impacts on cost-price relationships,” deals for the most part 
with reductions. 

“A decrease in wage rates may lead to product price reductions, aimed 
at securing a larger share of orders. These price changes may in turn 
force compere enterprises to reduce prices and enforce wage reduc: - 
tions ... A second variant may be initiated through the action of large 
buyers i in the product market forcing price reductions after an initial 
wage cut... 774 

Ina period of prosperity, when unions take the initiative, there are 
no similar compelling economic forces diffusing a wage increase through- 
out the product market. It is not particularly important to the employ- 
ers, for the time being, if labor costs move out of line with each other. 
The product market is a significant “universe” to the union, under these 
circumstances, only ‘when it is coterminous with the jurisdiction of a 
single organization, the scope of a unitary decision or the locus of inter- 
union rivalry. 

On balance, it may be concluded that product-market competition is 
a more influential orbit of comparison than labor-market competition, 
but nevertheless not of decisive importance. It is of greater moment to 
the employer than the union, but in a progressive economy the union is 
on the offensive during the major part of the time because money wages 
and real wages have a secular tendency to move upward. 

3. Centralized Bargaining within the Union. We come now to a group 
of more compelling influences—centralized bargaining within the union, 
common ownership of establishments, participation by the government 
and rival union leadership. 

4 John T. Dunlop, Wage Determination under Trade Unions, p. 125. Mr. Dunlop adds that - 
“a third variant of wage changes induced through the price mechanism operates through the 
cost of living,” and that “the third variant would appear to be the most common avenue for 
cts oe of wage increases.” This, of course, is a very different kind of cost-price relation- 
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‘In many unions, particularly- -old-line AFL unions, wage bargaining 
is a function of the local units. Here the comparison between one bargain 
and another is often not especially sharp. 

‘In other unions, particularly the newer CIO unions, Bargaining ke 
been taken over by the regional and central offices of the organization. 
This is characteristic of the Auto Workers, the Steelworkers, the Elec- 
trical Workers, and the longshore and maritime unions of the CIO. The © 
international union not only requires that any settlement be submitted 
to it for ratification, but actively participates in negotiations. Under 
these circumstances, there is a much greater tendency toward uniform 
settlements. The local office may be essentially a membership-recruiting, 
dues-collecting and grievance-adjusting outpost of the organization. The 
__ international union carries on all significant negotiations. Local officers 
and members look to the international union for fair and equal treat- 
ment and feel they should share equally in the benefits deriving from 
- their common strength. The parent body feels a natural compulsion to - 

deal evenhandedly between one unit and another. 
Centralized bargaining i is accompanied by consolidation of taer 
- within the union. By moving together under the leadership of the parent _ 
body, the different locals can achieve the effect of industry-wide bar- 
gaining (or more properly union-wide bargaining) even though the em- ` 
ployers continue to negotiate individually. During the war, several CIO 
unions developed master contract proposals, or “uniform national pro- 
grams,” which every local union was instructed to serve upon its em- 
- ployers. The Mine, Mill and Smelter Workers had a six-point program, 
the Steelworkers had a 17-point program, and so on.” Consolidation of 
_ strategy has lessened to some extent since the end of the war, but union- 
wide or industry-wide settlements have persisted, with minor excep- 
tions, in the basic steel, rubber, meat-packing, electrical, coal, railroad, 
maritime and automobile industries. 
. When bargaining is centralized and. strategy consolidated, non-uni- — 
form adjustments are possible, but the international union must assume 
. the burden of proving they are necessary or desirable. It must guard 


" . itself against being accused of discriminating between local unions. In 


1946 the meat-packing unions, in order to reduce geographical differ- 
entials in the industry, negotiated higher increases for ‘‘southern” and 
“river” plants than for “metropolitan” plants. This was justified to the » 
workers in the “metropolitan” plants on the ground that otherwise work. 


4% Tn 1945 the author was chairman of a tri-partite panel which held hearings on a dispute 
involving the Auto Workers and a parts company. After listening to a long and turgid argu- 
“ment concerning the union’s demand for a maternity-leave clause, the panel inquired how 
many women were employed in the plant. The company’s personnel. manager consulted his 
, records and reported that two women, one aged 49 and the other 53, were currently on the , 
. -payroll . : ; 
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would be shifted to low-wage areas. In the same year the Steelworkers 
had a similar problem. Steel fabricating employers demanded insistently 
that they not be governed by the uniform adjustment in the basic steel 
industry, as they had been in 1946. Desirous of reaching peaceful agree- 
ments throughout its jurisdiction, the union decided to grant the de- 
mand. It then took the position that the 15-cent settlement was not a 
“pattern,” and should not stand as a bar to larger settlements in the 
fabricating industries. 

4, Common Ownership of Establishments. When two or more establish- 
ments are brought under common ownership, “equal pay for equal 
work” becomes a persuasive slogan. The case is similar to that of the 
centralized union. The wage policy of a multi-plant company is generally 
made in the central office, or at least is subject to central consideration. 

A single decision-making agency of any kind finds it difficult to dis- 
criminate, because its employees, customers or members demand that 
it deal equitably among them. The multi-plant company is no exception. 
To the union, most wage differentials appear to be inequitable and ir- 
rational. Inequity and irrationality are less tolerable when they emanate 
form a single source than when they inhere in a multitude of separate 
decisions. 

Thus, the Auto Workers are more incensed at wage differentials be- 
tween various plants of General Motors than those between Ford and 
General Motors. During the recent war, it made a number of bitter at- 
tacks upon the War Labor Board’s area wage stabilization program 
(which it called the “bracket racket”) because the program made it 
impossible to apply “General Motors rates” to a large number of plants 
which had lately been acquired by the corporation. In the union’s long- 
range wage program, company-wide equalization has priority over in- 
dustry-wide equalization. 

Another example is found in the California street railway industry. 
The Los Angeles Railway System and the Key System in the San Fran- 
cisco Bay area, as well as a number of other local transit systems, were 
recently acquired by the National City Lines, a holding company. 
Transit wage rates in Los Angeles and the Bay area had not been equal 
prior to this consolidation of ownership. In its 1947 negotiations with the 
Key System, the Carmen initially demanded a basic wage rate of $1.56 


18 “The first logical step in the carrying forward of such a program is the establishment of 
corporation-wide wage agreements in multiple plant corporations, and the equalization of 
wages within and between plants in such corporations. ... The second logical step ... . is the 
establishment of wage agreements based on equal pay for equal work in all plants and corpora- 
tions doing comparable work within a section of our industry.... The final culmination... 
must result in the establishment of an industry-wide wage agreement based on equal pay for 
equal work, regardless of the products manufactured or the geographical location of the plant.” 
(A Program for UAW-CIO Members, April 25, 1946.) 
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i ; per sul It was clear, howéver, that the real bijective was $1. 35, the“ i 
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- Los Angeles rate; and the union soon offered to “compromise” on:this , 
` figure, The Key System refused to pay the Los Angeles raté, and it was 


l D ‘only after a strike of eighteen’ days (an unusually long stoppage ina 


"public ‘utility dispute) that the union leaders agreed to recommend a 
~- settlement of $1.31. Despite this recommendation, the rank and file ac- 


w _ cepted the settlement only by. a vote of 837 to 532. 


t 


15. Participation. by the Government. When the government participates 
+ actively i in the determination of wages, thé pressure for uniform treat- ` 
ment is almost irresistible. It-is a cardinal tenet of democracy that the . 
- government must exercise its power evenhandedly and dispense justice ny 


ete „impartially. To discriminate among unions and among employers is o 


we 


wey 


Ya 


ee ” operated strictly on a ‘case-by-case basis,” with every dispute decided 


wore 


_ virtually impossible from a- political standpoint, even if it were desir- 
. able. Subtle notions of equity permitting nonuniform ‘treatment might , ` 
be designed, of course; but it hardly requires demonstration that the , 
: government is in no position to ae them against strong private 
organizations. l 
Tt is only natural that when the pavement steps into a labor dispute, 
it brings along its own concepts of right and wrong. The nature of these 
A concepts is apparent from the government’s own behavior as an em- -> 
-ployer. The Walsh-Healey act provides that contractors doing work for - 
~ the United States shall pay wages not lower than prevailing rates as 
- determined by the Public Contracts Board. The charter of the City of 
' San Fransisco requires that workers employed on the municipal street 


me na shall réceive wages equal to average of the two highest-paying. 


transit. systems in California. Since the government’s own wage policy, - 
. developed in a political context, rests .so heavily on the principle of | 
equalization, it is not surprising that it should adhere to that principle 
- with regard to private employment. a 
~ -Throughout the war period collective bargaining was dominated by _ 
 the' National War Labor Board. The Board enjoyed thinking that it 


“on its own merits, but in practical effect this was only a pleasant fiction. ' 
The “merits” of a case rested on the application of rigid and uniform 
; , þolicies which gradually developed during-the first two years of experi- 
“ence. This was not the result of choice but of necessity. It would have ~ 
. been extremely difficult to grant more to one union than had been . 
„granted to another under similar circumstances. Moreover, the Board - 


"| was engaged in the mass production of Directive Orders—20,000 before. 


the job was done. As every sophomore knows, mass production de- 
mands standardization. There was a standard policy on general wage 
“increases: the Little Steel formula.. There was a standard policy on 


ee union security: maintenance of membership and checkoff if the union B 


t 
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strike record was not too bad. There was a standard policy on vacations: 
one week for one year’s seniority and two for five. There was a standard 
policy on promotions: seniority governs when -merit and capacity are 
equal. And so on. 

Twenty thousand Directive Orders inieaduced large elements of 
uniformity into collective bargaining contracts throughout the country, 
especially in manufacturing industries organized by the CIO. Also, they 
encouraged a widespread habit of thinking in terms of pattern, prece- 
dent and prevailing practice. The effect of the Board on the thinking of 
labor and management was particularly influential in the case of new 
local unions and newly unionized firms. Union membership increased 
by almost 40 per cent during the war, and several thousand additional 
bargaining units were established. To a considerable extent, the union 
and employer representatives in these new units had had no bargaining 
experience in the prewar period, when the bargaining table was better 
insulated from external influences and negotiations were more self- 
contained. 

- After V-J Day, it was decided to lay the Board to rest; the President’s, 
Labor Management Conference of November, 1945, assembled to de- 
vise machinery for the adjudication of postwar disputes, developed into 
a prolonged ceremony of reverence at the altar of “free collective bar- 

gaining.” Nevertheless, the government played an integral part in the 
“first round” of postwar settlements. The “first round” was conducted 

‘rather more clumsily than might have been possible, and required the 
use of numerous expedients—presidential policy speeches, “leaks” from 
the Commerce Department, fact-finding and emergency boards, pro- 
longed strikes, government seizures, threats of legislation, etc. 

The pattern of uniformity was developed in the application of Execu- 
tive Order 9697, setting forth the government’s wage-price policy for the 
reconversion period.” It was necessary that wage increases be approved 
by the Stabilization Board before they could serve as the basis for a 
price adjustment from O.P.A. In practice, the most important of the 
numerous criteria in the Executive Order became (a) the “general pat- 
tern” already established within industries, and (b) the elimination of ` 
“gross inequities” as between “related industries.” 

17 Section 3(a) of this order read as follows: “The National Wage Stabilization Board or 
other wage or salary administration agency having jurisdiction with respect to the wages or 
salaries involved shall approve any wage or salary increase, or part thereof, which it finds is 
consistent with the general pattern of wage or salary adjustments which has been established 
in the industry or local labor market area, between August 18, 1945 and the effective date of 
this order, or where there is no such general pattern, which it finds necessary to eliminate gross 
inequities as between related industries, plants or job classifications, to correct substandards 
of living, or to correct disparities between the increase in wage and salary rates in the appro- 


priate unit since January, 1941, and September, 1945.” Bureau of National Affairs, Labor Arbi- - 
tration Reports, Vol. II (Washington, 1946), p. 74. 
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‘Diffiision of “general patterns” was facilitated by a broad definition 
of industries. Perhaps the most inclusive was the definition of the elec- 


s+ trical products industry, which became coextensive with the jurisdiction 
` sof the United Electrical Workers.!® 
- The identification of “related industries” by government fact-finding . . ` 


boards and by the Stabilization Board itself was even more instructive. 
The key wage bargain was made between the Steelworkers and the 
basic steel producers on February 15, 1946. Earlier settlements of 22 
. cents in the oil industry and 16 cents in the meatpacking industry had 
been made, but after February 15, 184 cents became the rule. On Febru- 
ary 21, the Stabilization Board gave “pre-approval” to any wage in- ` 
creases not in excess of 184 cents per hour in the iron-ore mining indus- 
try and in “certain plants engaged in the steel processing or fabricating 
.- industry.” “Certain plants” was a means of designating the jurisdic- 
`- tion of the United Steelworkers of America among steel fabricators. 

- - “On March’2, the Stabilization Board approved agreements between ` 
-.the United Rubber Workers and the “Big Four,” providing for wage 
increases of 184 cents per hour, in order to correct “gross inequities i in 

wage increases between related industries. ”?® 

.- Later in March the Stabilization Board approved the 18} cent strike 
` settlement between General Electric and the Electrical Workers. The 
parties had applied for approval’on the ground that the increase “ace 
cords with increases recently granted by, and approved for, other in- ` 
dustries.” The Board rejected “the concept of any single pattern of 
_ increases which might be alleged to have developed generally through- 

` ‘out all industry,” but, added that “the actual facts of the case, as de- 
. veloped in a separate document submitted by the union and by the 
independent investigation. made by the Board, do require the approval 
....- The Board found a relationship between the electrical industry 
_and the steel and automobile industries, indicated by the similarity of 
18 This industry was defined as including all establishments producing one or more of the 
following items: “radios, radio tubes, phonographs; telephone and telegraph equipment and 
electric signalling apparatus; electrical refrigerators and refrigeration machinery, including 


compressors, evaporators, condensers, and other related mechanical devices essential to elec- 
trical refrigeration; complete electrical air-conditioning units; household electrical appliances, 


including heating, cooking, cooling, cleaning, and laundry equipment; lighting fixtures; wiring - 


devices and supplies; carbon and artificial graphite products for the electrical industry, elec- 
trical measuring instruments; electrical prime movers and other electric power equipment 
(including motors, generators sets, transformers, switchboards, panel-boards, and other trans- 
mission accessories) for employment in the generation, transmission, or utilization of electric 
energy; wire and cable for the transmission of electrical energy; automotive electrical equip- 
ment; electric lamps; storage and primary batteries (wet and dry); or electro-therapeutic and 
: electro-medical apparat » (National Wage. Stabilization Board, Release No. 37, April 11, 
1946.) ; 

18 Monthly Labor Review, Vol. 62 May, 1946), p. 837. 
- 30 Ibid, p. 838, ; 
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wage movements in the past, the existence of certain common job clas- 
sifications in all these industries, the “considerable degree of geographi- 
cal relationship,” and the “limited interrelationship in terms of prod- 
ucts.” 

On March 18, the Board made a finding that a wage inequity existed 
between the refractory industry and the steel industry, and approved 
wage adjustments up to 184 cents.” On April 8, it declined to recognize 
an asserted relationship between dairy workers and automobile workers 
in Detroit,” but on May 24 it approved wage increases up to 184 cents 
per hour for the non-ferrous metals industry in eleven western states, on 
the ground that the industry bore “a close relationship to iron-ore min- 
ing, steel, and aluminum industries in which 184 cent increases were 
previously approved.” 

The National Wage Stabilization Board and the Office of Price 
Administration did not have primary jurisdiction over the railway in- 
dustry in the postwar period. Nevertheless, on May 22, 1946, an Emer- 
gency Board appointed under the Railway Labor Act recommended 
an 18% cent wage increase for 70,000 employees of the Railway Express 
Agency represented by the Railway Clerks, the Machinists and the 
Blacksmiths, Drop Forgers and Helpers. On June 22, a strike against 
the Hudson and Manhattan Railroad was settled by the same adjust- 
ment as recommended by another Emergency Board.” ; 

The two-day strike of the Locomotive Engineers and the Railway’ 
Trainmen throughout the nation’s railroad system in 1946 resulted - 
from mismanagement on the part of the government officials involved 
as much as arrogance on the part of union leaders. Considerable dis- 
satisfaction had developed among the railroad workers over the dete- 
rioration of their relative earnings status. Once they were “the aristo- 
crats of labor.” By 1945, their annual earnings were surpassed by those 
in the automobile, shipbuilding, machinery, rubber and petroleum 


% Labor Arbitration Reports, Vol. II, 1946, pp. 410-11. 
2 Monthly Labor Review, Vol. 63 (May, 1946), p. 839. 
2 Monthly Labor Review, Vol. 63 (Aug., 1946), p. 317. 


% Tbid., p. 318. The non-ferrous metals adjustment had been recommended in the report — 


of a presidential fact-fmding board, which, after ten pages of logic-chopping over the concept 
of “relatedness,” brought forth a new category of “fundamentally basic industries.” Included 
in this category are steel, iron ore mining, aluminum and non-ferrous metals. “All are engaged 
in producing the essential industrial metals—those sinews of our basic economy so vital to re- 
conversion and other national requirements of today. All face similar problemsin winning the 
ore from the earth; all must concentrate and purify the mined substance; all must reduce the 
chemical compounds found in nature to the useful metallic state; all melt, work, shape and cast 
these metals into useful forms; and all approach the solution of these problems with similar 
tools and techniques.” (Labor Arbitration Reports, Vol. III, pp. 81-82.) 

% Monthly Labor Review, Vol. 63 (Aug., 1946), p. 318. 

* Ibid., p. 323. 
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industries.” Leaders of the railway unions had chafed under wage. 
stabilization policies during the war. The CIO had chartered a rival 
railway union and District 50 of the United Mine Workers had been 
raiding the Brotherhoods. Government boards and agencies had al- 
ready awarded 18% cents per hour to a large number of labor organiza- 
tions which had neither the venerable history nor the political problems 
of the Brotherhoods. Sixteen railway unions had agreed to arbitrate, and 
were bound to accept the decision of the arbitration board. The Loco- 
motive Engineers and the Railway Trainmen, however, had not partic- 
ipated in-the arbitration; and when the Emergency Board ‘made an 
identical recommendation, they were free to repudiate it. Under the 
circumstances, it is difficult to understand how the two Boards could - 
feel that a wage increase of 16 cents per hour would be satisfactory. The 
President, attempting to mediate the difficulty, made a “compromise 
. proposal” providing that the wage increase be advanced to 18} cents on 
` the condition that the seven rule changes also recommended by the 
Emergency Board be withdrawn. This was too clearly a restatement of 
the original recommendation to permit acceptance without loss of face, 
although it probably would have been acceptable if it had been pro- 
posed in the first instance.*® The Locomotive Engineers and the Rail- 
way Trainmen finally accepted the proposal, but only after a disheart- 
ening debacle which might have been avoided if the two boards had 
recognized the necessity for an 18} cent award in view of the prior in- - 
volvement of the government in a large number of settlements at that 
level. 

l The extent of government participation in the “second round” of 
postwar wage increases was much less than in the “first round.” For 
. this reason, there was considerably more diversity in the settlements. | 
The uniform pattern in 1946 was diffused throughout a solid nucleus of 
our economy: basic steel fabrication, non-ferrous metals, electrical 
í manufacturing, automobiles, rubber, farm equipment, aluminum, ship- 
building, coal and railroads. The 1947 “pattern” consisted of wage in- 
creases of 114 or 124 cents per hour, plus “fringe benefits” (most com- 
monly, paid holidays) sufficient in value to bring the total to 15 cents. 
The scope of its application was much more limited, however. It was 
confined largely to establishments in the basic steel, cane farm 


`a 


37 Survey of Current Business, Vol. 26 (Oct., 1946), p. 32, 

48 A further complication was that in 1941 and 1943 the unions had been able to secure bet- 
ter terms than those recommended by Emergency Boards. See Herbert R. Northrup, “The 
Railway Labor Act and Railway Labor Disputes in Wartime,” Am. Econ. Rev., Vol. 36 
(June, 1946), pp. 324-43. When the Administration persuaded the unions to postpone the 
strike in 1946, it was indicated that a better-settlement would be secured. See verbatim 

` transcript of telephone conversations among President Truman, Mr. Steelman, Mr. Whitney 
and Mr, Johnston in U. S. News, Vol. 20, June 7, 1946, pp. 71-74. 
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machinery and electrical industries; and even here, there were many 
more exceptions than in 1946. Steel fabricators were released by consent . 
of the union; a large number of minor electrical goods concerns granted 
smaller or larger increases; and there were some variations in the farm 
machinery industry. 

To be sure, 15 cent settlements were quite common in the clothing 
industry and elsewhere; and it is probable that the average increase of 
all manufacturing workers was closer to 15 cents in 1947 than to 184 
cents in 1946. However, the clothing agreements and others in the neigh- 
borhood of 15 cents were only coincidentally connected with the multi- 
industry settlement in the heavy industries. A true pattern involves a 
traceable relationship between one bargain and another, and not merely 
a coincidental similarity. It might be added that the Lewis-Fairless 
agreement in July could be characterized as a 15-cent settlement only 
by the widest stretch of the imagination. 

Thus, when the government left the scene in 1947, a powerful in- 
fluence making for uniformity of adjustments was removed; and the 
notion of a master wage bargain embodying a national wage policy 
receded into the background. It should be kept in mind, however, that 
if the government should again have occasion to participate ‘actively 
in the determination of wages, it will doubtless serve once more as an 
- instrument for linking together a multitude of separate agreements into 
a more Closely integrated system. 

6.. Rival Union Leadership. It is strange that although controversy 
between political parties is valued and competition among businessmen . 
is glorified, rivalry among unions and union leaders is regarded as 
strictly pathological. ; 

From many points of view, rival union leadership is unmistakably an 
evil. It leads to jurisdictional disputes. It limits the extent to which 
unions can discipline their members and underwrite their commitments. 
It reduces the effectiveness of the labor movement in public affairs. 

But there is another side to the coin. Leadership rivalry is the life- 
blood of unionism in the United States. After all, the American trade 
union is pragmatic to the core. It is neutral in ideology and weak in 
political purpose. In the absence of competition for the allegiance of 
workers, there would be little else to ensure its militance and guarantee 
its role as an agency of protest. Moreover, rivalry has been the most 
effective stimulus to organize the unorganized. Let the reader ask him- 
self if the labor movement would be as far along as it is today, in terms 
of total membership, had there not occurred the split between the AFL 
and the CIO in the 1930’s. 

Union leadership rivalries are of three kinds. The first takes place 
within a single union. There are the in’s and the out’s, the Young Turks 


- 
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and the old Raliables: the right wings and the left wings. All the familiar . 
tactics of political mobilization are employed in achieving and holding 
power. The second is rivalry among the leaders of separate unions, striv- 
ing for preferment in the upper reaches of the labor movement. The © 
`- third is junisdittional aly between dual unions claiming the same 
_ territory. 

Regardless of the form of rivalry, the wage rate and the wage increase 


' . are paramount symbols of success. Mr. Taylor states, “The principal 


‘non-economic consideration in wage determination in these postwar 
_ years is not so much a struggle between employer and union for the 
` loyalty of workmen... but an intense competition between labor 
~ organizations based upon the magnitude of their demands upon the 
employer and upon the size of immediate wage increases.””** The more 


. intense is leadership competition, the more certain it is that comparisons _ 


will be played upon for all they are worth. Practical politics and personal: ° 
animosities combine to make this the one situation in which workers are 
assured of “full knowledge.” : 

Under these circumstances, wage comparisons are doubly ‘coercive.. 

-They have an offensive aspect and a defensive aspect. The first serves ` 
as a disequilibrating force. In order to improve his position and that of 
his-organization, the union leader is impelled to break the equilibrium 

' when conditions are opportune, so that comparisons can be manipulated 
to advantage. The second serves as an equalizing tendency. When a rival 

_group has been able to move out in front, the union leader is compelled ` 
to. restore the equilibrium at a higher level. “Equilibrium” is used here 
in the technical sense, as a point of rest representing the balance of op- 
posing forces. It is often a necessary condition for stable industrial rela- 
tions, ‘and therefore has more than academic significance. The equilib- 

_ rium itself, however, is highly unstable. The motive to break it is c 

` as enone as the motive to make it. 


Wage Parity Under Rival Unionism ` 

l Coercive comparisons are displayed in their purest form by the 
-~ making and breaking of political wage equilibria between rival unions. 

> Among the numerous parity systems which might be described, perhaps 
the most interesting are found in a group of related industries centered - 
- on the waterfront: water transportation, longshoring and warehousing. 
' At the present time, there are three unions representing unlicensed 
personnel in the Pacific Coast Merchant marine. Deck department 
personnel (ordinary seamen, able seamen, boatswains, etc.) are enrolled 
in the Sailors’ Union of the Pacific, AFL; engine room personnel in the 


23 George W. Taylor, “Wages and Fade acta a address delivered ‘at University of 
i PN January 10, 1947. 
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Marine Firemen, Oilers, Watertenders and Wipers, an independent . 
union; and steward’s department personnel in the Marine Cooks and ` 
Stewards, CIO. On the East Coast, unlicensed men in all three depart- 
ments have been organized by the National Maritime Union, CIO. All 
of these unions have a common progenitor in the International Seamen’s 
Union, an organization which attained considerable power during World 
War I, disintegrated in the 1920’s, and failed to re-establish itself in the: 
1930’s because of internal dissension. The present maritime unions went 
their separate ways when the International Seamen’s Union dissolved 
in 1937. There is still strong rivalry between the National Maritime 
Union, led by Joseph Curran, and the Sailor’s Union of the Pacific, led 
by Harry Lundberg, a rivalry which is kept alive by competition for the. 
personnel of unorganized crews, pe neulaely in the tanker fleets of the 
major oil companies. , 

Longshoremen on the West Coast helene to the International Long- 
shoremen’s and Warehousemen’s Union, CIO (Harry Bridges, presi- 
dent), and those on the East and Gulf Coasts to the International 
Longshoremen’s Association, AFL (Joseph Ryan, president). The 
ILWU was established after a revolt of West Coast longshoremen 
against the leadership of Ryan which came to a head in the waterfront 
strikes of 1934 and 1936. The intense rivalry between the two organiza- 
tions is compounded of personal antagonism, ideological differences and 
jurisdictional controversy. 

The author is familiar with the warehouse industry only in the San 
Francisco Bay area. Here also there are two rival unions: Local 6 
of the ILWU and Local 860 of the Teamsters. The ILWU local is 
much larger. Dual unionism results from the fact that the celebrated 
“march inland” on the part of the Longshoremen was countered by a 
“march to the sea” on the part of the Teamsters, led by Dave Beck of 

- Seattle; the two forces came together and stabilized their front lines in 
the San Fransicso Bay warehouse industry. 

‘In each of these three industries there is a rigid political wage equilib- 
rium which has never been broken permanently in recent years. It is 
likely that a permanent break would demoralize the present organiza- 
tional structure and ignite severe jurisdictional conflict. 

The 1946 and 1947 wage movements in the merchant marine are 
highly instructive. Wage rates on the two coasts had been equalized 
as early as 1939 and had moved upward together in subsequent years. 
The monthly base rate for Able Seaman—Class C Vessel (the occupa- 
tional classification universally employed for purposes of illustration) 
stood at $72.50 in 1939; it was increased to $82.50 in 1940, $100.00 in 
1941 and $145.00 in 1945. 

In June, 1946, the National Maritime Union, the Marine Firemen and 
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. the Marine Cooks were granted a monthly wage incréase of $17. 50. The; 


l "agreement. was approved by the National Wage ‘Stabilization Board, 
_ and an arbitrator was appointed to dispose of collateral issues. The s 


Sailors Union of the Pacific had refused to participate in the initial 


_. negotiations, and now declined to-be a “coat-tail rider”; for reasons of 
` _ its own, the Pacific American Shipowners Association granted increases 
+ of $22.50 and $27.50 to this organization. When the Stabilization Board 


declined to approve the larger amounts, the Sailors’ Union went on 


` strike until the Board was overruled by the Director of Economic 


' Stabilization: - 
The National Maritime Union, the Marine Cooks and the Mariné 


“. Firemen could not afford to be left in the rear and therefore joined the 
strike. After the Sailors’ Union had received satisfaction, the other ’ 


> unions ‘remained on the picket line, claiming that the new settlement, 
had created inequities by setting ‘different rates of pay for men doing 
the same work on the same type of ships.” Peace was restored to the 
- industry only when the arbitrator who had been appointed to settle 
collateral issues promulgated an award granting the additional $5.00 


a ` and’$10.00 to the striking workers. Thus, parity was re-established at a 
` higher level. 


In 1947 negotiations were conducted separately on the West and 


>. East Coasts. In June the Pacific American Shipowners: Association’ 
signed contracts with the Marine Firemen and the Marine Cooks pro- 
' viding for a continuation of existing wage scales. A few days later, the 

” American Merchant Marine Institute on the East Coast granted a five . 

_ per cent increase to the National Maritime Union. The Pacific Coast 


employers were then compelled to reopen the contracts, which had 


1 ‘already gone into effect, and eliminate the differential. To do otherwise . 


' would have guaranteed a year of troubled industrial relations and might 
“have provoked a strike. Political realities were stronger than.contractual 
' formalities. 

In the longshore industry, the ILWU has e a coast-wide contract ex- 


_ tending from Seattle to San Pedro, while the ILA bargains with local 


associations on the East Coast. North of Hampton. Roads, wage rates - 


- are standardized at the New York City level. In October, 1934, the- 


National Longshoremen’s Board awarded the New York rate of 95 - 
cents per hour to the West Coast group. Another portion of the award, 
~ however, provided’ that overtime would start after six hours in any | 
day; this gave the ILWU a relative advantage. Incréases of five cents per _ 
` hour achieved by. the ILA in 1936 and 1937 brought the two groups into 
virtual parity. With a rate of 95 cents, an ILWU longshoreman earned 
$8.55 for an eight-hour day (including overtime), while an ILA long- 
. shoreman earned $8.40. Thereafter, the two unions moyea Ble in 


ROSS: WAGE DETERMINATION UNDER COLLECTIVE BARGAINING 815 


equal steps, ILA settlements were made quickly because of ‘cordial 
relations between Ryan and the East:Coast employers, while the ILWU 
generally required considerable time to catch up because of chronic 
union-management hostility in West Coast ports. Thus, five-cent in- 
creases were won by the ILA in December, 1938 and by the ILWU in 
December, 1940; ten cents by the ILA in October, 1941 and the ILWU 
in February, 1942; and another five cents by the ILA in November, 
1942 and the ILWU, in October 1944, ; 

In September, 1935 Ryan agreed to accept a postwar wage increase 
of 12 cents per hour. Large sections of his rank and file revolted against 
this settlement, however, and returned to work only after Ryan and the 
employers consented to refer the wage issue to arbitration. The ILWU, 
working through the National Maritime Union in New York City, took 
an active interest in the strike and gave all possible moral support to the 
dissident group. The arbitrator, William H. Davis, awarded an increase 
of 20 per cent, or 25 cents per hour.’ 

Negotiations on the West Coast were unsuccessful and a fact-finding 
board was appointed. The report of the fact-finding board is interesting 
for its recognition of the parity concept. 

The fact is undisputed that wage nae on the Atlantic Coast and the 
Pacific Coast have influenced one another. . . . Moreover, this sensitivity of 
wage movements between the two coasts was recognized by the employers 
and the union in this proceeding. .. . The Davis award has been approved 
by the Wage Stabilization Board, and its terms have been extended to 
other Eastern seaports. This is the inexorable fad which we face? (Italics 
supplied.) 


The Waterfront Employers Association had argued that its offer of 
18 cents was in accordance with the national pattern of 1945-46. The 
union had requested the East Coast rate of $1.50 per hour. Both posi- 
tidus were rejected by the board. 


In view of the remoteness of steel and like industries to the longshore in in- 
dustry, it cannot well be contended that such a pattern (the steel pattern) - 
should be applied here in contradiction to the authoritative pattern estab- 
lished in this industry, ... Furthermore, we think it clear that the union 
is unwarranted in demanding the East Coast figure of $1.50. A substantial 
difference between the coasts may be attributed to more than a historical 
factor. It has continued to be founded upon certain contractual advantages 
enjoyed by the Pacific Coast longshoremen. . 


The panel decided to calculate a parity wage with finer precision than 
hitherto had been employed. It took into. consideration not only the 


% Labor Arbiiration Reports, Vol. UI, pp. 172-173. 
2 Tbid., p. 173. 
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-à six-hour day on the West Coast, but ao relative yaon plans, winch- 


driver differentials, penalty rates; and standard size of gangs. The end 
” result was @eccommendadon of 20 per cent (the Davis award), less one 
cent per hour. “The many variables between the two coasts are such, ` 
even with more data, as to make impossible absolute scientific exact- 
‘ness. But $1.37 is the closest parity we can achieve.’ . 

On. September 30, 1946, the ILA received a further wage increase of 
15 cents per hour. This was extended to. the ILWU Sppremmay: six 
weeks later. 

Political-wage equilibrium in the Sau Francisco Bay warehouse in- 
dustry illustrates what is known as the “tail-and-dog” situation. Local 
860 ‘of the Teamsters is small in comparison with Local 6 of the Long- 
shoremen and therefore bound by the settlement of the larger group. - 
As far back as 1938, its wage rates have followed those of Local'6 with | 
approximatély one month’s lag in every case. On April 1, 1946, Local 
6 received a general increase of 34 cents. In June, Local 860 went into 
arbitration. In support of its demand for a 15 cent increase, it presented 
comprehensive statistical evidence on productivity, profits, cost of 


living and other standard equitable criteria. It criticized the employers © - 


' for implying that “we should let the ILWU and the Distributors Asso- 
' ciation do our negotiating.” It argued against being bound by the wage’ 


. _ rates of Local’6, which had “sacrificed wage rates for institutional ex- 


pansion and security.” The employers pointed out that Local 6 might 
strike if Local 860 should be awarded more than 3% cents; Local 860 
asked, “Is this to.be arbitration by intimidation?’ 

All ‘the union’s arguments were canvassed in the arbitration award, 
but one consideration was clearly dominant: “... The adjustments 
negotiated by Local 860 have been closely correlated with those nego- 
tiated by Local 6... To state the collective bargaining situation in 


‘+~ terms of conslusions from the record, Local 860 wanted a competitive . . ° 


advantage over Local 6 by way of either a greater wage or a new working 


`. rule, andthe (Employers) Council declined to bargain with Local 860 


on any other basis except the 34 cent wage increase...’ The award 
provided for only 34 cents, and a new contract was signed.. 

-. Soon afterward the ILWU local was granted a special increase of 125 
cents, apparently as the result of a concerted slowdown on the part of 


' warehousemen who. were angered by rapid price inflation. Bowing to _ 


the inevitable, the employers under contract with Local 860 voluntarily 
` opened their contract and re-established parity. 


'7bid., p. 180. ` 
® Union's .post-hearing brief, In the Matter of Worehousemon's Union Local 860 and San 
` Francisco Employers Council, November 1, 1946. ; DN 
` & Arbitration award of Hubert J. Wycoff, Is the Matter a Wevckensomonrs Loess | Union 860 
. and San Francisco Employers Council, December 24, 1946. 
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The Manipulation of Comparisons 


Some of the methods of manipulating equitable comparisons have 
already been suggested. In a context of rival unionism, it is a source of 
political -advantage to break out of the orbit. The employer may be 
tempted to accord better treatment to the union he prefers; this is a 
costly device, however, if the other union is able to restore the equilib- 
rium. Employers do not fully appreciate that “divide and rule” is often 
an expensive policy. 

Aggressive unions and ambitious leaders attempt to become “front 
runners.” In 1945-46, the Amalgamated Meat Cutters and Butchers 
Workman, AFL ,were inclined to settle peacefully with the meat packers 
for a relatively small increase. The rival United Packinghouse Workers 
of America, CIO, scoffed at the “submissiveness”’ of the AFL group and 
demanded 30 per cent. As Mr. Selekman describes it: “‘...As the . 
negotiations proceeded, this union (The Meat Cutters) exchanged 
lusty blows with ... its C.I.O.rival, deriding the latter’s strategy and 
challenging its allegedly inflated promises and claims. But when the 
younger organization had brought its own wage strategy to the brink 
of a strike, the A.F.L. union (perhaps unhappily, but none the less 
unmistakably) declared from the start for a solid front and also called 
its members out on strike.” John L. Lewis insisted on being a “front 
runner” in 1946, when he negotiated a valuable health and welfare 
fund in addition to an 184 cent wage increase, and again in 1947, with a’ 
fabulous settlement more than double the “second round” pattern. 

The employer may use one union as a “stalking horse” to establish a 
pattern for another union. The Pacific Gas and Electric Company deals 
with the International Brotherhood of Electrical Workers, AFL, and the 
Utility Workers of America, CIO. It regularly bargains with the Broth- 
erhood first. On occasion, however, the Utility Workers are able to 
make a better settlement, in which case the additional benefits are 
awarded to the Brotherhood. It is a matter of great importance to the 
Utility Workers to avoid being a “‘coat-tail rider.” In 1946, the fact- 


3 Benjamin M, Selekman, ‘Wanted: Mature Labor Leaders,” Harvard Bus. Rev., Vol. 24 
(Summer, 1946), pp. 412-13. 


3 In 1947 the Chairman of an Arbitration Board declined to recognize the IBEW settle- 
ment as a binding precedent because “one bargaining unit if it tied itself completely to the 
other would be giving away its right to bargain, and an arbitration board which tied it tightly 
to the other unit, regardless of changed circumstances, would in effect be depriving it of its 
rights.” Opinion of Clark Kerr, In the Matter of Utility Workers of America and Pacific Gas 
and Electric Company, May 27, 1947. The Industry Member’s dissenting opinion stated: “In 
order to have an understanding of the unique wage problems of the Company, the collective 
bargaining history must be considered. . . , This dual-union rivalry. . . constituted a recurrent 
threat to stable labor relations and a sound wage policy....I believe that Dr. Kerr has failed 
completely to measure this important factor of dual-unionism, and its continuing impact, in 
connection with the other factors which he cites.... The arbitration award .. . has deliber- 
ately upset the uniformity and equality of wage treatment. . . ? Opinion of J. Paul St. Sure, 
June 13, 1947. 
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nE digt knd rebommended that General’ Motors. grant a an increase ‘of * 

"194 cents per hour to the Auto Workers. The corporation then offered at 

` 184 cents to the Electrical Workers, which was accepted. It was con- 

© sidered a notable moral victory for the corporation when the Auto: ` 

< Workers were forced to settle for the smaller figure. This incident, 

illustrates how impossible it is to determine whether a strike i is won or ` 
~“ lost solely by reference to the monetary sums involved.. 


Unions are as much interested in creating inequities as in eliminating 


. ` them..Once they. have standardized wages within an orbit of comparison, 


` they will focus pressure on an unsuspecting or vulnerable employer and ` 
. attempt to bring him out of line. This being achieved, they will argue 
, ~ that other employers should offer “equal pay for equal work.’ ’ To avoid 
"being “whipsawed” in this fashion, employers combine into associations | © 
- and negotiate, master contracts governing the entire gtoup. The unions’ 


i l may attempt to “whipsaw” the employers under a master contract by 


~ winning better conditions through the grievance procedure. This is why - 


-` _ sophisticated employers’ associations, such as those affiliated with the 
‘San Francisco Employers Council, insist. that contracts be administered 


D "as well as negotiated by their own staff. A grievance becomes the Prop- 
erty of the association. = 


Consolidated Bargaining Siniri: the Political Stakes 


‘It, was noted above that there are two-kinds of equalizing tendencies 
_ in collecting wage determination—comparison and consolidation. This | 


os article has been chiefly concerned with the importance of equitable 


É comparison as å connecting link between one wage settlement and an- 

` other. 'A word should be added concerning the consolidation of bargaining 
structure into multi-union and multi‘employer. bargaining: units. ° 

- Uniform occupational rates are not inevitable, but there is the same 
pressure for equal treatment which develops under any unitary decision.’ 


- What is the rationale of consolidated bargaining structure, from the 


~~ ‘union’s point of view? We have already argued that bargaining power 


vis-a-vis the employer will not serve as an explanation. One union has 


-more bargaining power than a group of unions, so long as it can bring 
|. operations to a halt by withdrawing its own ‘members. A union ‘can 
` > achieve higher average wages by “~whipsawing” the employers than by ` 
‘dealing with them collectively. Lester and Robie’s survey of wages 
, under national and regional bargaining confirms this argument. Théy.’ 

“-). conclude that “under national or regional, bargaining, wage decisions — 
are likely to be‘more sensible and farsighted’? . . . than is the case where _ 
_ the wage-pattern for the industry i is established by a wage ‘leader’ or by: ` 


- 21 Kerr and Fisher, oP. a 
DIe, lower. 


y 
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local bargaining, with the union playing one firm against the other... 
The union’s wage demands may be more modest when they apply 
uniformly and simultaneously to all plants in a multiple-employer 
unit... Generally speaking, wage and earning levels do not appear to 
have risen more rapidly under national and regional bargaining than for 
manufacturing as a whole.” 


1. Mulii-Union Bargaining. The real advantages of multi-union bar- 
gaining are administrative and political. Naturally the employer pre- - 
fers to negotiate only once instead of several times. It is more con- 
venient for the unions also, since they can share the burden of pre- 
paring evidence as well as the expenses of negotiation and possibly 
arbitration. Negotiations can be completed more rapidly; it is not 
necessary for the employer to delay his reply to those unions who have 
filed their demands earlier until he has had an opportunity to consider 
the demands of the other unions. 

The strongest advantage is the political protection afforded to the 
leaders of the individual unions. They cannot ignore the fact the rank 
and file will compare their performance with that of the other leaders in 
the closely related union group. This such is an obvious orbit of com- 
parison that it is only elementary self-defense to avoid being placed in 
a vulnerable position. Through joint bargaining, they protect them- | 
selves against participating in the establishment of inequities. They 
eliminate the possibility of making what appears to be a satisfactory 
settlement, and then witnessing another union making a better settle- 
ment which renders their own embarrassing or untenable. It is mutual 
insurance against the displeasure of the rank and file which recommends 
multi-union negotiations as a form of bargaining structure, rather than 
any enhancement of bargaining power against the employer. This would 
make no sense if it were true, as many authors assume, that trade union 
wage policy is mechanically oriented toward maximization of the wage 
bill or attainment of the highest possible wage rate. Such an assumption 
is not accurate, however, and need not deter us from noting the real 
determinants of wage policy. 


2. Multi-Employer Bargaining. The chief advantage of ditambat 
bargaining to the union lies in the institutional security it provides 
against the apathy of workers, the hostility of employers, and the 
inroads of rival organizations. The union cannot be dislodged bit by bit. 
If it is to be dislodged at all, it must be overturned all at once through- 
out the consolidated bargaining unit. This is always difficult and often 
impossible to undertake. 


2 R, A. Lester and E. A. Robie, Wages under National and Regional Collectise Bargaining 
(Princeton, 1946), p. 93. 
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7 How “industry-wide bargaining” serves,as a protection against rival 
unionism has been described by Kerr and Fisher. 


_ The National Labor Relations Board is charged with the responsibility 
for “determining. the appropriate unit for bargaining purposes and this 
determines the universe within which the employees vote to select their 
„agent. ... A history of bargaining with an employers’ association with 
E -dthority to bind its members . . . is a virtual guarantee that the National 
Labor Relations Board will designate the multi-plant group as the ap- 
_ propriate unit. This is powerful protection against the incursion of a raiding - 
‘competitor. When, as in a number of master agreements in the San Fran- 
_ cisco area, the bargaining unit consists of in excess of one hundred plants, 
the task of organization for the rival union is virtually insuperable. It re- 
quires simultaneous organizing effort over an area much broader than the 
ordinary trade union can manage in order to show a majority of the em- ~ 
_ployees of all the plant units voting for new representation. 


The multi-employer agreement confers the benefits of “collective ` 
bargaining” upon the employers, but it has a price; it also confers a kind 
of political sovereignty upon the union. 


V ři is not easy to conceive of a master agreement. ETN ‘vighout the’ 


- . concession that there are somewhat autonomous spheres within the in- 


dustrial commonwealth and that one of these spheres belongs to labor and 
~ another to management. The master agreement is fundamentally a treaty. 
. In this treaty, as in others, the recognition of sovereignty is implicit. 


oe who sign master agreements, such as those in England 


” _ and Sweden and in various small-scale American industries, have seen 


` fit to pay the price. Employers who oppose the development, such as 
those in the great mass-production industries of the United States, ` 
demonstrate once again that politica] stakes are paramount over econ- 
omic stakes in collective bargaining; that power is worth money and’ 
„often more than money. 


: Summary . 

‘Despite the popularity of analogies from physics, economic behavior 
remains perversely intractable to mechanical analysis. Within the 
several branches of economic theory this is nowhere better illustrated 
than in the theory of wages and collective bargaining. The apparatus of ` 
- equilibrium analysis has been adopted in its entirety. Wages are the’ 
“price of labor,” established in the “labor market”; collective bargain- ~ 
ing is “bilateral monopoly.” The union is conceived as a monopolistic 
seller of labor. Wages are regarded as emerging from the interaction of.“ 
supply and demand in the labor market. In order to pomplete the anal- 

4 Kerr and Fisher, op. cit. 
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ogy, it is held that competition among buyers and sellers of labor inte- 
grates and unifies the wage structure, while imperfect competition in- 
hibits the tendency toward equalization. j 
Formally the parallel appears reasonably good. Much could be over- 
looked if the formal analysis worked well, and if, as sometimes happens, 
more or less correct conclusions were reached from false premises. But 
if current wage doctrine is conceptually unsound, practically it is im- 
possible. The results are poor and the lacunae manifold. Where one 
price should prevail in the labor market, there are many. Labor market 
theorists are so burdened with the task of identifying rigidities and 
imperfections that little time has been left to make a constructive 
theoretical reformulation. On balance the labor market concept is a 
net liability in wage analysis; there is a fatal disjunction between the 
spatially limited character of supply and demand and the spatially 
unlimited characteristics of wage determination under collective bar- 
gaining. i 
We are not enlightened as to why unions demand what they do, why 
employers grant what they do, and why arbitrators award what they _ 
do. We are told that the wage structure is a living, breathing organism, 
but its way of life remains a mystery. Viewed in the large, what is 
euphemistically called our “national wage structure” is a maze of di- 
tinctions and differences. Some are more or less in accordance with 
commonly accepted notions of equity, such as distinctions between 
skilled and unskilled workers, or appear to follow economic geography 
or to correspond with the profit position of employers. These we call 
differentials. Others exist without apparent reason. These we call 
inequities. In still other situations with the soundest of economic bases 
for wage distinctions, none are to be found. Some differences persist 
indefinitely, others narrow gradually, and still others are eliminated 
entirely. The “national wage structure” seems to consist of little islands 
of rationality in a sea of anarchy.“ 
Theoretical reconstruction must begin by recognizing a few elemen- 
© One of the most engaging aspects of the National War Labor Board’s eminently prag- 
matic program during World War IH .was the Board’s capacity to distinguish between “‘his- 
torical differentials” and “gross inequities” without sacrificing the notion that it was ad- 
ministering the national wage structure evenhandedly and scientifically. Historical differen- 
tials had to be preserved; gross inequities had to be eliminated. In some cages, both themes 
were played simultaneously. For example, In Case No. 240 (Chrysler Corporation), the Board 
stated: “It should be pointed out that differences in rates are not necessarily inequalities in 
rates. On the contrary, the wages paid in American industry are normally characterized by all 
sorts of differentials created for many different reasons, Under any sound program for sta- 
bilizing wages in this time of war it must be presumed that well-established differences in wages 
are not inequalities. ... One must not interpret the above-stated presumption, however, as 
an indication that established differences in wages can never become inequalities. They may 


be subject to adjustment if they have become inequalities which must be rectified in the in- 
terests of full production of war goods.” (Case No. 240, October 2, 1942. 3 WLR, 451.) 
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tary facts. The ade union is not a seller of labor. It is. a political i in- ` 
strumentality not governed by the pecuniary calculus cénventionally 
attributed to business: enterprise. (Others are better qualified to judge 
whether this is also true of the business enterprise itself.) The influences 
determining wages run in political rather than geographical or industrial 
otbits. Where a single price does emerge, there is established a prima 
facie case against the operation of market forces. 

There are forces in society and in the economy making for uniformity 
in the wage structure, but they are not merely the forces of supply and 
‘demand. Ideas of equity and justice have long permeated- industrial 
society, but the growth of organization has endowed them with com- 
pelling force. They provide the substance of equitable comparisons and 
they govern the administration of consolidated bargaining structures. 

` These are the strongest equalizing tendencies in wage determination. _ 
- Equitable comparisons are highly important to workers, employers, '’ 
- unions and arbitrators. They attain additional strength through the 
administrative and political convenience of a ready-made settlement. . 
They run in limited orbits, however, and not in a single chain through- 
out the whole economy. It is when the several locals of a single interna- 
‘tional union centralize their wage policies and consolidate their strate- 
` gie’, when separate industrial establishments are brought undér com- 
_ mon ownership, when the state plays a more active role in setting. : 
-` rates of pay, when rival unions compete with one another for jurisdic-: ` 
_ tion, when related unions negotiate together for mutual protection and 
` when employers organize into associations to preserve a common front 
' „that comparisons become coercive in the determination of wages. Under 
' these circumstances small differences become large and equal treat- 
ment becomes the sine qua non of industrial peace. A sixty-day strike - 
over two cents an hour may be irrational in the economic lexicon, but 
viewed as political behavior it may have all the logic of survival. 


TEE ANNUAL WAGE—WHERE ARE WE? 
A Review Article 
By HERMAN FELDMAN* 


Guaranteed Wages: Report to the President. By the Advisory Board, Office 
of War Mobilization and Reconversion, Office of Temporary Controls, 
Murray W. Latimer, Research Director. (Washington: Government 
Printing Office. 1947. Pp. xx, 473. $2.00.) 

The Guarant:e of Work and Wages. By Joseru L. Snwer. (Boston: Gradu- 
ate School of Business Administration, Harvard University. 1947. Pp. 
xi, 191. $2.75.) < 

The Guarantee of Annual Wages. By A. D. H. KAPLAN. (Washington: The 
Brookings Institution. 1947. Pp. ix, 269. $3.50.) 


In March, 1944, the Steel Workers (CIO) introduced a new and 
breath-taking feature in labor demands. It asked that all the wage 
earners of the industry (some 519,000) be given a guarantee of full-time 
weekly wages (with an increase of seventeen cents an hour, as well) for 
the period of the contract then under negotiation. Almost at once 
several other large CIO unions followed suit. Before this time, con- 
cerns here and there had experimented with wage guarantees. Prac- 
tically none of these plans had covered all the workers on the com- 
panies’ payrolls or guaranteed a full annual wage. The unions’ proposals 
for industry-wide guarantees thus involved a magnitude of the first 
order and substituted for the cautious pre-thought and’ voluntary 
action of the individual employer the pressures and unpredictable 
factors of industry-wide collective bargaining. ' 

This most discussed issue in labor relations came before the National 
War Labor Board that summer. The request for an annual wage guar- 
antee as there presented had been modified to include only employees 
with at least three months’ service. The Board, in the fall of 1944, de- 
clined to grant the demand of the steel workers and unanimously recom- 

mended, instead, further investigation of the subject. A letter of 
December 1, 1944, from Chairman William H. Davis to President 
Roosevelt puts the recommendation in these words: “That the whole 
question of guaranteed wage plans, and the possibility of their future 
development in American industries as an aid in the stabilization of 
employment and the regularization of" production, should now be! com- 
prehensively studied on a national scale.” 

* The author, formerly professor of industrial relations in the Amos Tuck School of Business 


on, Dartmouth College, died suddenly on October 16, 1947. The article lacks a 
final summary which was intended by the author. 
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` The union proposal that industry provide security of employment 
through the payment of wages had met with wide public sympathy, even 
among many who did not belong to the wage-earning class. Delay in the 
- appointment of an investigating committee by no means dimmed the ap- 
peal of the idea. On March 20, 1945, President Roosevelt wrote to 
Justice Byrnes, Director of War Mobilization and Reconversion, en- -~ 
closing a copy of the communication he had received from Mr. Davis. 
The President asked the Advisory Board, which he had appointed 
under the War Mobilization and Reconversion Act of 1944, to under- 
take the recommended study. 

This commitment served as a sort of quietus. Demands for the an- 
nual wage from other unions became less prominent in negotiations. In ` 
general, people became willing to await the results of the official national ° 
investigation. At the same time similar studies were initiated by vari- 
ous institutions and by independent economists, and some large corpo- 
. -rations undertook special analyses in preparation for : recurrence of the 

demand from labor. 

The long-awaited government document, dated penta 31, 1947, 
was actually made public late in the spring. It is labeled as the Report of 
the above-mentioned Advisory Board, and its page of transmittal is 
signed by George W. Taylor, Chairman; T. C. Cashen, Nathaniel Dyke, 
_Jr., A. S. Goss, William Green, Eric Johnston, George H. Mead, Philip 
Murray, James G. Patton, Edward A. O’Neal and Anna M. Rosenberg. 
Actually the Board’s part appears to have been limited to this trans- 
‘mittal page, with its few conclusions unanimously adopted. 

' The rest of the Report, almost 500 double-column, monograph-size 

' pages, consists, first, of twelve chapters (185 pages), devoted to a discus- 
sion of various subjects deemed relative to the investigation, followed 
by a summary. Then come appendixes, with sub-sections, containing 
numerous selected studies, tables, charts, case histories and other data 
incidental to the presentation. Placed at the end, for some unexplained 
reason, is the most valuable section—an economic analysis by Professors 
Alvin H. Hansen and Paul A. Samuelson, followed by short comments 

' upon it by Professor J. M. Clark of Columbia University and Profes- ` 
sors Edward S. Mason and Sumner H: Slichter of Harvard University. 
It will be convenient to refer to the government document as ‘the 
OWMR report, or often just the Report. 

"Two other studies have become available in recent months. The one 
by Professor Snider, which appeared in the spring, apparently had had 
no access to an advance draft of the OWMR report. The other by Dr. 

_ Kaplan, sponsored by The Brookings Institution, and published in the , 

` late summer, shows complete acquaintance with it. 

These three volumes differ in content, quality, incisiveness and em- 
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phasis. But from the group as a whole a comprehensive answer to the 
economic questions of guaranteed wages may be constructed. It is the 
purpose of this article first to comment briefly upon the character of 
these contributions and then, with substantial quotations, to present 
and appraise their findings. 


General Character of the Three Studies 


The OWMR investigation began with signal responsibilities because 
it was the official fact-finding agent of a democratic society. Under such 
a mandate, government research needs to be especially objective, thor- 
ough and well written in order to serve its purpose. In this respect, the - 
OWMR report is by no means ideal. While much that is of significance 
and value may be selected from it and its actual recommendations are 
restrained by the evidence, it seems too fearful that employers might be 
dissuaded from adopting wage guarantees or unions from pressing for 
them. The intrusion of this viewpoint is perhaps the reason why, as-will 
be shown in later pages, the Report disregarded certain extremely im- . 
portant sectors of the problem. 

The volume should also have been made more palatable for general 
consumption. While some sections are well written, as for example that 
by Hansen and Samuelson, the volume as a whole suggests a compila- 
tion of good first drafts. Its style is discursive. In various parts simple 
thoughts seem to be expanded from paragraphs into pages, and points 
easily acceptable into sections belabored with excessive tables and 
qualifications. Such repetition and other faults might have been caught 
by the authors themselves if this long monograph had been suitably 
girded with an index. The lack of such an indispensable and workman- 
like feature is a grievous handicap. 

Professor Snider’s book and Dr. Kaplan’s are similar in title and in 
some of their content, but they differ considerably in sharpness and 
emphasis. Part I of Snider’s book, on the experience with guarantees of 
work and wages, is a good analysis but this phase of the subject is al- 
ready amply covered in previous treatises and by the OWMR report. 
It is regrettable, therefore, that Snider’s interpretative and recommenda- 
tory sections which follow are so often merely idealistic treatments of 
problems in which closer analysis of administrative realities and more 
intensive economic reasoning are today the pressing needs. Vast areas 
of difficulty are removed by pronouncements, such as this, for example, 
concerning government work programs: “The inadequate planning and 
poor administration of the past can and must be avoided in the future” 
(p. 158). But how? 

Kaplan’s book is to this reviewer entirely free from such handicaps. 
It is a forthright, hard-headed appraisal. It concentrates on the main 
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issues, sets them forth clearly- and ‘readably ` ‘and deals with. them 


; thoroughly. ` 


The common elements and the points of difference i in nihe three wE 
úmes will appear in connection with the specific saad eee 


ete now to be discussed. 


Definition of a Wage Guarantee Plan - 
` Almost any business concern can give some sort of guarantee, to some 


. òf the workers for some of the time. Hence economic discussions of the : 


consequences of wage guarantees depend to 4 considerable extent upon 
whether occasional and limited plans or large and were liabilities 
are considered. 

‘The focus of OWMR report is somewhat irei at the start by so in- 


<>., clusive a definition as to make annual wage commitments a minor part 


of its investigation. A guaranteed wage’plan is any scheme “under. 
which an employer guarantees to all or a defined unit or group of his 
employees a wage or employment for at least three months” (p. 2) at 
half-pay (p..5). The Report thus hardly distinguishes a wage guarantee, 


_ from a liberal dismissal wage. Also, it considers as a wage guarantee 
< `vevet the platonic type of plan which “may be terminable at any time, ` 
ia by action of the employėr’s directors” (p. 6). 


‘Snider did not intend to limit his book to annual wages. Hence he 


“deals with guarantees of any sort and urges individual employers to dis- 
'- cover how far'they can go in offering such guarantees. He takes the stand’ 
‘that the annual wage issue is not a realistic proposal if-it means a full 


year’s pay to ‘all workers, except perhapsi in extremely stable industries. 


` _. His main-concern is rather with increasing the regularity of emproyment 


. so that thereby greater wage security will result. 


Kaplan’s book, from the start, concentrates on the goki for 
“a guarantee of year-round employment ata specified rate with regular 


` pay checks, assuring the employee a stated minimum of annual income 


. whether dr not the volume of production covers the employment - 


f and wages guarantee” (p. 6). In the wide spread of such risk-taking 


Se plans are to’ be found the really troublesome economic and political 
questions. 


f 


Analysis of Existing Plans ` 
-The OWMR report contains an extensive and. valuable ETA of 


> wage guarantees. Some fifteen plans were introduced prior to 1921, and 
- „of these ten are still in operation. In spite of the optimism of the 1920’s 


N 


` _ the number introduced was only two or three a year. In the thirties 
-the rate began to step up, but, nevertheless, in January, 1946, ‘there were 
„, only 196 known guaranteed wage plans in operation in the United 


States. In addition, 55 plans are known to have been discontinued, aside - 


' from 96, plans abandoned i in Wisconsin when incentives offered by the . 
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tax exemptions of the original form of the Wisconsin Unemployment 
Insurance Act were eliminated. Ten of the existing plans are in master 
contracts entered into between a union and a trade association on behalf 
of their members, and several additional plans cover all the plants of a 
company. Hence the total number of establishments covered is esti- 
mated to be more than 500 (p. 44). But all these involve only around 
61,000 employees. 

The companies in which guarantees were introduced are in the 
main small, for in 111 out of the 196 cases the number of wage earners 
is less than 100. Only 39 plans, mostly in small companies, provide that 
all workers are eligible for coverage as soon as hired, or within 30 days 
thereafter, and guarantee either full-time hours or pay for the entire 
year (p. 48). In short, the total experience with wage plans, including 
those which guarantee only a moderate proportion of the wage for a 
short period, is extremely limited. Significant, too, is the fact that, in the 
main, the plans were initiated in concerns which thought themselves in 
an unusually favorable economic position to adopt guarantees, in which 
there was exceptional leadership, and in which well-developed labor 
relations predominated. These situations did not present the acute 
problems of operating under wage guarantees. Hence the OWMR report 
overstates the case when it describes these plans “as an index of prac- 
ticable possibility” (p. 12). 

Both Snider and Kaplan also devote considerable attention to existing 
plans. Kaplan contributes the most telling interpretation of this experi- 
ence. He emphasizes in his first pages that: “Firms operating under: 
annual-wage plans have been, as a rule, in consumer goods lines with 
relatively consistent demand and predictable seasonal fluctuations in 
output. This is true of the annual-wage plans most commonly cited as 
successful” (p. 7). And in his Summary of Findings he puts this past his- 
tory into proper perspective by stating: “The proposed program of 
annual-wage guarantees across basic industries, as a step toward in- 
creasing the postwar security of wage earners, has raised questions of 
economic policy to which the scattered, previous experiences of firms 
with individual employment stabilization plans are not applicable” 
(p. 233). The effects which need most to be analyzed are those resulting 
from the wage guarantees involving large liabilities in businesses or in- 
dustries not suited for them. This need for analysis is even more perti- 
nent when the manner in which extension of wage guarantees is to be ex- 
pected in the future is compared with the voluntary adoption in times 
past. 

How Will Wage Guarantees Spread? 

The increase in the number of wage guarantees may well occur in the 
following sequence: 

1. Adoption of guaranteed wage plans here and there by individual 
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` concerns on a truly voluntary basis. In some cases such plans may be 
associated with a collective agreement as an’ incidental or convenient 
arrangement, but without compulsion. 

2. Voluntary extension widely among concerns because current eco- 
nomic thinking had put them in the state of mind to regard this meas- - 
“cure as contributing to economic stability or harmonious labor relations. 
This mode of extension is illustrated by the extraordinary spread’ of 
employer-initiated group insurance. 

3. -Enforced adoption among employers or whole industries tough 
the power of unions. 

4. Enforced adoption through weveminene. pressure, such as abate: , 
ments, tax incentives, or subsidies, or through more direct government 
compulsion. o 
` In view of the last possibilities, rather than the manner of the past 
growth of wage guarantees, it is surprising that the first pages and the 
main sections of the Report effectively hide the origin of the OWMR 
‘assignment. It was the outgrowth of an industry-wide demand by the ` 


. . United Steel Workers (CIO) for a full annual guarantee of 52 weeks of 


40 hours each for all the workers of the industry. The occasion for the 
investigation is not detected until one reaches Appendix A (p; 186), 
and even after that point the impact of organized labor on industry- 
o wide plans continues to be almost completely disregarded. e 
` The Advisory Board, in its one transmittal page, makes a reference to 
` the subject in its conclusion that “Adoption of guaranteed wage plans 
should not be the subject of legislative action, but should be referred 
_ to free collective bargaining” (p. xviii). What in this day is to be con- 
` sidered “free collective bargaining” is not discussed. Would the adop- 
tion of an annual wage plan forced by unions’ threats to tie up an in- 
dustry be considered ‘“‘free collective bargaining”? 
`. The OWMR report does declare that “A guarantee will not function 


` properly if it is accepted by management as a necessary evil to be.cir- 


cumvented if possible and discontinued at the first opportunity” (p. 185). 

‘When wage guarantees, however, become the subject of dynamic 
negotiations, labor and management will repeatedly disagree’ as to 
what the prospects of business are, and many a firm or industry may 
be forced to accept terms which it fears. The Report hints at this 
problem in an incidental paragiapk but dismisses the danger with this 
light touch: 


Discussions with employers have indicated that any concession in the di- 


rection of a guarantee would be merely a base on which a larger operation 


‘was to be conducted the next year. If, however, the guarantee is not con- 
nected with the periodic renegotiation of contracts and if... limitation on 
liability is imbedded firmly, as a fixed principle, in the initial agreement, 
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there is little reason for employers to fear that by agreeing to the guarantee 
they are subjecting themselves in effect to an unlimited drain which will 
endanger both their stability and their solvency (p. 182). 


This is so far from realities of intra-labor factionalism, rank-and-file 
pressure, and the activities of left-wing unionism that one wonders 
where the research staff has been this past dozen years. Certainly the 
subject deserved more mature and detailed analysis of what may ac- 
tually be expected to happen in Seer eURTauiee demands under the 
existing tensions. 

While the OWMR report ignores even the current expressions of 
organized labor on the annual wage, Snider and Kaplan both discuss 
this subject at length. The high points in Kaplan’s somewhat more com- 
prehensive review follow. 

In general, CIO unions have been more interested than AFL groups 
in industry-wide guarantees of an annual wage. This is in part due to 
the fact that support for such guarantees became a sort of official line 


of the CIO. Further, the demand arose at a time of war prosperity and | 


full employment. Workers in ClO-dominated industries naturally were 
fearful that the bubble would burst as soon as war orders ceased. In 
turn, many labor leaders found it expedient to identify themselves in 
greater or less degree with the movement for the annual wage. 

In its main publication on the subject, Guaranteed Wages the Year 
Round, the CIO puts forward the annual wage as an important aid to 
the achievement of full employment. Its reasoning contains the not 
unfamiliar syllogism that the guarantee of annual wages means larger 
purchasing power by workers, that this signifies a more sustained de- 
mand for goods, and that this in turn provides the levels of production 
and employment needed to support the guarantees. Such argument, 
which has made a deep impression on American workers, is yet to be 
fully reckoned with in its effects on our economic life. True, extreme 
demand from unions may be advanced today as mere trial balloons, 
and a good deal less than the official urgings of the CIO will be ac- 
cepted. But the more radical labor organizations already go beyond the 
demand of economic security through union action and suggest that 
ultimately governmental support may be necessary to assure the full 
wages fixed. 

Other unions recognize that governmental control resulting from a 
too single-minded pursuit of the annual wage may prove far too 
‘dangerous to the American way of life. Both the federations contain 
leaders who are experienced enough and wise enough to know that there 
is something too easy about obtaining security simply through wage 
guarantees. A number of these regard the annual wage plan as appro- 
priate only in a setting of full employment. Kaplan observes that: 


X 
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- “Phe eid labor leader is quick to note the difference Deed the- 7 
annual wages obtained during continuous high employment, and the 
kind of guaranteed annual-wage protection that depends'on a real 

“ agreement by means of collective bargaining negotiations. ... He is . 
. likely to point to the varying abilities of competing employers and com- 

` peting areas to uphold annual-wage guarantees” (p. 14). Some unions 
are opposed to wage guarantees. According to Kaplan, “The most un- 

-s _. compromising resistance to an annual wage is found among-the mem- | 
bers of the building trades unions. William Green, in discussing the 
position of the AFL with respect to the annual wage, has emphatically 
** excepted construction as a special case in which the annual wage cannot 
' be made effective” (p. 39). 
: For present discussion it is important to note that “Very few unions 
_ seem prepared at this stage to put their faith in comprehensive annual-. 
d wage ‘guarantees on an industry-wide basis” (p. 48). This fact is most 
‘helpful in inducing an objective attitude toward the whole-problem. _ 
-to ° Otherwise, “A connotation that may... creep in is that those who 
~> areon the side of labor favor the guaranteed annual wage, while those 
_ ‘who are opposed. to the annual wage are opposed to the interests of 
r bor” (p: 13). A good caution indeed! 
' Labor unions may as yet be divided on the issue but this dows not 
` remove the possibility that wage guarantees may be forced upon many . 
companies or industries where they are not appropriate. The type of 
"union action leading to industry-wide guarantees is pictured by Kaplan 
- as follows: “Key companies are selected for strategic convenience, in 
. Setting the pattern of negotiations for the industry. Once the pattern - 
. bas been set with a representative firm, it is to be expected that the ` 
model will be followed in negotiations with the other companies of the 
“industry” (p. 135). The normally conflicting points of view of unions - 
oe and employers, both initially and during recurring negotiations, must _ 
- be kept in prospect. Such a forced method of rapid extension of wage 
guarantees poses the basic question as to their effects upon economic . 
“life. Kaplan states the issue as follows: “What direction would business 
` policy take on product development, pricing, and related competition 
behavior, in the event that a eon guarantee of annual wages is 
applied to'an industry?” (p. 12). 


Limitations of Cosi and Risk in Guarantees 


`The OWMR report recognizes in principle that in a long depression, 

. or even in a short decline such as that of 1938, the costs of guaranteed 
wages would be far too high. The memorandum from Hansen and 
‘+ Samuelson, warning of the danger of an ambitious program of universal 
`. , Wage guarantees, uses these words: “Unless a general, many-sided 
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attack is made upon the problem of business cycle stabilization, to- 
gether with a step-by-step industry-wide attack upon seasonal in- 
stability of production, guaranteed wage plans are likely to be so gany 
as to be doomed to failure” (p. 418): i 

The Report itself, however, bases too much of its discussion on an 
assumed moderation of the business cycle. It holds that if business 
fluctuations themselves could be so limited that the total annual em- 
ployment requirements would not decline by more than 10 per cent in - 
the worst year as compared with the best year preceding, the average 
costs, too, would be moderate. True, indeed. The Report then also 
recommends limits in the risks of guarantees, applied to (1) the amount 
of work or pay guaranteed, (2) the maximum financial liability to be 
borne and (3) the proportion of employees covered by the plan as, for 
instance, the exclusion of those with less than a certain period of tenure. 
It also suggests (4) an option which permits the employer in effect to 
abandon the plan. 

Such stipulations have their place, but in the Report they are put 
forth in too uncritical a fashion. Of course it is true that: “Any employer 
can obviously give some guarantee of wages without danger to his enter- 
prise, since coverage, benefits, and related terms can be varied in so 
many combinations” (pp. 98-99). An annual wage agreement made on 
July 1, 1946, between the United States Steel Workers of America 
and The Wildman Manufacturing Company, Norristown, Pa., provided 
a guarantee of only 1200 hours—less than 24 hours a week—and is 
made applicable only to employees with five years of seniority. In the 
Bellman Brook Bleachery Co., only eleven highly skilled operatives in 
a plant of 500 workers were under the annual wage agreement (Kaplan, 
pp. 143-44). 

The Hansen-Samuelson memorandum had cautioned the staff that 
“Guaranteeing employment to a limited number of employees raises 
some of the same policy problems involved in excessive seniority provi- 
sions.” The Report should have made note of this memorandum’s refer- 
ence to “the possible evil of carrying seniority and wage guarantees to a 
favored group so far-as to create in effect an economic caste system, in 
which one fortunate privileged group is protected completely from the 
vicissitudes of economic life, at the expense of throwing the full burden 
on those left without protection” (pp. 424-25). 

_ Snider comments that “The most common characteristic of so-called 
guarantee plans has been that they . . . have provisions for modification, 
and abandonment at the discretion of the guarantor or under stipulated _ 
conditions” (p. 52). He advocates such clauses (p. 69) as a means for 
voluntary improvement of employment stability. g 


wi 
Kaplan views all these modifications as reasonable when a concern is 


7 E 
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-i independently considering a guarantee but holds that all these limita- l 


`N 


‘tions “avoid the main issue. They are a far cry from the demand for a 
guaranteed annual wage across industry as a prior right of the Werke 


attached to the industry” (p. 209). 


Cost Estimates 


The simplest and most pressing question about annual-wage guaran- 
tees then becomes: Where would the money come from? In other words, 


‘ who would bear the cost of paying large numbers of workers substantial 
-or full wages at times when they had no work? i 


In the OWMR report, case analyses were undertaken of 47 existing 


_ ‘plans for the idle time which would have been involved, in the five-year 
_« period 1937-1941, for a full-time annual guarantee for all employees 


having three months? service. The possible results of a widespread exist- 
ence of annual wage plans during those years would perhaps have 
brought a different result, but during the years included, the average 


annual costs-iù at least half the cases were 11 per cent or more of the 
- actual payrolls. Ten of these concerns had a cost of over 20 per cent, and 


the.top one was 33 per cent (p. 75). The figures in five selected cases are 
given also-for each of the five years separately. The sharpness of the re- 


„ cession in 1938 is indicated by the fact-that in that year two of them 


would have paid 93 per cent of the payroll for idle time, and a third over 
65 per cent (p. 77). Hence the Report draws the conclusion that “Among 


-the 42 establishments covered by the case analysis, 9 cases, distributed. 


among 8 different industries, had employment experience of a character 


that is likely to make a full-time wage guarantee feasible without adding 


` any limiting features” (p. 98). 


Much of the OWMR discussion therefore adapts the premise that the 
employer’s liability for payment for time not worked by his employees 
would be limited to 10 per cent of the annual payroll of the covered 
group. The Report argues that this limit has value to workers because 


` some guarantee is better than none. This may not be strictly true if the 


whole working force of the country is kept in view. In any event, such a 


watered-down benefit is not the type which brought the issue to the fore. 


- One may also question whether “‘a combination of terms in a guarantee 


` can be devised to reduce the costs to less than 6 per cent on the average, 


and yet provide a substantial measure of security for all or almost all 


. employees of the establishment” (p. 99). Much depends on what is - 


' meant by the word “substantial.” This section is one of the most uncon- 


vincing in the Report and it would have been much better if it had sup- 
plied merely the detailed material. 

Kaplan does not estimate the costs. He assumed “that ‘the union 
agreement on annual wages will grant protection beyond the figure that ` 
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management, left tö itself, would deem perfectly safe to guarantee” 
(p. 162), and that this will involve heavy outlays to support employees 
for whom there is no work. 


Financing the Wage Guarantees 


Whatever the costs may be, how will the guarantees be financed? The 
Report considers chiefly two methods by which widespread guaranteed 
wage plans could be privately financed—an accumulation of large re- 
serve funds and a pay-as-you-go procedure. Though presenting the pros 
and cons, the Report ends by favoring the funding of wage eharearee 
through the setting aside of money each year (p. 144). 

Such creation of large reserves may involve painless accumulation in 
good times, but in what form will the money be kept and how will it be 
disbursed? The Report itself recognizes that the establishment “of very 
great reserves by a substantial proportion of all employers would give 
rise to repercussions in the economy which might have disastrous re- 
sults” (p. 184), but does not give detailed consideration to the financing 
problems. The Hansen-Samuelson memorandum foresees that if really 
huge reserves were accumulated in boom years, adequate to pay annual 
wages to a large part of the labor force in a depression as serious as that 
beginning in 1929, the boom could easily be converted into a depression. 
Reserves of the magnitude required would cause a serious distortion in 
the economy (p. 445). The hint that special credit arrangements would 
have to be contrived in order to reduce the harmful possibilities of de- 
pression financing is not enough for this important phase of the problem. 

The pay-as-you-go method likewise has its dangers. Professor Slichter 
believes that its difficulties “might not be serious if the depression were 
mild, but the existence of a large number of pay-as-you-go plans would 
increase the difficulty of keeping depressions mild” (p. 470). In his 
opinion, one effect would be to accelerate the tendency of managements 
to strengthen the liquid position of their enterprises at the first signs of 
contraction in business. These efforts of business concerns to protect 
themselves against possible wage liabilities would thus aggravate the 
decline. He advises that “The pursuit of liquidity by enterprises during 
periods of contraction ought to be discouraged rather than encouraged.” 
Discussing the effect of pay-as-you-go plans upon the operation of the 
credit system during depressions he concludes: “The liabilities imposed 
by these plans would make banks more eager to reduce outstanding: 
credits to enterprises subject to the liability and less inclined to extend 

` new credits. Thus, pay-as-you-go plans would be a powerful influence 
“ in enforcing a contraction in demand deposits” (p. 470). 

Slichter therefore suggests a third alternative designed to minimize 

the imposition of heavy liabilities on concerns during a period of contrac- 
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tion and pessimism. His proposal is that definite and not too large- > 
` amounts be set aside-as reserve funds and that the liability of concerns - 
for wage guarantees be limited to these amounts. This, he states, “would 
prevent the wage guarantee from stimulating employers to attempt to 
increase their liquid assets during periods of contraction. Thus wage 
, guarantee plans of this third type would not have unfavorable effects 
_.. upon the expenditures of business concerns for maintenance, replace- 
ments, and expansion” (p. 471). In his opinion the existence of such 
wage plans with limited liability would make a “moderate, but never- . 
` theless important, contribution ‘to the stabilization of employment” 
(p. 471). A t ‘ 


Incidence of the Cost 


Wage-guarantee funds, whether built up on a reserve or on & pay-as- 
`. you-go basis, can come from (1) the concern’s current profits (dividends), 
(2) its past profits( surplus), (3) the payment of lower wages than might 
‘be otherwise paid, (4) higher prices, or (5) from some or all of these four. — 
Conceivably, also, in absolute or relative terms, the elements mentioned 
' could remain unchanged if a guarantee plan induced higher productiv- . 
ity, but that subject is better treated elsewhere. : 
The OWMR report recognizes that only for a very short run could 
wage guarantee payments be at the expense of corporate profits. Even 
if it could do so in certain instances, the question remains whether such 
a shift from profits to wages may not also reduce tax revenue and thus 
really force the burden on the public. 
The Hansen-Samuelson memorandum inclines toward the view that 
„a considerable part of the cost of guaranteed wages will either fall upon 
wage rates or affect real income through increased prices. “The guaran- 
` . -teed wage would amount, in these circumstances, to a sharing of the in- 
come between those productively employed and those unemployed. ... 
In ‘place of a ‘share-the-work’ plan, we would have a ‘share-the-in- 
- come’ plan” (pp. 440-41). 
Kaplan fears the effects of the fixed overhead of wage guarantees on 
price levels and on the business cycle. In regard to the latter the behav- 
‘ior he envisages is as follows: . 


Once the recession has set in, the market reaction promises to be much more 
~- extreme becausé of thg availability of gumeni labor which should þe 
kept at work... . 


. ,At the bottom of the Gece, the fringe firms are the least likely to have 
‘the resources either to engage in a price war or to remain solvent by desist- 
ing from production because of low prices; while at the same time they are 

` carrying an unproductive guaranteed pay roll (pp. 161-62). 


3 
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Kaplan believes, however, that where competitive forces prevail it 
would not be possible to absorb the bulk of the annual-wage reserve 
through a rise in prices. He states: 


Were an industry in a position to make such a price increase, the incidence 
of the guarantee would be shifted to the customer. We would have in es- 
sence a business decision to increase the tax on the industry for unemploy- 
ment compensation, to be absorbed by the users of the product... 


If provision for the guarantee reserve funds cannot be shifted to the cus- 
tomer because of competition, and if it cannot be offset by an increase in 
productivity, then it must come out of profits, surplus, or depreciation re- 
serves (p. 165). 


He keeps emphasizing the fact that diese financial penalties and aks 
will have the general effect of reducing the appeal of new investments 
and of curbing or discouraging expansion. Summarizing various possi- 
bilities he concludes that: “The gravest danger in any general adoption. 
of the annual wage appears to be for small firms in an industry where 
big businesses predominate” (p. 169). 


Wage Guarantees and Consumption 

To many the appeal of annual-wage guarantees is that in critical pe- 
riods these plans will provide the purchasing power to stabilize con- 
sumption. and employment. The Hansen-Samuelson memorandum 
stresses the limitations of this theory. It says: “Apart from such per- . 
sonal redistribution and its relatively limited effect, we conclude that in 
periods when net investment outlays for the economy as a whole are de- 
ficient, causing a decline in employment and in business profits, the 
guaranteed wage may, indeed, for a time maintain consumption ex- 
penditures” (p. 434). However, if the amounts set aside as reserves in 
boom years were really large enough to cover the risk involved, new and 
serious problems would be encountered, Moderate reserve accumula- 
tions could help to iron out the cycle, but large reserves might seriously 
disturb the savings-investment ratio. This problem is outlined as fol- 
lows: i 
_ Individuals will not suddenly change long-established customs and habits 
with respect to the disposition of their incomes. between consumption and 
saving merely because, from the social standpoint, the turn in the cycle 
calls for an increase in spending out of a reduced income. Thus an offsetting 
increase in consumption cannot and does not occur, Worse than that, con- 
sumption actually falls off when investment declines, since unemployment 
and declining business prospects induce a decline in private spending pat- 
terns.... : 
Unfortunately, economic analysis of guaranteed wages does not seem 
to substantiate the claim that this device would, as a first approximation, 
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l necessarily tend to maintain consumption for any appreciable period of time 
- at the appropriate full employment levels, ż.e., roughly at seven-eighths of 
the full-employment level of-net national income (pp. 436-37). 


- The memorandum therefore obsetves ‘that “Dollars redintpuied: 
from ‘wealthier common stockholders to workers add something to total 


_°., consumption purchases, but less than is usually supposed” (p. 439). It 


asserts that “Only to the extent that the cost can be saddled on to cor- 
- porate profits, and more specifically upon corporate saving and not uporni 
investment, will the guaranteed wage plans have any appreciable ex- 
pansionary effect upon the level of over-all production and employment”: 
(p. 441). But in the most significant industries such costs cannot thus 
: appropriately be put upon corporate savings. ‘This is especially true of 
. the capital goods industries, a subject to which we shall shortly return. 
Kaplan’s analysis of the effects of guarantees upon consumption be- 
gins with a chapter which reviews the data of economic fluctuations of 
various industrial classifications from the standpoint of the types of 
. workers in them and the stability of their employment. ‘His observations 
_ -are not unfamiliar but deserve re-emphasis. In the first place, at all . 
` times, even in those of widespread demand and full employment, some 
industries or areas of economic life advance while others decline. Further, 
as has notably been the case in agriculture, improvements in methods l 
of production may enable a particular industry to increase output with 
fewer workers. Beneath the surface correspondence of production, em- 
` ployment and pay rolls marked differences in behavior between indus- 
tries and between sub-areas of major industries exist. Kaplan writes: 


, There is in general a more marked cyclical fluctuation in durable manu- 
factures, construction, and mining, than in the less durable and hence the 
less deferable lines. But within this general classification of durables or non- 
` durables there can be a marked difference in behavior as between producers’ 
lines and consumers’ lines; also between those subject to changes in fashion, 
-and the weather, and those that represent relatively stable demand in the ` 
kind and i in the amount of goods desired (p. 131). - 


Hence “purchasing power,” in the indiscriminate sense, does not neces- 
sarily fill out the hollows in consumption. “Maintenance of the pay-roll 
level, while important for consumption as a whole, will not guarantee 
the maintenance of demand in strategic areas of the economy” (p. 187). 
Such a strategic'area will now be examined. 


` The Capital Goods Industry and the Cycle 
The Hansen-Samuelson memorandum emphasizes. that the unstable 


sector of our economy is predominantly that of the capital goods indus- , 
tries. They assert: l 
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To argue that costs and prices should be raised in such industries flies in 
the face of certain commonly accepted programs for fighting depression— 
programs which stress the need to reduce construction costs, interest rates, 
and capital costs in general so as to stimulate investment outlays, It would 
be bad social accounting to discourage employment in the capital goods in- 
dustries by saddling additional costs on these industries. Such a procedure | 
is only too likely to reduce the total volume of capital goods outlays over - 
the cycle, thereby leaving the system at a lower average level over the entire 
cycle” (p. 448). f 


Kaplan calls attention to the fact that a single firm of 500 employees 
in the durable goods field has adopted a comprehensive annual-wage or 
employment-guarantee commitment (p. 66), and states that this indus- 
try is least ready for such guarantees. 


The combined private capital formation of the four years 1931-34 inclu- 
sive did not add up to a total equaling the capital formation in the single 
year of 1929; nor did any three of those years in the 1930’s equal the capital 
formation of any single year between 1923 and 1930. Under such circum- 
stances, both the practicability and the desirability of making the affected 
firm or industry carry the whole burden of building up sufficient reserves in 
fat years to take care of the lean would be hard to defend (p. 193). 


On this ground Kaplan believes that no commitment for annual wages 
could be undertaken in machine tools or a similarly sensitive industry, 
unless it be for those employees who are regarded as essentially the basic 
crew. Nor does he believe that the wide prevalence of wage guarantees 
in nondurable consumer goods industries would aid the capital goods in- 
dustries, His conclusion is that “except for the tendency to moderate 
expansion on the upswing, the cumulation and liquidation of the reserves 
* would have no apparent stimulating effect on the strategic durable goods 
sector” (p. 199). This is especially important because he estimates that 
the employment directly affected by the capital-forming industries 
would include-not less than eight million workers, if the mining, con- 
struction, manufactured durables, and the transport involved were in- 
cluded (p. 190). ` 


Wage Guarantees and Productivity 


It is conceivable that most of the cost of wage guarantees to a con- 
cern or industry could be met out of higher managerial effectiveness or 
from labor’s added cooperation. The possibilities need to be examined, » 
but with sober realism. What elements of added productivity may be ex- 
pected from wage guarantees? 

The first advantage to be considered is better management, leading 
to more stable operations. In appraising this possibility all studies prop- 
erly make a distinction between the cyclical and seasonal problems en- 
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i z , “countered by industry. They agree that Coina vay littlè can be dine 7 
v.. by the average business concern with regard tó the former but that a. 


great deal can be accomplished concerning the latter. However, if all 
businesses started out to stabilize, some of the measures used would be- | 
come less available. Professor Mason’ s reminder is: , 


Tf all—or’even a large number of—employers accepted additional com- 
. mitments under guaranteed wage plans in the expectation that their selec- , 
_tion of. employees would be improved or -that their operations could be '' 
stabilized by diversification, the expectations of a large percentage would . 

be unavoidably disappointed. It must also be recognized that the advantages ` 
- of a guaranteed wage plan, which may be real enough as long as the number ` 
“ of such plans is small, may create additional disadvantages for the firms not © 

` adapting to the scheme (OWMR Report, p. 466). ; 


Moreover, there are dangers as well as advantages i in such a ‘abe $ 


` for stabilization because of unwise business practices in which compa- 
nies might engage in order to reduce paying for mere idle time: For ex- 
ample, the resort to manufacturing for stock and inventory accumula- — 
tion, a minor matter in the economic picture of the country when prac- 
ticed by only a few firms, might become a matter of serious consedugnces 
if widely undertaken. i 
_. A second important element in nati productivity is the general 
. morale of the workers and their attitude toward efficiency. Recent litera- 
`. ture in the field has suggested that a large potential of improved output 
_ is available if the atmosphere of work is made psychologically satisfying. 
_ Does this at once mean that merely adopting a guaranteed annual wage 


"for one year will have that effect, no matter what other conditions exist 


` ‘along with this measure? As illustration, are “the buoyant effects ...of ` 

individual economic security” as axiomatic and obtainable as tie i 
OWMR assumes throughout its own report? i 
- + In these matters the group of research workers of the OWMR seem 
`. uncomfortably out of touch with the facts of life. The Report makes 
much of the fact that in the plans voluntarily adopted so far there has 
- been no adverse effect on productivity. This seems to overlook the fact 


1 _ -that guarantees of annual wages have been demanded py unions which, 
` are'said to oppose such other elements of productivity as technological 


7 ' change, time study and incentive wages. In any event, it is workers’ co- ` 
operation, not overall technical advance which is at issue. A. sample of 


, ~~. the kind of half-truths which passed the Report’s own censors is the fol- ` 


lowing analogy: “The increases in security which have resulted from the 

adoption of various social insurance measures, beginning with work- 

men’s compensation and running through old-age insurance and unem- 

- - ployment insurance, have been accompanied by marked i increases in the 
ae “efficiency of American workers” (p. 170). 
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Kaplan is not at all certain that “the stimulating and cooperative at- 
mosphere pervading certain firms that have independently set up an-. 
nual-wage schemés would carry over into the wider arena, where the 
workers of an industry get an annual wage through union bargaining, 
whether the management is for it or not” (p. 165). Aside from this, and 
not to be ignored, is the danger, voiced in many quarters, that stagna-’ 
tion may also accompany excessive security. 

A third element of productivity is the relaxation or abandonment of 
defensive rules by unions regarding employee transfer and jurisdictional 
issues. Few problems are as troublesome today as the attempt to trans- 
fer, temporarily or otherwise, a worker of long seniority to another job 
which the management feels he should do. On this point the OWMR 
seems to disregard the known facts about seniority practices, which give | 
millions of workers far more security.than a one-year guarantee. The 
main body of the Report takes it for granted that wage guarantees will 
at once have an important effect on the acceptance of transfers and will ` 
provide flexibility where it is now known to be least in evidence. Evi- 
dently, the Report has not given weight to the comment made in the 
Hansen-Samuelson memorandum that “Guaranteeing employment to a 
limited number of employees raises some of the same policy problems in- 
volved in excessive seniority provisions” (p. 424). Contrasting the good 
and bad effects of the fear of loss of a job on productivity, that memo- 
randum continues: 


Neither of these last points is so telling as the fact that increasingly in 
modern industry formal or informal seniority rules determine the order of 
a worker’s lay-off, rather than his own effort and productivity. . . . In order 
to make jobs last they will consciously or unconsciously slow down their ef-- 
forts—with detrimental effects upon productivity, costs, and profits. And 
such is the group solidarity of any set of men working in close contact that 


. even those workers with high seniority and no fear of unemployment will 


actively and passively pursue these same tactics (p. 425). 


Kaplan likewise discounts the belief that annual wages under collec- 
tive bargaining will introduce a significantly more favorable attitude ~ 
with regard to jurisdictional questions or permit a ahstannaty more 
flexible handling of labor. He argues: 


The older unions, representing the highly paid-skills, are sensitive to the 
possible weakening of their bargaining position through general application 


-of the annual wage. ... boundaries between skills and departments will 


thus have to be crossed, Departmental seniority would yield to general plant: 
seniority, in respect to both promotions and layoffs. ... The old struggle 

' between the skilled and unskilled is seen by the old-timers i in labor as taking 
on & new fierceness under the annual wage (p. 46). 


Snider mentions the abandonment of the guaranteed employment of 
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the Namm Store; of Brooklyn, New York, because “The opportunity ' 
- for making interdepartmental transfers . . . was curtailed when a union 
contract was signed in July, 1944, that put emphasis on seniority within 
a department” (p. 62). He asserts that such inflexibility is merely a tem- 
porary factor which “may take some time” to adjust (p. 67), but such a 
statement should have been supported with impressive facts or reason~ 
ing rather than put forth as mere opinion. 
.. A fourth element in productivity considered is labor turnover. Will 
wage guarantees reduce labor turnover? The OWMR report contains 
elementary errors in its discussion of this subject. Its general assumption 
is that reduced labor turnover is an unmitigated good and that labor ' 
turnover could not be two slow for efficiency. In this the Report disre- 
gards the significance of the point made by Hansen and Samuelson that 


- -After not many weeks, a worker transferred to a new department or hired. 
for the first time may be nearly as efficient ashe is ever likely to be; es- 
_ pecially since the novelty of a job-often elicits an enthusiasm and zeal which 
wears off with continued experience. Possibly this explains why the alleged 
reduction of cost of labor turn-over has been so ineffective in the past as a 
spur to stabilization (p. 428). 


The’ Report might have considered this anal labor turnover will 
suffer when some firms give annual wage guarantees and others do not, 
while if all concerns give annual wages the measure ceases to hold ore 
to a job. Labor turnover is better discussed, however, with other effects 
of wage guarantees on.the labor force. : 


Employment Practices Under Wage Guarantees 


Managements will use various expedients in order to avoid excessive 
liabilities. Unions and individual workers will naturally adopt various 
_ protective devices to neutralize such measures. These practices are in- 

` escapable parts of wage guarantee discussion. Is it not almost certain 
that in anticipation of the date when an annual wage guarantee might 
lapse, unions will try to freeze the labor force through stricter control of 
the rate of discharge? They will also want to extend the period of per- 
mitted lay-off well beyond the date an annual wage guarantee expires. 
_ > As a counter move by management, a minimum labor force will be- 
come a constant goal of operations. Opportunities for expansion will at 
all times be-compared with the increased overhead of wage liabilities to 
. new workers. A strong tendency will be in evidence to hold to existing 
` volume and to.more profitable lines. Among the probable effects, Kap- 
lan believes, would be the tendency to limit employment to the older 
‘generation of workers and to impair the chances of younger workers 


©. 202). 
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The dilemma in which many younger workers will find themselves is 
as follows: if they are not covered by the guarantee they will be among 
the first released; if wage guarantees are general there will be less of a 


‘market for younger people. Aside from this, if they are under a guaran- 


. tee such as the OWMR proposes, now to be discussed, they will be at 
a further disadvantage in the-labor market. 


Wage Guarantees and Unemployment Insurance 


The payment of cash by a company to workers who are not employed 
raises a variety of questions, small and large, with respect to the rela- 
tion of such a plan to society’ s existing provision for the unemployed. 
In the case of the OWMR an issue which looms largest of all is the pro- 
posal, in some ways astounding, that the guarantee of annual wages be 
so “coordinated” with government unemployment compensation that 


the social insurance scheme rather than the individual employers would ` 


bear most of the cost. 

The OWMR Report gives too much attention to the separate ques- 
tion of unemployment compensation. In many places it reads like a 
national commission to revise the Social Security act rather than one to 
devise and evaluate the practical issues of wage guarantees. What is 
germane to the major assignment of the Report could be put in much 
less space. 

The misdirection of energy, or the real interest of the authors, is seen 
in the Report’s treatment of experience rating under unemployment in- 
surance. On this subject, which is only incidental to the guaranteed 
annual wage, the writers of the various parts of the Report go “all out.” 
Experience rating is made to appear the arch villain of the piece. The 
OWMR researchers attempt not merely to kill this foe by continued 
beatings but also to give a continued demonstration that there is such 
a thing as punishment after death. Their conclusion, often repeated, 
that experience rating as now practiced in the states “‘is not satisfactory 
either as an employer incentive or as an anti-cyclical device,” (p. 43) is 
a point which most readers will concede at the ontset, either because it 
is cogently proved or to keep the peace. 

- The emphasis placed on that subject in connection with the present 
inquiry shows, however, a confusion in the minds of the authors about 
the incentives of wage guarantees. This confusion is seen, for instance, 
in the statement that “The stimulus which a guaranteed wage plan 
would give to the employer maintaining it would be larger than the 
stimulus of experience rating in unemployment insurance” (p. 17). Of 
course, if a wage guarantee is to be imposed on industry (which seems to 
be implied in many a passage) each employer will bestir himself to re- 
duce the liability. But if, as is the intent of other parts of the Report, 


r 
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eich Pae are e to be adopted voluntarily, then the A wit 
‘any sense at all will of-his own accord try to stabilize his operations be- 


E fore. he undertakes dangerous obligations. He will`no doubt acquire. 


- some additional stimulus and knowledge after adopting. the plan, but 


`- he will not start a ‘plan merely to make his bogey more E danger- l 


_ ous. 

‘The Report also makes mich of unemployment i insurance because it 
stakes practically all its cards on using wage guarantees to supplement 
~ the unemployment benefits payable in-each of the states. Since the - 


 Hansen-Samuelson memorandum proposes that the guaranteed wage be ` 


. “integrated” with unemployment insurance, perhaps that is the source 
of this recommendation in the Report. With regard to the way of ‘‘co- 
ordinating” wage guarantees with unemployment insurance, the Report 


‘considers several methods. 


The plan which the Report favors is supplementation of whatever 7 
- payments the employment compensation law of a particular state allows. 
If, for example, the wage guarantee amounted to $50 per week, and the 
unemployed. workers were.eligible for $27.50 per week of compensation, - 
the employer would supplement the unemployment compensation pay-: 
ment with $22.50 from his fund. The procedure suggested is: 


‘The: employee receiving both unemployment insurance and the guarantee 
. . would register for work and apply for unemployment insurance precisely 
"as an unemployed worker does now. If the employer wished to avoid giving 
‘the employee any incentive to look for another job because he expected 
shortly to need his services, he could pay the whole of the guarantee wage. 


This would prevent the employee from. becoming eligible for unemployment | - 


insurance and he would therefore not neve to register at an unemployment 
“office (p. 105). ~ 


ae The employer would save himself plenty by letting t} the P EEE 


` insurance be used to pay.a substantial part of the total wage guaranteed 
. tothe employee. The Report, by some unconvincing figuring, by assum- 

. ing that through limitation or otherwise the overall gross cost to the em- 
ployer in the worst year would be no more than 10 per cent of pay roll, 
_ and by taking account of certain tax advantages, states that the actual 
'. net cost to the employer could be reduced to about 23 per cent of his 


ee pay roll! In short, what started as an annual wage guaranteed by the 
‘>... employer is’ conveniently laid directly upon the state and the general 


mats taxpayer. 
Some of the disadvantages of wage’ aanas which the`Hansen- - 
Samuelson memorandum had in view help to explain their proposal: ` 

. The guaranteed wage tends rather more than unemployment insurance to- 
ward mel of jobs in regions and establishments to which work must be 
brought. . . . Under the guaranteed wage plan the main effort is to provide 
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work for the worker on his old job or at least ini the firm to which he is at- 
tached; under unemployment insurance the emphasis is placed upon con- 
necting up workers and jobs in any firm offering suitable work (p. 432). 


The memorandum later mentions that in depression economies or under 
conditions of bad labor practices, “There is a danger that guaranteed 
wage plans, not coupled with effective stabilization planning; could im- 
mobilize men in such a way as to increase labor hoarding and the inef- 
ficient use of resources” (p. 451). 

The Report itself therefore states: “It is Hot to the interest of the 
employer, the worker, or the public, that guaranteed wages be paid for 
extended periods when other suitable employment is available (p. 119). 
It explains that under the supplementation method workers would 
register at an employment office as soon as the employer was unable to 
use them productively. But not enough attention is given in this con- 
nection to practical limitations of this method of reducing such waste, 
in spite of the fact that Professor J. M. Clark had called to attention 
that: 


it seems only natural that the employment office would give priority to job- 

seekers who were not covered by guaranteed-wage plans—this on the as- 

sumption that such plans are voluntary, and have not become universal. 

Then if social security pays the worker, for example, 55 per cent of his regu- 

lar wages, it would pay the employer to let his worker go onto social security 

if the only work the employer could find for him to do were worth less than 
. 55 per cent of full wages (p. 465). 


Kaplan exposes the various practical disadvantages of supplementa- 
tion in immobilizing the worker through administrative practices: 


The annual wage... is essentially a plan which attaches the employees 
to the company’s pay roll as a member of the working force even when there 
is a lack of orders. . . . If the guarantee remained in force while the employee 


was taking work elsewhere, the new employer would certainly be in an un- 
favorable position in trying to hold his new employee (p. 225). 


He also argues that since, in contrast to a man’s normal wages, there is 
no tax on unemployment compensation benefits, the recipient of full pay 
partly defrayed from unemployment compensation funds would actu- 
ally have a greater net during unemployment than he could obtain from 
his pay on full-time work. He sees few virtues in this tie-up. If unemploy- 
ment continued after the wage guarantee expired, many workers would 
still look to the social insurance scheme and would feel themselves 
cheated if they could draw nothing. Kaplan holds: 


Administratively, payment under annual-wage agreement by a specific ` 
employer and concurrent benefits under the public unemployment compen- 
sation fund would seem incompatible. Unemployment compensation is in- 
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tended primarily to tide over the worker while he is in ae of other em- 


- “ployment. . 


To convert ‘the moderate unemployment Sar beud during 


‘enforced idlenéss into an arrangement for 100 per cent compensation during 


underemployment seems of all possible schemes the least calculated to re- 


sult in additional positive measures on the part of the employer to create 
productive employment matching his guarantee, or on the part of the em- > 
-ployee to find new employment in Jutima tion of his pay check (Pp. 224~. 


25). 


The Governmeni’s Part in Promoting Wage Guarantees 


The proposal of the OWMR that the Social Security act be modified 
so as to`absorb much or most of the burden of private wage guarantees 
may be ofi tangent, but in other ways the government does have an im- 
portant role in emcouraging the voluntary development of such plans. 
There is common agreement on some of the principles of such coopera- 
tion, and violent disagreement on others. 

One recognized need is the removal of obstacles to the development of 
voluntarily adopted wage guarantee plans. Among the largest of these 


are the laws existing in virtually every state to protect workers against ` 
withholding any part of wages for more than a few days. Many employ- 


ers might undertake to maintain a stable employment by varying the 
hours from overtime to undertime and yet pay a guaranteed standard 
wage. This would normally involve withholding part of the peak wages 
until a later part of the season or the year. Under existing legislation, 


“however, in only five states would an employer be permitted to hold 


back some of the overtime pay for as long as thirty days. Most of the 
other states allow only two weeks or one week—a leeway which would 
be of slight help. It is to be noted that in this particular the Geo. A. 


Hormel and Co., located in Minnesota, is favored by the law of that | 


state, for Minnesota does not have that barrier—an obstacle which 
would be most serious in an industry with marked seasonal swings such 
as characterize the packing industry. 

Another need is the amendment of the Federal Fair Labor Standards 
act with respect to overtime policies. Many more plans for steadying or 
leveling wages might be adopted if prepayment of some wages in slack 


‘seasons could be balanced by extra hours worked in busy seasons. If, 


however, such extra hours have to be paid for at overtime rates, a dis- 
couraging element of added cost is introduced. The Fair Labor Stand- 
ards act does have a complicated provision which exempts employers 
with wage guarantees from such penalties. On this matter the Report ef- 


-fectively states: 


The exemption provision of the act was written so inflexibly and has Kei 
construed so narrowly in the implementing regulations and interpretations 
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as to divest it of most of its potential attractiveness.... It must be 
amended to permit flexibility with respect to hours of work in excess of the 
stated limits and recognition of guarantees in industries where the stand- 
ard work week is less than 40 hours (p. 13). 


A third governmental adjustment which might interest many employ- 
ers is a change in the tax laws to recognize the setting aside of such bona 
fide reserves as operating costs, even when the plan is adopted by an em- 
ployer without a union agreement. The rulings on this are not settled 
but there is a belief that such reserves would be considered allowable de- 
ductions for income tax purposes only if negotiated by collective bar- 
gaining (OWMR Report, p. 137). 

Tax exemptions of the payment made to guaranteed wage reserves, as 
costs, are recommended by the OWMR, with suitable - ‘stipulations. 
These include the following: 

1. The funds shall be paid into a trust with clearly stated purposes. 

2. The guarantee should apply to a substantial number of rank and 
file employees. 

3. The amount contributed to ihe reserve shall not provide a loophole 
for excessive diversion of funds. The amount allowable as a deduction in 
any one year and the amount already accumulated shall be controlled. 

In this connection the recommendation is also made that the carry- 
back carry-forward provisions of the corporate income tax law be ap- 
plied to operating losses sustained in meeting wage guarantees (OWMR 
Report, p. 139). 

What about more positive government action? Many people will be 
relieved that the OWMR group decided that “action by way of com- 
pelling employers to guarantee wages is outside of the scope of the study” 
(p. 3). The Advisory Board (p. xviii) and the Hansen-Samuelson memo- 
randum (p. 453) both decry compulsion through legislation. But the 
Hansen-Samuelson material does contain a far-reaching proposal to pro- 
mote wage guarantees. This subject is put in a special category as a mere 
addendum to the Hansen-Samuelson memorandum and is labeled as 
not part of their recommendations. It proposes government subsidies 
designed to promote the adoption, by private industry, of guaranteed 
wage plans as part of a rounded government anti-depression program. 
Admitting this to be utopian, the authors nevertheless seem to regard 
the idea as worth considering and suggest some ways in which this might 
be done. One method is a grant-in-aid, with the government share of the 
_ guaranteed wage cost based on the profit level of the firms involved. 
Another basis suggested is not that of the profits of a particular frm 
but the more general employment and business conditions in the nation. 
as a whole. 

The addendum, disregarding innumerable questions of administra- 
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3 io ad the type of economic system to which this. kind of, measure | ` 
might lead, does include a discussion of one obvious limitation: 


_ ' As soon as the Government support came into operation, the costs incident 


to the guaranteed-wage plan in any firm would be carried in part by the 
. Government and increasingly so as the depression deepened. There would. 
thus be less incentive left for the firm to hold down costs by putting ‘the | 
‘largest possible number of covered employees to productive work or by se- 
curing work for them elsewhere (p. 462). © a ant 


T ‘Snider lists various plans, some far-fetched, which have been | proposed 

for guaranteeing individual employer’s wages. He mentions, fot ex- 
- ample, “a grant-in-aid with no obligation for repayment” (p. 152). He 
ends by rejecting most of them as doing violence to our economic sys- 


.. tem. Yet-he seems to regard favorably the passage of a compulsory wage 


reserve lenan which he pithey introduces with an aera stipu- 
lation: 


- It would be essential for the legislation to receive the support of the big ma- 
l jority of employers, and it would therefore serve principally to bring the lag- 
ging minority into line. The law should require individual employers to set ` 


_ aside periodically out of gross operating income a certain percentage of total 


pay roll, these sums to be accumulated in a reserve for use when unemploy- 
ment appeared. The percentage of payroll to be deducted and the size of the `` 
reserves to be accumulated would vary from company to company and from` 
industry to industry (pp. 145-46). 


l Snider seems to overlook many difficulties. One, for instance, is the mere 
‘task of deciding in what industry many multi-industry concerns are. 
. Naturally enough, he sees the need for thorough preliminary study. He. 
. benignly concludes: “Even so, substantial difficulties would be encoun- 
‘tered in working out a concrete program.” To which this reviewer adds a 
` resounding STET. i 
Such measures as those suggested by Hansen-Samuelson and Snider `, 
indicate the types of demands upon government which might come if 
_ workers: became disappointed in the amount or advantages of the an- 
. © nual wage guarantees they had won. The proposals are significant in 
` | supplying a clue to dynamic developments which meh follow from 
a moderate preliminary oy tae ; nap i 


Economic and Political I plications 


race developments may come from pursuing too singly the 
goal of employment security. Snider, for example, asserts that the wage 
earner should have at least as much security as the bondholder of an en- 
terprise enjoys, a.proposition which in itself is morally appealing. This 
facile principle needs to be buttressed by cogent facts. Snider assumes 
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that employment security can be achieved by merely “a slight reduction 
in the size of the national income” (p. 140). He raises ‘the key question 
of whether the goal of employment security would curtail liberty but he ~ 
disposes of it by moralizing in place of conscientious analysis of its vital 
issues. 

The movement for industry-wide annual wage guarantees has some 
negative possibilities. About these Kaplan’s book is full of forceful fore- 
bodings. He sees the likelihood of an accentuated trend “‘in the direction 
of greater controls and uniformities with both management and labor, 
and that protective measures—especially price floors—will get the up- 
per hand, with resulting greater rigidity in business practices to match 
the rigidity of the wage bill” (p. 374). He boldly asserts: “If, however, a 
generalized guarantee of annual wages is successfully promoted with the 
thought that the guarantee can be progressively expanded without con- 
tracting and radically modifying our present system of competitive 
private enterprise—then we are confronted with a dream that is destined 
to end only in disillusionment” (p. 211). 

Doubts as to the wisdom of the whole movement are found, as well, 
in the appendixes of the OWMR report. The Hansen-Samuelson eco- 
nomic analysis refutes exaggerated claims or hopes made for the guar- 
anteed wage and suggests that it might even result in a misdirection of 
energy adversely affecting more important programs of government and 
business designed to promote economic stability. In any event, “From a 
dispassionate appraisal of the efficacy of guaranteed wages, the device 
would appear to be, by itself alone, a weak reed upon which to rely in 
an attack on such widespread unemployment as our economy has en- 
countered in recent years” (p. 417). 

Kaplan fears that “any general blanketing of industry with an annual 
wage creates vested rights that run counter to the attainment of the high 
production levels,” (p. 231) and he holds that ‘‘the ‘drive toward full 
employment would be inconsistent with the widespread guarantee of 
the status quo in employer-employee relationships” (p. 232). His final 
sentence is: “A basic decision to be made, before widespread guarantees 
are instituted in any but the already stable consumer lines, concerns the 
kind of economic order we are prepared to accept in order to ensure ex- 
isting jobs and pay rolls” (p. 243). 
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- CONSENSUS REPORT ON THE WEBB-POMERENE LAW 


' Note by the Secretary of the ‘Association—The following report is an out- 
growth of a proposal made in December, 1943, that the Association estab- ` 


lish a system under which ad hoc committees be constituted to produce 
reports “focusing and making informed. opinion of the members more 
effective in matters of political importance; f.e., public policy.” In 1944 
two such ad hoc committees were constituted—one employing the ques- 
tionnaire method and dealing with the subject of the function of govern- 


>? 
doce 


ment in the postwar American economy and the other seeking to establish 


- the area of agreement and disagreement by the panel report method and 


dealing with the problem of agricultural price supports. The work of this 
latter committee was continued. In 1945 two new committees were author- 
ized to report respectively upon monetary ‘policy and the Webb-Pomerene 


_ + act. The former reported at the annual meeting in January, 1946. ‘The re- 
- sults.of the Committee on the Webb-Pomereneact are reported in the present ` 
article. The committee consists of Edward S. Mason, Chairman, A. R. 

. Burns, M. W. Watkins and Fritz Machlup. T. J. Kreps, Mordecai Ezekiel ` 

- and M. S. Rosenthal, originaly appointed, were unable because of other 


commitments, to participate in the final work of the committee and there- 
fore share no responsibility for this report. 

Sincé the Committee on Consensus Reports has been -discharged and a 
‘new committee has been constituted on public issues (S. H. Slichter, 
. Chairman, A, R. Upgren, C. D. Edwards, F. D. Graham, and M. W. 
Watkins), the Association now hasa- stable subagency of the Executive 
- Committee empowered to implement new experiments of the same sort. 


. Every effort will be made to protect the Association in these undertakings, — 


‘ag well as its membership. The Association as such is prohibited by its 
_ charter from taking any position on public issues, but, with appropriate 
safeguards, it is the belief of the present Executive Committee that much 
~ good may result from the stimulus which these undertakings will engender. 

The following constitutes a complete list. of references governing the 


origin, discussion, analytical reports, and reports on the experiments so far: 


undertaken: Graham resolution, Papers and Proceedings, 1944, page 402; 
-Report of Graham Committee, Papers and Proceedings, 1944, pages 424-25 
(supplementary Graham report not published); Hardy report, Papers and 
` Proceedings, 1945; pages 502-08; Ad hoc committee reports on functions of 
_ government and agricultural price supports, Papers and Proceedings, 1945, 
pages 422-47; Edwards Committee report, Papers and Proceedings, 1946, 
‘pages 832-41, and discussion, pages 842-44; Session on Economic Opinion 
. and Public Policy, ad hoc committee reports on monetary policy and on 
agricultural price supports continued, Papers and. Proceedings, 1946, pages 
807-31; Reports of Edwards Committee, Papers and Proceedings, 1947, 


page 765; Executive Committee minute, ’April, 1947, discharging the old - 


and establishing-new Committee on Public Issues. J.W.B.] 


Summary: | 


E The principal issues involved in a consideration of the Webb- 
. Pomerene law are the following: aa 


+ 
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a. Are there good and sufficient reasons for applying a different 
standard of permissible action to foreign trade associations from the 
one applied to associations in domestic trade? ` 

b. If the answer to the previous question is affirmative, should 
standards governing the structure and function of export associations 
be incorporated in the law? 

2. The use of a different standard of restraint of trade for export 
associations from that for associations engaged in domestic trade in- 
creases the difficulty of enforcement of the antitrust acts because: 

a. A distinction has to be made between permitted restraint of 
competition among members and non-permitted restraint of inter- 
national trade by act of the association; 

b. An even more difficult distinction must be made between per- 
mitted restraint of competition in export sales and non-permitted 
restraint of competition among the same firms with regard to domestic 
sales. 

These difficulties are, however, similar to others inherent in the enforce- 
ment of the antitrust acts and there is no evidence as yet that they are 
insuperable. 

3. We assume that the primary intent of the sponsors of the Webb- 
Pomerene law was to equalize the competitive bargaining position of 
American exporters in foreign trade competition in which, without an 
association, prior to the enactment of the law they were believed to have 
operated at a disadvantage. There is considerable evidence that this 
intent has not been fulfilled: 

a. The competitive position of small American exporters as against 
large American exporters has probably been injured rather than 
improved by the law. 

b. The competitive position of American exporters as against 
foreign purchasers has probably been improved in cases in which such 
improvement was not necessary to an equalization of bargaining 
strength. 

c. The competition between American and foreign competitors 
has sometimes been eliminated through the formation of international 
cartels in which the American participant was a Webb-Pomerene 
association. 

4. Experience under the law, however, is only serially relevant to 
the question of its retention or repeal. More basic are considerations 
having to do with the prospective organization of world trade. It is 
possible that: 

a. Other countries will make extensive use of export and import 
associations; 

-b. The anti-cartel policy sponsored by the American government 
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‘will not eliminate, though it may curtail, international cartel activi- 

ties; - 

c. The trend toward state trading dai before the war will be 
greatly accelerated and that the percentage of world trade subject to 
state trading activities will continue high. 

-5, Reflection on these considerations leads some but not all of the - 
members of the committee to the conclusion that the opportunity to 
form-export associations may, in certain fields, be regarded as desirable 
in order to equalize the competitive position of Asaentan exporters. _ 

_6. Some members of the committee, favoring retention of the Webb- 
Pomerene law on grounds suggested above , nevertheless believe that it 
is possible and desirable to devise legislative standards governing the 
structure and functional procedure of export associations. They recom- 
mend amendment of the law incorporating these standards. 

7. Other members of the committee, regarding the Webb-Pomerene 
law as contrary to the principles the United States has adopted for its 
domestic trade and to the organization of world trade for which this 
. country strives, favor repealing the law. 


E I. The Contents and Limits of the Law 


The formulation of an opinion concerning the merits or demerits of 
_the Webb-Pomerene law, governing the association of firms to promote 
export trade, encounters the difficulty that, until a'series of issues has 
been adjudicated, the limits and content of the law are imperfectly 
known.) It is necessary, therefore, to set out in general terms what we 
assume the law to mean. We regard this law as a closely circumscribed 
exemption to the Sherman act. It permits an association of exporters to 
limit, indeed to prevent, competition among themselves for export. 
‘trade, and in so far to impose a restraint on some part of American 
foreign trade which would be unreasonable and unlawful if imposed by 
the same or a similar group in the same or a similar way on any part of 
American domestic trade. It does not, however, extend to the associa- 
tion any greater-freedom to regulate foreign trade in agreement with 
_ foreign firms or associations than is permitted a single export firm 
domiciled in the United States. An export association stands on the 
same footing as a single exporter as far as international business agree- 
ments of restrictive nature are concerned. 

1 The only issue in the interpretation of the Webb-Pomerene law which has to date been, 
finally adjudicated is procedural. The law provides for an investigation and recommendations 
by the Federal Trade Commission, followed by a reference to the Attorney General for further . 
action if an export association fails to comply with the Commission’s recommendations. It was 
contended that this provision had the effect of preventing any action by the Department of 
Justice under the antitrust Jaws against an export association in the absence (1) of such pro- 
ceedings before the Commission, and (2) of a reference of the matter to the Attorney General 


as a result of non-compliance. In U., S. Alkali Export Association v, United States, 325 U.S. 196 
(1945) the Supreme Court held this criterion to be without merit, 
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It has been argued that the conditions affecting international trade 
are so different from those affecting domestic trade that a different - 
standard of what consititutes unreasonable monopolizing or restraint of 
trade should be applied. We find it unnecessary to examine this argu- 
ment. For our purposes we assume the Sherman act as given. We con- 
sider only the question whether, on the premise of its continuance, the 
limited exemption granted export associations by the Webb-Pomerene 
law is economically justifiable and administratively workable. If the 
Sherman act were to be amended to permit American export firms to 
enter into various kinds of international business arrangements which 
they, or other domestic firms, could not lawfully enter into for the regu- 
lation of their interests or practices in domestic markets, we assume that 
the same privileges would be enjoyed by export associations. But in 
our view the establishment of an association confers no immunities with 
respect to international arrangements (for example, participation in 
international cartels) not enjoyed by a single firm. 

An export association may lawfully promote the interests of the partic- 
ipating firm in one or both of two ways: (1) the association may econo- 
mize the costs of serving a given market or broaden the market area 
attainable at a given cost;.(2) the association may, by limiting the 
competition among its members, permit a higher price to be charged. 
We assume that the first type of advantage would be attainable without 
the Webb-Pomerene law. An export association limiting its activities to 
trade promotion would stand on the same footing as a domestic trade 
association which undertook to forward the trade of its members with- 
out restraining competition among them. Hence we interpret the mean- 
ing of the Webb-Pomerene exemption as an extension to export associa- 
tions of a permission to promote the trade interests of their members 
by limiting, or even eliminating, competition among themselves in 
export sales. 

Definition of the scope of restraint of trade permitted export asso- 
ciations is obviously an important factor in an economic appraisal of the 
legislative exemption. However, it is not necessary, for our purposes, to 
attempt to list all the specific ways in which associations organized 
under the Webb-Pomerene law may with impunity limit or eliminate 
competition among their members, as voluntary groups of trade rivals 
acting in.concert may not lawfully do in domestic trade. It may be that 
in the adjudication of various issues under the law certain ways of limit- 
ing competition among association members will be declared illegal. All 
we need to assume is that adjudication will (a) discover an area of per- 


2 Admittedly the distinction between actions which promote exports without restraint of 
competition among exporters and actions which promote the interests of exporters by restrain- 
ing their competition with each other is difficult to draw. However it is no more difficult than- 
the same distinction which must, under the Sherman act, be made in domestic trade. 
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‘missible restraints broader than the area tolerated -for associations in 
domestic trade, and (b) preserve an area of unlawful restraints corre- 
sponding roughly with the interdiction on concerted interference, coer- 

_ cion or obstruction of outsiders (non-members) by associations in 
domestic trade. The issue may then be defined as follows: Are there good 

. and sufficient reasons-for applying a less rigorous standard of what 
constitutes restraint of trade.to activities of export associations than is 
applied to associations concerned solely with domestic trade? 


II. Two Dangers: International Cartels and Resirainis 
in Domestic Markets 


~ Although the statute has been in force for nearly aiy years its use 
to date has not been extensive. Some 125 export associations have been 
formed but the mortality rate among these associations has been rela- 
tively high and in 1940 only 44 associations were in force. At a maximum, 
- export associations have accounted for somewhat more than 10 per cent - 
of the total volume of U. S. exports and, on the average, not more than 
7 per cent.’ Since the volume of U. S..exports averages about 5 per cent 
of the value of annual output and has rarely exceeded 7 per cent, it may 
be seen that the area of economic activity covered by export associations . 
is relatively small. On the other hand, it is possible, for reasons to. be 
discussed presently, that their potential scope might become substan- 
tially larger. 
The interest of those export associations which have shown vitality 
has been rather in the market advantages offered by the presentation of . 
a common front than in cost reductions made possible by coopérative 
selling. Some associations in fact do no trading at all but limit their 
activities to policing the sales of their members. A number of export 
associations have entered into international cartel arrangements divid- 
ing world markets and restricting imports into the United States.‘ In 
fact it is obvious that the opportunity to organize an export association 
reduces the legal hazards of international cartel participation and helps 
_.to implement cartel activities. On the other hand, it is by no means 
clear that vigorous enforcement of the Sherman act in the international 
trade field cannot prevent illegal cartel activities and limit the functions 
of associations to those we assume Congress intended in enacting the 


3 Sidney A. Diamond, “The Webb-Pomerene Act and Export Trade Associations,” Coen 
Law Rev., Vol. XLIV (November, 1944), p. 817. i 


4 Two cases now pending involve complaints to this effect. Cf. U. S. v. Electrical A pparatus 
Export Association, et al.; and U.S. v. U. S. Alkali Export Association Incorporated, et al. The 
Federal Trade Commission took note of such practices in its Recommendations for the Read- 
fustment of the Business of the Florida Hard Rock Phosphate Association, Docket No. 202-8 

“ (1945). 
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Webb-Pomerene law. Until the contrary is demonstrated, it should 
probably be assumed—and it is here so assumed—that effective en- 
forcement of the Sherman act against illegal cartel activities of export 
associations, as well as against such activities on the part of individual 
firms, is possible. Making this assumption does not mean that we are 
either sanguine or skeptical of the prospects of effective enforcement of 
antitrust policy in the conditions stated. The assumption carries no 
implications, one way or the other, on the eventual outcome. 

A somewhat similar but perhaps more serious issue arises in connec- 
tion with the possible effect of export associations on the domestic 
trading activities of their members. The Webb-Pomerene law permits a 
group of companies to exchange information and engage in certain 
types of concerted action for export purposes, while at the same time 
they are forbidden by the Sherman act to carry out the same activities 
in domestic trade. It can be argued, with some reason, that this places a 
heavy burden of responsibility upon the individuals involved. It can be 
held that it is unrealistic to expect that the activities they are permitted 
to carry on in the export business and the knowledge they acquire about 
their competitors will be without any restrictive effects on the domestic 
market. 

Activity leading to such an effect in the domestic market is as clearly 
illegal as are the previously mentioned agreements with foreign com- 
petitors restraining imports into the United States or the exports of 
non-members of the association. However, the information necessary to 
an implementation of antitrust policy may be more difficult to collect 
in the former case than in the latter. That export associations have on 
occasion restrained the domestic trade of their members, is, perhaps, a 
fair inference from studies leading to the Federal Trade Commission 
Recommendations for the Readjustment of the Business of the Florida 
Phosphate Export Association, from the facts alleged in the Complaint 
against the United States Alkali Export Assoctation, and from various 
other investigations. That the law has been violated in this respect is, 
however, no evidence of the unenforceability. That the existence of the ` 
Webb-Pomerene associations raises additional difficulties for the en- 
forcement of the antitrust laws in domestic markets is clear. 

The increased opportunities and temptations which they provide for 
domestic restraints must be regarded:as a serious disadvantage of the 
Webb-Pomerene exemptions. It is hardly possible that the climate of 
non-competition in the export business should not affect competition in 
domestic trade. This problem of increased opportunities for arranging 
restraints in domestic competition is even more important than the 
problem that their prosecution may be made more difficult because of 
the simultaneous existence of permissible and prohibited activities. 
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UI. Intended Purposes and Actual Effects of the Law 


Although interpretation of the intent of Congress is always difficult, 
we assume that the primary purpose of Congress in enacting the Webb- 
Pomerene law was to improve the bargaining position of American ex- 
porters. The bargaining position of exporters organized in an association 
has relevance to relations with foreign purchasers, to competition with 
foreign exporters ‘including cartels and combines and to competition . 
with other, presumably large, American exporters. 

The law draws no distinction between large or small exporters or be- 

_ tween export industries dominated by a few firms and those character- 
ized by large numbers of sellers. It may, nevertheless, be fairly inferred 
from the congressional debates that its sponsors anticipated that the 
Webb-Pomerene law would be primarily useful to those export indus- 
tries in which the bargaining position of individual exporters is weak. It 
was thought that such firms would be benefited not only by the oppor- 
tunity to present a common bargaining front but also by the opportun-: 
ity of economizing marketing costs through the OCR AEN organization 
of selling activities. 
. Although a few export associations have nite’ the foreign activities 
of a substantial number of exporters, in the main associations have 
flourished in those industries in which a small number of firms have 
accounted for a large percentage of exports. While it is possible that a 
promotional campaign by government agencies concerned with foreign 
trade might expand the coverage of export associations in industries in 
which the number of exporters is large, experience of the last thirty 
years would seem to indicate that in most industries a specialized export 
firm has more to offer to the small exporter than has an association. 

The major benefit then from the Webb-Pomerene law has accrued 
to associations in which a small number of exporters accounted for a 
large percentage of total exports of the commodity or group of com- 
modities in question. No doubt some part of this advantage must be 
attributed to cost reductions accomplished through an association of 
export activities; though the predominance of large firms, capable of 
maintaining their own foreign services, in many associations and the 
avoidance of foreign trading activity by others, has tended to lessen this 
advantage. The main advantage has clearly derived from the increase 
‘in bargaining strength attributable to association. On occasion the 
` power of the association has been used to injure the interests of small 
American competitors outside the association thus defeating the purpose 
of the sponsors of the law. On the other hand, it must be said that if 
participation in restrictive international cartels were effectively denied 
to these associations, one of the incentives to the control of the com- 
peting exports of outside firms would probably be removed. 
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If it be granted that the law has not encouraged the association of 
small exporters in a manner such as to permit effective competition with 
large American rivals—but rather the reverse—what may be said of its 
influence on the bargaining strength of American exporters in relation 
to foreign purchasers and competitors? Here again it is probably fair to 
say that the purpose of the sponsors was not to increase the bargaining 
strength of American exporters against small foreign purchasers and 
competitors but rather to permit American exporters, heretofore un- 
organized, to meet the supposed bargaining strength of large-scale or 
organized foreign purchasers and competitors. Although this language 
is very loose, it may probably. be said that the purpose of the sponsors of 
the law was to promote associations of appropriate ‘‘defensive” strength 


., rather than to promote “aggressive” associations which would “exploit” 


small-scale foreign buyers and competitors. Whether the intentions of 
the sponsors of the law have been fulfilled in this respect it is difficult to 
say. In those industries in which foreign exporters are extensively cartel- 
ized the formation of an American export association has frequently led 
to a peaceable division of world markets between the American and 
foreign competitors. In those industries which are not cartelized abroad 
the organization of an export association was probably unnecessary to 
equalize bargaining strength. 

The fact that in certain industries export associations have persisted 
and flourished is sufficient evidence that association has brought ad- 
vantages to the participating firms. These advantages, however, have in 
certain cases been connected with international cartel connections of 
clearly illegal character. In other cases advantages may have accrued 
from an exploitation of foreign purchasers and competitors which is not 
compatible with the long-run interest of the United States. Hence, it 
may be said that the intended purpose of the Congress in enacting the 
Webb-Pomerene law has not been completely realized and that in cer- 
tain cases the actual use to which the statute has been put was not in- 
tended. 

IV. Present Trends in International Trade 


The question whether export associations have fulfilled the purposes 
of the sponsors of the Webb-Pomerene law is, however, not paramount 
in a discussion of the usefulness of the law in the future. More impor- 
tant for the decision whether or not the law should be repealed or 
amended are considerations concerning the kind of international market 
structure American exporters are likely henceforth to confront. Such 
considerations are necessarily very speculative. On the one hand, we 
have a set of commercial policy proposals advanced by the United 
States for international consideration, looking toward a lowering of 
_trade barriers and an expansion of the atea of private competitive trad- 

A 3 
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ing. On the other hand, we are zonita with a long-run trend abroad 
toward organization of the export trades under both private and public 
auspices. On this trend, furthermore, is superimposed a mass of war and 
postwar trading controls which can hardly fail to leave an important 
residue of state trading and state encouragement of private control of 
exports and imports in some of the important trading countries. 

If private competitive trading were widely adopted, such case as - 
‘could be made for export associations would be eliminated and repeal 
of the Webb-Pomerene law would be clearly indicated. If we could rely 
on the repeal of the law to facilitate the acceptance of these views by 
‘other countries, the members of the committee would be unanimous in 
recommending its repeal. Is either of these conditions likely to be satis- 


fied? 


It is not yet possible on’ the basis of the published material to-give a 
precise interpretation of the proposed provisions concerning the elimi- 
nation of restrictive business practices in international trade and the 
avoidance of discriminating practicés in state trading. Nor can we, at- 
tempt at this time to evaluate the probabilities that the proposals will be 
accepted by the most important trading nations, or to. forecast the 
effectiveness of the provisions if they are accepted. In view of this un- 
certainty concerning acceptance and enforcement of, and willing com- 
pliance with the proposed provisions of, the Charter for the International 


_ > Trade Organization, the committee is divided in its conclusions. ` 


Some members of the committee believe that the potential usefulness - 
of American export associations must not be written off so long as we 
must face the possibility that private competitive trading will not, be 
the dominant form of international trade in large areas, that state ` 
trading and bulk purchasing, state-encouraged export and import as- 
sociations in foreign countries and international business agreements 
regulating marketing of commodities will be prevalent. It is with these 
probabilities concerning the organization of world trade in mind that— 
in the opinion of these members of the committee—the proper role of © 
American export associations and the Webb-Pomerene law must be 
assessed. 

. Other members of the committee raes that the commercial policy 

of the United States should be in harmony with-the principles which it 
has accepted for its domestic trade and with the organization of world 
trade for which it strives; that its policy concerning export trade should 
not be dictated by fear that other nations may shape world trade along 
lines opposed to the wishes of the United States. 

The next two sections of the report will present the divergent con- 

- clusions of these groups, the one recommending the. amendment of the 
_ Webb-Pomerene act, the other recommending its repeal... 
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V. Amending the Webb-Pomerene Law 


The committee believes that the considerations discussed above lead 
to the conclusion that, without benefit of concerted action, domestic 
producers in certain export industries would be handicapped in efforts 
to expand their foreign trade. Permission to form wholly voluntary as- 
sociations limiting competition among the members should facilitate the 
attainment of bargaining strength approaching that of foreign pur- 
chasers organized nationally on single-buyer lines, as the prospect 
indicates they will be more and more frequently in coming decades. 
Moreover, certain cost advantages are clearly realizable in many 
branches of industry from joint action in the promotion and conduct of 
foreign trade, and it is not inconceivable that domestic consumers as 
well as foreign customers may share with the associated producers the 
benefits of these lower costs. 

On the other hand, in numerous export industries the size and ef- 
ficiency of domestic producers assure them a strong competitive position 
and at least equality of bargaining power in foreign markets. Further- 
more, in some instances, no doubt, the opportunity to associate with 
domestic rivals means the opportunity to exploit on a monopolistic’ 
basis small and unorganized foreign purchasers and even to stifle actual 
or potential competitors, at home and abroad. Nor can we overlook the 
distinct possibility that in practice, though the exemption granted from 
the antitrust laws extends only to associations “entered into solely for 
the purpose of engaging in export trade and actually engaged solely in 
such trade,” Webb-Pomerene associations may all too readily serve as a 
vehicle for restraint of trade in the domestic market. Businessmen who 
take full advantage of the broad license under the present law to elimi- 
nate competition in export selling almost as they choose are not likely 
to vie strenuously with each other for domestic sales outlets, as experi- 
ence amply confirms. 

On balance, it would be difficult, and hazardous, to frame a judgment 
of the net social effect of keeping the Webb-Pomerene act on the statute 
books unamended. Since we do not interpret our terms of reference as 
limiting us to that question, we do not venture such a judgment. We are 
all agreed, however, that if the statute is to be kept in force Congress 
should so amend it as to provide greater assurance that the privileges it 
accords will not be abused but will be used to promote an expansion of 
American export trade. In our judgment, this is a proper object of 
legislation and was, in fact, the end which Congress originally had in 
view in adopting it. The difficulty is to adapt the means to the end. 

One way to accomplish this might be simply to confine the privilege 
to exporters in those lines of trade in which associations either (a) are 
needed for the defense of legitimate commercial interests against either 


858 THE AMERICAN ECONOMIC REVIEW 


‘monopolistic or monopsonistic combinations abroad, or (b) give promise 
of effecting genuine economies in the promotion and conduct of foreign 
trade. Presumably Congress would find it expedient to delegate.the de- 
cision on which industrial groups ‘applying for a license did, and which 
did not, qualify for the privilege of association under one or the other of 
the specified conditions. 

If it were possible to distinguish readily between situations in which 
associations are ‘‘defensively” justifiable or economically advantageous 
and situations in which they are neither, we would recommend the ` 
adoption of such an administrative licensing procedure. Our reflection 
on this problem has led us to the conclusion, however, that the adminis- 
trative device would be unworkable, in the premises. It would be ex- 
. ceedingly difficult, if not impossible, to devise legislative standards, 
‚which would be administratively and judicially applicable for determin- 
ing the marketing conditions which would make the members of a 
particular industry eligible for a license to form an association. Export 
associations could, of course, be required to assume the burden of prov- 
ing that their formation was necessary in order to equalize bargaining - 
positions. But upon what standards could such a proof rest? What is 
involved is an evaluation of market relationships far more intricate than 
any on which proof of violation of antitrust laws now rests, and more’ 
nebulous even than the grounds on which certificates of “public con- 
venience and necessity” are issued or withheld in certain fields of enter- 
prise. 

The impracticability of this expedient does not, in our judgment, 
preclude the possibility of revising the Webb-Pomerene act in a manner 
that will at once enable export associations to perform a useful role in 
the development of foreign trade under conditions likely to be en- 
countered in the proximate future and reduce their susceptibility to 
perversion. 

Another way to adapt the means, voluntary association, to the end— 
facilitating an expansion of export trade—would be for Congress to es- 
tablish standards for the organization and procedure of export associa- 
tions which would provide internal checks against the abuse of the 
privilege of concerted action. Without subjecting them to arbitrary 
administrative discretion, Congress could lay down minimum require- 
ments for their form of organization and method of operation. Such a 
program. could expose their activities to the light of reésonable pub- 
licity. It could also provide internal safeguards calculated to keep at a 
minimum (a) subordination of the commercial independence and com- 
petitive interests of the members, and (b) interference with the oppor- 
tunities and operations of outsiders. 

Our deliberations on the possible role of export associations in pest 
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war trade have led us also to the conclusion that it would be a compara- 
tively simple and easy task to devise legislative standards for the struc- 
tural constitution and the functional procedure of these privileged 
groups, standards which would be administratively and judicially en- 
forceable—as well as practically expedient. At present, the law is silent 
on this vital subject. It provides no structural standards whatsoever for 
the “associations” it authorizes, and the only procedural standards it - 
sets up, if they could be called that, have to do with the behavior of the 
members of the group in their relations with outsiders. Thus, they may 
not restrain the trade of a domestic competitor, and they may not “enter 
into any agreement ... which artificially or intentionally enhances or 
depresses prices in the United States ....’’ Presumably the latter limi- 
tation refers to “agreements” (cartel arrangements) with foreign com- 
petitors. 

Sound public policy seems to us to call for statutory specification of 
standards to govern the form of organization of these groups on which 
Congress has conferred a special privilege (partial exemption from the 
antitrust laws). For example, what, if any, limiting conditions on eligi- 
bility for membership, or on withdrawal from membership, may an 
“association” establish? What are the minimum (and maximum) obliga- 
tions of membership in the group? How broad and how narrow may an 
association make the range of responsibilities, the rights and duties, of 
its officers and directors? These are questions which in our judgment 
cannot prudently be left to the discretion of private groups vouchsafed 
a special franchise for “self-government in industry.” 

To illustrate, Congress might well consider the advisability of stipu- 
lating that export associations be incorporated under a federal coopera- 
tive marketing act comparable to that of 1926 applicable to agricultural 
groups, but embodying the stricter standards of the Clayton act, Sec- 
tion 6. In addition, either the suggested cooperative marketing act or 
the Webb-Pomerene act amendment might establish the rule of one 
member—one vote for export associations. The statute might require the ` 
adherence of exporters of a minimum percentage of the class of products 
affected as a condition of eligibility for a charter. It might require 
chartered export associations to serve as joint sales agencies of the 
members without discrimination, to distribute the proceeds of sales ac- 
cording to a prescribed formula, to sell only by grade or under a common 
trade-mark ın foreign markets. It might prescribe qualifications of as- 

, sociation officers and directors, for example, providing for rotation of 
directorships among members and for independence (vis-a-vis particular 
members) of management officials. These are only suggestive of the - 
possible range of standards which, after due deliberation, Congress 
might elect to set up for the governance of these enfranchised groups. 
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_ Similarly, statutory prescription of at least certain basic features of - 
the rules of procedure of these export associations appears to be an ap- 
. > propriate means of minimizing the risk of their perversion. In particular, 
. the law might expressly forbid any quota restriction on the supplies 
. offered the association for export marketing, leaving the association free 
to accept tenders on the most advantageous terms. Again, such matters 
as the frequency and scope of periodical accounting (for the discharge of 
- their functions) by officers to directors and by directors to members, as 
_ well as the extent of publicity required concerning the nature and out- 
come of association activities, are clearly within the recognized province 
of public regulation—the more so as regards organs of business con- 
federation. 
` We do not conceive it to be necessary, in the present connection, to 


~. _ canvass all the various structural and procedural standards which Con- 


gress might set up to govern the organization and conduct of export 
associations. Much less do we regard it as incumbent on this committee 
to assess the advantages and disadvantages of the several possible 
standards and try to formulate a group. of standards which would be 
most likely to insure the proper functioning of export associations, ac- 
_ cording to the apparent objectives of the Webb-Pomerene law. For our 
- purposes, it suffices to indicate the direction in which amendment of the 
law might most effectively contribute to (a) its enforcement, and (b) the 
realization of its aims. This we have done. _ i 
_ In summary conclusion, if the committee’s terms of reference were to. 
be interpreted as calling for a judgment on the bare alternatives of re- 
” peal or preservation of the Webb-Pomerene law as it stands, we would 
be hard put to it to reach a decision. But we do not so interpret our 
assignment. We are of the opinion that the law can be amended to make 
it a more efficacious instrument of legislative policy. Our judgment is 
that the most expedient and feasible line of amendment would be to 
establish statutory standards for the organization and conduct of the 
export associations authorized. Given suitable amendments along this 
- line, we believe that not only might Webb-Pomerene associations serve 
to strengthen the competitive position of American exporters in world 
markets and to equalize bargaining power between them and foreign 
‘ purchasing organizations, but also to raise the plane of competition in 
international trade and thus to improve the prospects of a granal Te- 
` invigořation of a free world economy. 


VI. Repealing the Webb-Pomerene av ` 


Some members of the committee reject the contentions in the fore- 
going section that, without benefit of concerted action, domestic 
exporters in certain industries will be handicapped and that, to approxi- 
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words. “Investment in a given period is that amount required to increase 
output by the amount that output has just increased. 4 Strict reading 
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This may be shown diagrammatically as follows: 
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mate their bargaining strength to that of foreign purchasers, permission 
should be granted to exporters to form voluntary associations limiting 
competition among their members. The principal reasons for this con- 
clusion are: 

1. Cost reductions fromr joint action in the promotion and conduct of 
foreign trade, while possible, have been shown earlier in this report 
(page852) not to have been an important benefit accruing from the Webb- 
Pomerene law. There is no evidence that the law will operate differently . 
in this respect in the future. 

2. “Equalization of the bargaining power” of groups of American ex- 
porters and their foreign buyers is not necessary to protect most Ameri- 
can exporters from exploitation by foreign importers. Exports account 
for a relatively small proportion of the demand for most American 
products. In consequence, manufacturers are under little pressure to 
accept for exports lower prices than for domestic sales. If the American 
producers are sufficiently competitive to be unable to accept lower 
prices for foreign than for domestic sales, foreign buying monopolies 
will find that great restriction of purchases is necessary to achieve re- 
duced prices for American exports. The restriction of purchases will 
usually not be worth the result. 

3. Combination among American exporters where export sales are a . 
considerable proportion of total sales means that an organized group of 
exporters will face an organized group of importers (ora single importer). ` 
Whether or not this situation can be said to result in “equality of bar- 
gaining power” on each side of the market is debatable. In any event, no 
competitive solution is feasible when one seller faces one buyer. Both 
sides are impelled to resort to specious bargaining techniques, including 
bluffing, tracking and political pressure. ‘‘Collective bargaining” be- 
tween American industrialists and foreign purchasing agencies invites 
nationalist and anti-foreign feelings, leading to conflict between nations. 
National governments are urged to come to the support of their foreign 
trade agencies and a new and rich source of international friction is 
opened up. We should do our best to discourage organized selling and 
purchasing among nations. The United States has recently shown great 
wisdom in asking the governments of foreign countries to withdraw the 
purchasing commissions they had maintained here during the war. 

Disparities of bargaining power on either side of a market occur 
within our own country. But the accepted public policy is to deal with 
concentration on one side of a market by restricting or reducing.con- ` 
centrated power and not by fostering concentrations on the other side 
of the same market. 

4. American export combinations may serve to transmit from country 
to country pressures to combination in international trade which strike | 
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at the root of the present American policy of removing or reducing 
‘barriers to this trade. Organized American exporters may be tempted, 
under foreign pressure, to sell at lower prices in foreign than in domestic _ 
markets. Unification of policy among American producers is a necessary 
instrument of such a policy of dumping. Such a policy penalizes buyers 
in countries where importers have not combined in restraint of trade. 
These countries may have good reason to believe that they are being 
exploited by organized American exporters. Using the arguments stated 
earlier in this report (to justify organization among American exporters) . 
they can justify organization among their own importers or a state 
monopoly of import. Thus, in self defense they may combine to obtain 
- the advantages which American exporters are enabled by their combi- 
nation to grant when sufficient pressure is brought to bear upon them. 

5. Effective organization in the American export trade cannot be pre- 
_ vented from enhancing monopolistic tendencies in the industry in the . 

home market. To expect manufacturers to discuss and agree upon 
prices, volume of sales, and marketing practices in relation to exports, 
but to forget all these discussions in planning their domestic production 
` and selling policies is unrealistic, more particularly as export policies 
‘have direct’ effects upon domestic policies. Dumping, for instance, . 
penalizes domestic buyers who cannot be protected from combinations 
of exporters. No feasible statutory coritrols over the organization and 
conduct of export associations seem likely to succeed in insulating re- 
straint of foreign trade from operations in the home market. 

6. Agreements among American exporters will fail to “equalize the 
bargaining power” of sellers and buyers in a number of important trades 
unless the American exporters can come to terms with competing foreign 
exporters in other countries. Such agreements may enable American 
- exporters to achieve a given volume of particular exports at higher 
prices than otherwise. Although such sales may throw no direct burden 
upon domestic consumers of the same product, they are contrary to the 
national interest because of their reactions (above mentioned) upon 
restraint of trade in domestic business, upon international conflicts and 
upon the prospect of freeing international trade from many of its present 
. restrictions. Section II of this report reveals that “a number of export 
associations have entered into international cartel arrangements” but 
assumes “‘that effective enforcement of the Sherman Act against illegal 
- cartel activities ...is possible.” The prospects of successful enforce-. 
ment, however, are admittedly very uncertain and failure to prevent 


- American export cartels from contributing to the further development 


of international cartels would destroy American efforts to free inter- 
national trade frem all removable barriers. Furthermore, it is difficult 
to see how regulatéd export cartels can “raise the plane of competition 
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in international trade” (page 860). The reinvigoration of a free world 
economy and the achievement of a higher plane of competition are 
more likely to be achieved by the removal of barriers to, and controls 
over, trade. 

We, therefore, recommend the repeal of the Webb-Pomerene law on 
the general ground that present American foreign policy calls for the 
removal of restraints in international trade rather than their elaboration 
in the form of defensive combinations in restraint of American export 
trade. The removal of such combinations should go along with the reduc- 
tion of import duties as an earnest demonstration of the sincerity of 
Američan proposals with regard to freeing international ‘trade. But, in 
addition, necessity for restraint of competition in the American export 
trade to meet restrictions upon competition among importers is not 
proven. Finally, the repeal of the act would remove a means of restrain- 
ing trade within this country. - 


` Reasons for Divergence of nee 


In view of the foregoing divergence of conclusions as to policy, we find 

it desirable to make explicit the reasons for this divergence. These 
.Teasons are: 

1. Difference of opinion as to the extent to which alemani trade , 
will be subject to greater private or public control in the future than in | 
the interwar years. f 

2. Difference of opinion as to the necessity for, and the economic còn- 
sequences of, efforts to “equalize the bargaining strength” of groups of 
American exporters, either with that of rival exporters in international 
trade or with that of purchasers. 

3. Difference of opinion as to the extent of the repercussions upon’ 
domestic trade of agreements restraining competition in the export 
trade (including differences of opinion as to the feasibility of enforcing 
different standards of competition in domestic and in foreign trade, es- 
pecially upon firms active in both fields). 

4, Difference of opinion as to the feasibility of devising statutory 
standards for the organization and conduct of export associations to 
prevent their perversion. 


CAPITAL GROWTH AND EQUILIBRIUM ' 
l ‘By T. C. SCHELLING* 


=s 


Two recent papers by Professor Evsey Domar have clarified the dual 
role.of investment’ in the economic process.? On the one hand, invest- 
' ‘ment adds to the capital stock and enlarges productive capacity. On the 
other hand, investment is a component of the national income, strategic 


' . via the multiplier, and a generator of current employment. These two 


aspects of investment have usually been treated separately, since the 
one is a long-run matter, the other an immediate fiscal problem. Domar 
. combines the two aspects; and he derives the concept of the “required 
. rate of investment (or income) growth” for full employment: 
In his first formulation of this analysis,*? Domar indicated a policy 
conclusion regarding the effect on private investment of a government 
_ guarantee of national income growth. Briefly his conclusion was that if 
private business can be made to expect national income to grow at the 
. “required rate,” there will be a tendency for private investment to re- 
‘ spond to this expectation in such aggregate volume as to effectuate that 
Tate, justifying expectations and leaving to government only the tole of 
‘creating appropriate expectations.’ 

This conclusion is very similar to one reached by Mr. R. F. Harrodi in 
an article entitled “An Essay in Dynamic Theory.’ Mr. Harrod, in that 
article, inquired what rate of income growth would tend to maintain 

. itself, and arrived at the same rate of growth as Domar’s “required 
rate. » While Harrod’s rate of growth does not necessarily entail full em- 

loyment of labor but only full utilization of plant capacity, it could 
entail Fill employment if the latter oF aiaei et the iarra sat This. 
is, the case which is identified with Domar’s required rate of growth. 

The present paper will concern itself with the equilibrium aspect of 
the growth rate, that is, the tendency for the appropriate rate of eee? 


* The author is a teaching fellow in economics at Harvard University. ` ` 

1 “Capital Expansion, Rate of Growth, and Employment,” Econometrica, Vol. 14, No. : 
(April, 1946), pp. 137-47; “Expansion and Employment,” Am. Econ, Rev., Vol. XXXVII, Ni 
1 (Mar., 1947), pp. 34-55, 
_ * “Capital Expansion, Rate of Growth, and Equilibrium,” Part IV: Guaranteed Growth of 
Income, Econometrica (April, 1946), pp. 145, 146. The more recent statement of his thesis by 
Professor Domar, in the American Economic Review, March, 1947, does not inchide: a discus- 
sion of this aspect of the growth rate. . 

4 “Thus a mere guarantee of a rise in income (if taken seriously by the ee will ac- 
tually generate enough investment and income to make the guarantee good without neces- 
sarily resorting to a government deficit.” Econometrica, April, 1946, p. 146. 

‘ Economic Journal, Vol. XLIX (Mar., 1939), pp. 14-33. ` 
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to maintain itself in a capitalist economy. The similarity between the 
present issue and certain aspects of the acceleration principle will be 
noted in the second part of the paper. Professor Samuelson’s “Inter- 
action Between the Multiplier Analysis and the Principle of Accelera- 
tion” will be seen to be akin to Harrod’s analysis. To begin, however, 
we shall give a brief outline of Domar’s derivation of the required rate 
of growth. 

Essentially the issue is this. The community saves a fraction, œ, of its 
income at full employment. If (FY) represents a full employment level 
of income, then a(FY) must be the rate of investment if that full em- 
ployment level of income is to be attained. New investment of a(FY) in 
the course of the year adds to the productive capacity of the economy. 
Let o represent the ratio of added productive capacity® to added capital, ` 
i.e., ¢=A(FY)/I. Then the potential (full employment level of) income 
is increased by o times this year’s investment, or ca(FY). So next year’s 
full employment level of income will be equal to (FY)+ac(FY) 
=(FY)(1+ac). Savings out of next year’s income would then bea(FY) _ 
(1-+ac).... Investment must then equal this amount if full employ- — 
ment is to be maintained next year. Furthermore, this investment will 
add ac(FY)(1+-a0) to the following year’s potential income, making the 
full employment level of income equal to: (FY) (1+ac)+a0(FY)(1+ac) 
=(FY)(1+-ac)* in that year. Likewise, investment must then grow to 
a(FY)(1+ac)? in that year if the larger potential is to be realized and 
full employment maintained. Thus the initial full employment invest- 
ment of æ times (FY) grows at the proportional rate of ao, per year, as 
doe’ the level of income. Failure of investment to grow at this compound 
interest rate means failure of realized income to utilize productive capac- . 
ity, hence underemployment. 

And this thesis is intuitively plausible, even without the formal analy- 
sis: the investment which helps us attain a high level of employment 
this year increases the magnitude of our problem next year by adding to 
our productive capacity and thus i increasing the required volume of ag- 
_ gregate demand. 

In case investment should e grow not at the required rate but at some 
rate r less than ag, it can be shown that income tends over time to be- 
come a fraction=r/ae of potential income, that is, only r/ao of existing 
capacity is utilized.” We have, then, the paradox, which has lost its- 


5 Review of Economic Statistics, Vol. XXT, No. 2. (May, 1939), pp. 75-78. 

§ “Added productive capacity” refers to the addition to potential output of the economy, 
i.e., the increase in full-employment national income. 

t This part of the analysis is useful mainly in giving clear expression to this paradox that the 
legs capital you build the more you have left over. The precise formulation of the ratio of 
realized to potential income, r/as, which Domar calls the “coefficient of utilization,” is log- 
ically not quite appropriate. In the first place, « is the fraction saved at full employment under 
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mystery in the last decade, that a low rate of investment results in 
excess capacity, while a higher rate may lead to full utilization. In other 
words, the way to eliminate excess capacity is to build more. 

Professor William Fellner has pointed out a corollary inference.’ Of 
each year’s investment a fraction, œ, must be directed toward enlarging 
capacity in capital goods industries. Of the increase in income, only 
(1—a). will be purchased for consumption, the remainder will be en- 
larged investment; hence, to anticipate the increased demand, investors 
in capital goods, industries prepare to supply the fraction @ of the ad- 
ditional output. Thus investment for further investment is put in a key 
role; only if the continuous expansion of investment is anticipated can _ 
this year’s investment be adequate for full utilization of resources. It is 
equally true, however, that this year’s investment in consumer goods 
industries will be justified only if investment grows; hence all of this 
year’s investment—not just that in capital goods industries—requires 
for its justification the future growth of investment. 

We now proceed to the main purpose of this paper: to investigate the 
extent to which, or the circumstances under which, this required rate of 
growth may tend to maintain itself. Since Mr. Harrod approaches the 
entire problem from this direction, our reference will shift here from 
Domar to Harrod, although Domar’s views on this aspect will be dis- 
cussed below.(Mr. Harrod begins directly by inquiring what rate of 
income growth would tend to maintain itself. His approach is thus ex- 
plicitly an equilibrium analysis}\He works with the familiar concept of 
consumption, or savings, function; and he defines a ratio of added pro- 
ductive capacity to added capital stock which is virtually the o used 
by Domar} We shall therefore use æ and o as defined already, in discus- 
sing Harrod’s work. 

Harrod’s approach is this. Chere i is some rate of. growth of national 
income which tends to be self-justifying in the sense that expectations 
are fulfilled, plans are realized. This rate of growth is the proportional 
rate=ao)For if investment of J in the first year grows to I(1--ac) .. 
in the second year, I(1-++a0)*" in the #4 year; then income of (FY) =I/a 
in the first year grows to I(1+a0)/a in the second year, I(1+-ac)**/,in 
the /* year. If we look at income in any two consecutive years, Y, and 


conditions of sustained full employment; a lower rate of saving may result when income rises 
at a slower rate under conditions of steady underemployment. And o was similarly defined as | 
referring to circumstances of sustained full employment. There are arguments why the ratio 
of added capacity to added capital stock might be either greater or less under conditions of 
slower growth and underemployment; there is little reason to suppose that the same ratio 
should apply under both sets of circumstances. 

8 William Fellner, Monetary Policies ca Full Employment AE 1946); passim, es- 
pecially pp. 25, 29, 45. ` ; 


s 
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Y, we fnd that F:— F 1=(FY)(1+ao)— (FY (1--a0))=a0¥ 1 
=o] 1, which is precisely the additional capacity which resulted from 
the investment of Z; in that year. Hence investment and income grow- 
ing at the rate ao assures that all capacity be utilized, and that in- 
vestors are continually satisfied. 

Before studying Harrod’s interpretation of this rate as self-justifying, 
it is worth while noting a significant modification he introduces. (A part 
of current investment is not designed to increase output but to reduce 
the cost of a given output. It is thus a replacement of other productive 
factors by new capital equipment.) While it releases factors of produc- 
tion, and thus may be said to increase the productive potential of the 
economy, it is not motivated by anticipation of increased demand and 
does not depend on an anticipated rate of income growth for its eventual 
justification. More specifically, {it does not increase total plant capacity, 
(Harrod modifies his formula so that ø refers only to investment in antici- 
pation of expanded output.’ If kY, t.e., a fraction, k, of income, is in- 
vested independently of anticipated growth, then the self-justifying rate 
of growth is not as but (e—k)o.*)Without elaborating a mathematical 
derivation, this result may be made plausible by pointing out that of 
aY savings, kY is invested anyhow and may be treated as consumption, 
or any regular offset to saving, which does not increase plant capacity. 

This is an important qualification{ It not only makes provision for | 
investment other than “induced” investment; it suggests a source of 
disturbance. Our “rate of growth” cannot be counted on to keep this 
type of investment demand stable) Harrod has put this this non-growth- 
induced investm: t equal to kY; whether he meant to imply that it 
actually would be proportionate to income, or only meant to give it 
formal expression, is not clear. While there seem to be good reasons for 
expecting this investment to vary directly with income, there are 
equally good reasons for expecting a good deal of variation other than 
that accounted for by income changes. Hence the isa aed of dis- 
turbance from this quarter. 

? Here the distinction between Harrod’s emphasis on full utilization of plant capacity, and 
Domar’s emphasis on full employment of labor, becomes significant. The investment which 
releases factors, without enlarging plant capacity, virtually enlarges the labor force vis-a-vis 
national income, Hence unemployment of labor may become progressive while income follows 
its course of growth, unless the “factor releasing” investment also expands annually at the ap- 
propriate growth rate. If this type of investment were always proportionate to income, this 
_ condition would be met. Domar’s distinction between his o as defined above, and what he 

terms s, which is closer.to a marginal productivity concept, is an explicit recognition of this 
problem. (The different emphases are a result of different approaches to the problem; Harrod’s 
emphasis is on plant capacity because the acceleration effect on derived demand is at the core 
of his growth, rate.) 

49 Strict logic requires us to recognize that the value of v is not independent of k: Release of 
factors by the ż-type investment should, like, 2. 8- ., an increase in the labor force, increase the 
output-potential of new investment. 
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Harrod calls(this rate of growth the “warranted rate of eeu to 
avoid use of the term equilibrium. He defines the warranted rate of 
growth as follows: 

The warranted rate of growth is taken to be that rate of growth which, if 
it occurs, will leave all parties satisfied that they have produced neither 
more nor less than the right amount. Or, to state the matter otherwise, it 
will put them into a frame of mind which will cause them to give such addi- 
tional’orders as will maintain the same rate of growth.” 


This appears to us as two definitions whose equivalence is penoualy 
in question. ` 

That Harrod’s view of this warranted rate of growth Sao 
pretty closely to the notion of a Syoamig equilibrium i is evident from 
this additional quotation:, 

The line of output traced by the warranted rate of ENA is a moving 
equilibrium, in the sense that it represents the one level of output at which 
producers feel in the upshot that they have done the right thing, and which 
will induce them to continue in the same line of advance. . .. 1 


_ “Here again there is a dual characterization: on the one hand, they feel 

that they have done the right thing; on the other hand, they are induced 
to “continue in the same line of advance.” In the suggested synonymity 
of these two aspects we find Harrod’s error. 

It should be added here that Harrod considers the equilibrium repre- 
sented by this warranted rate of growth as essentially unstable: depar- 
ture from it does not-tend to be rectified. Any failure to realize the re- 
quired rate of growth causes a deficiency of production relative to 
capacity, and the excess capacity which emerges inhibits investment, 
forestalling a return to the warranted rate. - 
v We now inquire to what extent Harrod’s dual deao of the 
warranted rate of growth is valid.(Will a rate of growth equal to as, or 
(@— —k)o, tend on the one hand to “eave all parties satisfied,” and on the 
other. to “induce them to continue the same line of advance. ’)We must 
` realize that the investment of which we speak is undertaken by many 
separate firms, each with its own market problems and procedures, each 
acting to a great extent independently of others. We must relate, some- 
how, this warranted rate of growth to the individual firms which make 
up the economy. 

Obviously all firms will not be advancing ata proportionate rate of 


H Economic Journal, March, 1939, p. 16. 

B Economic Journal, March 1939, p. 22. Strictly speaking, there is such a Hne, rising at the es 
rate ax (or (a~&)a), from each possible initial situation, since the level from which the process 
starts has not been specified. If, however, one specifies the beginning year of the pee it 
could be argued that the initial level of income is that which just uses all l plant capacity; the 
excess capacity would vitiate the satisfactiomeffect. . 
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ag. Some industries advance, others decline. Some firms prosper, others 
die. We must not look for uniformity among the firms themselves. The 
rate ag, if it is maintained, is a statistical resultant rather than an or- 
ganic process. Harrod recognizes this. He speaks of the growth as being 
composed of the combined actions of many individuals, some disap- 
pointed, some elated, ‘‘on balance” satisfied. 

When this is recognized, however, what happens to the continuity of 
the process? The same firms do not do the investing each year. Even 
firms which expand at roughly the same rate purchase capital in lumps 
other than regular annual increments. The investor who must this year 
be induced to invest is not the same one who is satisfied with last year’s 
investment. If the economy were one large firm it might be true that 
those on whom restéd each year the decisions to invest would be in- 
fluenced by the success of previous anticipations; but satisfaction is not 
transmitted with high fidelity throughout the economy when many 
firms compose it. TE 

Nor have investors sufficient knowledge and foresight to carry the 
ball en masse. Even if every firm and potential firm knew the time 
trend and income elasticity of demand for its product, there is no re- 
liable mechanism for. rationing aliquot shares of investment among 
competing firms. Only an impossibly rigid convention could, for ex- 
ample, assure that in residential building the combined responses to an 
anticipated increase in demand would add up to the amount of increase 
anticipated. In fine, investing firms are not omniscient. Bad decisions 
will þe, made. Growth itself may not be enough to leave all parties satis- 
fied and transmit this satisfaction appropriately to the following year’s 
investors. 
~But let us grant the satisfaction and proceed to the next point: does 
satisfaction with last year’s investment lead to continued growth?fn the 
first place, investment is by nature forward-looking. Investors sophisti- 
cated enough to appreciate the crucial role of future investment in 
providing the demand which validates this year’s investment, should 
not be fooled by the adequacy of past and present investment. Ulti- 
mately it is the future course of investment which the present investor 
ought to take into account when contemplating an addition to capacity. 
But the sophisticated investor, to be led by the present growth rate to 
anticipate the same future growth rate, would have to assume that 
other investors naively projected the present rate into the future and 
acted accordingly. Otherwise he would have no reason to expect con- 
tinuance of the rate. 

Nor can we fall back on the argument that if jointly investors all do 
the right thing, they will all individually be satisfied in the outcome: a 
high degree of integration (higher than would be compatible with any 
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semblance of PETR would be needed to allow the business com- 
munity to act as a single investing unit. And if we did, the whole con- 
cept of an equilibrium rate would serve no purpose, since regardless of 
past and present: growth, business as a whole could—if so organized— 
jack the economy up out of a slump by investment and keep that i in- 
vestment continuously justified by future investment.¥ 

There seems little reason therefore to expect that a growth rate of ac; 
once achieved, would tend to maintain itself. First because investment 
is a decentralized process carried:on by numerous firms, to some extent 
in'relay fashion. Second because there is little reason to expect investors 
as a whole to project the current rate of growth into the future with such 
copidsnce. as to guide their decisions by that criterion alone. 


But the idea of equilibrium rate of growth may be attacked from still l 


another angle, one which Mr. Harrod recognized Mince the equilibrium 
—if equilibrium we consider it—is unstable, it is virtually irrelevant. 
If there is no tendency for the actual rate of growth to approach the 
“warranted rate,” nor any forces rectifying deviations caused by dis- 
turbances, then there is little reason to assign that rate any great role 
in the economic process. For disturbances, and substantial ones, we must 
expect continually. Investment is a lumpy process, it is a postponable 


activity. Furthermore, that part of investment which is aimed at lower- 


ing costs rather than enlarging capacity, must by nature be irregular. It 
` depends heavily on technological change. And any regular course of 
. investment would be buffeted by shifts in consumer demand and the 
emergence of new products. {in short, investment is going to be irregular, 
perhaps “cyclical,” in spite.of any regularity i in anticipations of future 
demand. Consequently, any equilibrium which is unable to survive dis- 
`~ turbances could only enjoy ephemeral existence and would never have 
. Opportunity to exercise its functions. A shifting unstable equilibrium is 
-one without pragmatic significance and can be ignored) 


(This is no argument for discarding the concept of growth rate; itis . 


-an argument for withholding its recognition as a rate of growth with 
_  self-perpetuating tendencies) Nor must one too strongly criticize Har- 
. trod’s position; his choice of the name “warranted rate” was a deliberate 
‘avoidance of too connotative a title. We feel that he did go too far in 
' attaching motivational significance to the rate; yet the concept of the 
rate itself does merit recognition. 

Domar’s view is more cautious. He characterizes the rate as that rate 
of growth which, if independently guaranteed (by the government) will 
tend to be maintained by private investment. He here avoids the as- 
‘sumption of firms projecting the current rate of growth into the future. 
Instead he supplies them with foreknowledge of that future expansion. 


~ 33 Implicit here is the assumption that the marginal efficiency of capital remains posty 
else nothing could “justify” the investment gua investment. 
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Confidence in the power of fiscal policy is all that is required. No firm 
need rely on the action of other firms in sustaining future investment; 
it can go ahead and plan on a larger demand. 

But, once we have assured the expectation of enlarged aggregate de- 
mand, it is still not clear just how the right amount of investment gets 
undertaken. All the uncertainties about one’s share in the increase and 
what one’s rivals are doing are still present. Shifts in consumer demand 
and technology keep any aggregate regularity from being reflected by 
the individual firms. 

Comparison with “Acceleration” Approach. The “warranted rate 
of growth” thesis bears a close resemblance to the principle 
of acceleration. A good point of departure in this respect is Professor 
Samuelson’s article on the interaction of acceleration and multi- 
plier. The behavior equations used in that article resulted in steady 
growth only for special values of multiplier and acceleration coefficient.“ 
In order to indicate the closeness of the “multiplier-acceleration”’ ap- 
proach to the Harrod approach, we shall modify Samuelson’s assump- 
tions. Samuelson’s hypothetical consumption function operates with a 
one-period lag: C,=aY m1.” Since investment is considered to be related 
to the difference between current consumption and consumption of the , 
previous period, it is related to the income of the previous period and 
the period before that. Hence a two-period lag, which is able to yield an 
oscillating time pattern. Let us, however, suppose the acceleration 
principle to work in capital goods industries as well as in consumer 
goods; then we may relate investment to the difference between current 
and previous income, rather than just between current and previous 
consumption. If we do this, our system will involve only a one-period 
time lag. 

Ci = Yea 
l= B(Y: ice Fea). 
So that 


a—B 


Y; = Ver 





So long as 8 >1, a<1, our result indicates a compound interest rate of 
growth. To bring this out clearly we rewrite our equation for Y; as: 


og a et gle) 


u Region D, ¢>48/(1+ 8)? of the a, 8 map in Samuelson’s article. (Review of Economic Sta- 
tistics, May, 1939, p. 78.) The use of a, here, in place of'Samuelson’s a, is to avoid conflict 
with our use of a as percentage saved. At full employment ¢=1—a, with allowance for time lag. 

1 See footnote 14 regarding the use of a. 

2 The increasing output of investment goods should entail additional plant capacity, just , 
as is true of consumer goods industries, 
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The rate of growth per period is equal to the savings ratio divided 
by 8—1. 

We must now identify and interpret 6. It appears that 8 must be akin 
to the reciprocal of the Harrod-Domar ø. It must, that is to say, be the 
marginal ratio of capital stock to productive capacity. If this were not 
true, if the induced investment were greater or less than that required 
to increase output by the amount it‘does increase, then the investment 
demand function would shortly be vitiated by excess capacity or capital 
shortage. So if J;=8(Y,—Y ıı) isto be postulated as a demand function, 
then § must be the ratio of added capital to added capacity. 

If we write a=1—a; o=1/8; then the “acceleration” rate of growth 
derived above becomes: 


If the relevant period is short,” ø is quite small; and the rate ac/1~o 
is approximately the Harrod-Domar ae. The discrepancy occurs be- 
cause of a time reference discrepancy: Samuelson’s consumption is 
lagged, Domar’s is not. And ø is the ratio of investment this period to 
the preceding, not the anticipated, increment in income. 

Thus the ‘“‘acceleration-multiplier” growth rate is seen to be almost 
identical with Harrod’s. Does it, therefore, suffer the same criticism as 
was leveled at the Harrod formulation? There are two ways of answering 
this question: One is to point out that in reality the acceleration ap- 
proach accepts as a postulate the very investment behavior which 
Harrod tried to establish. The acceleration approach assumes invest- 

_ment geared to the rate of income growth; Harrod tried to argue the 
validity of this assumption. So one answer as to the comparative status 
of the acceleration theory is that it is subject to all the criticisms to 
which Harrod’s “warranted rate” is vulnerable.!8 

There is, however, an element in the acceleration approach which may 
serve to meet some of this criticism. The Samuelson formulation of the 
acceleration principle relates investment to the actual income growth 
just experienced, rather than that anticipated. Whether or not this 
aspect was merely a mathematical formality, it does suggest a new line 
of approach to the Harrod conclusions. Let us state this principle in 


17 If our demand functions are to be consistent, the period must be, in an empirical sense, 
the one relevant to the consumption lag. 

18 Tt should be remarked that Professor Samuelson was not arguing for is validity of the 
acceleration hypothesis. His purpose was only to demonstrate the implication of'the accelera- 
tion principle when joined with the multiplier. Hence no criticism is here intended of the article 
referred to. 


í 
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words. “Investment in a given period is that amount required to increase 
output by the amount that output has just increased.” Strict reading 
would make this formulation absurd, since the output cannot increase 
prior to the investment which makes the increase possible. But let us be 
less rigid in our interpretation. 

Capacity is never a precisely measurable thing. Additional plant and 
equipment is generally purchased before cost curves become vertical; 
new firms may be established in an industry before every component 
firm is working at capacity. If we consider that a certain margin of 
excess capacity is normal, then we can consider investment as a process 
of maintaining this margin. It is not intended here to make a precise 
theory out of a rough idea. Rather we are only trying to show the plaus- 
ibility of investment following, rather than preceding, the increase in 
income. As increased production absorbs excess capacity beyond the 
normal, new investment responds. With this in mind, we can reinterpret 
the acceleration approach. “Investment in a given period is that amount 
required to increase capacity by the amount that output has just in- 
creased.” This makes sense and should be considered the verbal equiva- 
lent of the formulation: 


Il = AY: ies Ya). 


And now we have an argument for Harrod’s thesis of the warranted 
rate of growth. Instead of relying on businessmen to project a rate of 
growth into the future, we can make the easier assumption that they 
respond to current needs for plant and equipment. That is to say, if 
firms try to adjust capacity so as to restore a normal margin, and if new 
firms become established in response to a subnormal margin for the 
industry, the rate of growth may be maintained. But this argument must 
not be exaggerated. While it does seem to possess a greater a priort 
validity than Harrod’s formulation, it still is subject to many of the 
same criticisms. Again there is not a single organic unit, but a decentral- 
ized large group of firms, faced with different rates of growth and de- 
cline, purchasing plant and equipment in indivisible. units, each fre- 
quently unaware of its rival plans. And they may not project present 
demand any more than they project the growth rate! 

But the most lethal argument against using an investment demand 
function of the form I;=8(Y,—Y.1) is its instability. Disturbances 
from equilibrium are self-aggravating. A too low rate of investment 
causes excess capacity to appear, which in turn inhibits investment . 
further. In fact, in the formulation J,=8(Y;—Y._1) a value of 8 greater 
than unity yields a “negative multiplier,” indicating the same kind of 
instability as would result from a marginal propensity to consume 
greater than unity. 
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This may be shown diagrammatically as follows: 


x 





Let income be measured along the horizontal axis, consumption and 
investment demand along the vertical axis. For any income F, in period . 
zero, consumption of aY, is determined for the succeeding period. 

If we draw a line through the point F, with a slope of B>1, t.e., the ` 
function V =8(x— Y.) we have our investment demand schedule of the 
period 1. Since consumption is a constant in period 1, of an amount equal 
to the ordinaté of the point P, the line through P with slope £ is our 
aggregate demand function, V=aY,+(x—Y.). The intersection of this 
line with the 45° line at Q, indicates the solution of Y1=a¥o+8(¥i—Y). 
Clearly the usual stability requirement is absent, the aggregate demand 
function intersects v=x from below, since we have assigned $ a value . 
greater than 1.” 

But this result may inhere in the artificiality of our model. We have 
geared investment to current income, of which it is itself a component, 


19 By absence of the stability condition we mean this: there are values of investment and na- 
tional income which satisfy our demand relationships; but there is no tendency for investment 
and income to approach these values. Adjustment i is away from, rather than toward, the 
equilibrium, 
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thus making it a “self-multiplying” quantity. May we not, in modifying 


our assumptions to fit better the actual economic process, discover some . 


stabilizers? May not there be more resiliency in the system than we 
have supposed, so that disturbances will be cushioned? : 

First, let us inspect the time lag. If we gear investment to a past 
change, it is a constant during the current period. Thus deviations are 
multiplied by the consumption effect (unless consumption is lagged) 
but do not cause cumulative deviations in current investment. But a 
large £ is necessary to yield steady growth rather than fluctuations.”® 

Now to inspect the size of £. It should be noted that when the de- 
mand for induced investment is written in simple acceleration form, 
as I,=8(.Y—Y,_1), the implication is that the entirety of the newly 
needed capacity is constructed during one period. There is no provision 
in this demand function for a hang-over of uncompleted plant. At the 
same time, when a consumer demand function is written as C:=4¥ 41, 
we commit ourselves to a rather short period. When one considers that 
the construction of plant and the production and installation of new 
equipment take a substantial period of time, it becomes apparent that 
we must not postulate a set of demand relationships which imply that 
plant and equipment are adjusted via investment in the period of time 
relevant to consumer adjustment. 


Perhaps the most justifiable manner in which to introduce periods is 


to treat consumption as instantaneously geared to income, that is to 
say, as adjusting without appreciable delay as compared with invest- 
ment. In addition, investment may be considered as related (in so far as 


it is induced investment) to the preceding change in the level of income, ` 


on the assumption that investment plans require some time for prepara- 
tion. To be explicit: J:=8(¥11—Y u). This formulation implies that 
investment is a constant from the point of view of the current period, 
4.€., that its equilibrium value is determined by recent history. We get as 
our income time pattern: 


Y; = Ci + Ii = aY +BY — Yes) = Ln — Y). 
— a 


This function can yield steady growth only if 8 >4(1 —a). But the rate of 
growth in that case is rather frightening—more than 100 per cent per 
year! Also—as though that were not ground enough for discarding this 
function—the above function can prove unstable if disturbances occur, 
the steady growth being curled over into a decline. 

Without going further, certain conclusions are already warranted. If 
we search for a hypothesis, #.e., a set of demand functions, which yield 


** Cf. Samuelson, of. cë., p. 78. 
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steady growth over time, we may succeed. But so many simple and not: 
implausible hypotheses yield only a very v unstable growth that we could 
have little confidence.in any result we might get. In other words, only 
very special assumptions could satisfy our demand for a stable dynamic 
equilibrium. ‘Our conclusion then is that growth via induced investment ți i 
is unreliable, that a stable dynamic equlubrias cannot be got from 
acceleration. 

This was to be expected. We have only to keepin mind that a too low | 
investment causes the appearance of excess capacity, while a too high’ 
investment produces shortage, in order to appreciate the inherent in- 
` stability of induced investment. 
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EXCHANGE CONTROL AND DISCRIMINATION 


“By Howarp S. Exus* 


The purpose of the present analysis is to present in brief compass the 
character of exchange control with especial reference to the question as 
to what forms are and are not compatible with a multilateral convention 
designed to expand international trade, render it more free and particu- 
larly to eliminate discrimination. It is not proposed to attempt a com- 
plete description of the economic effects of various types of exchange 
control, for in general these can be inferred from a sufficiently lucid 
exposition of character and aims. Exchange control is understood gen- 
erally to include any or all of the instruments dealt with below; con- 
sequently more precise definition is unnecessary, and indeed—in view 
of the varieties of meaning both in popular and technical discussions— 
probably impossible. But to aid in marking off the field in advance, it 


may be said that exchange control is not generally taken to include fhe 
following: tariffs, quotas, prohibitions and embargoes, subsidi 


trading and commercial agreements and treaties. It impinges upon ee 
at points but does not include them. 

In order to set the whole subject in perspective, we begin with two 
lists, one giving the main instruments and the other the main purposes 
of exchange control. The discussion follows the first outline, with con- 
tinuous cross reference to the second. An international convention un- 
doubtedly aims to eliminate the use of exchange control for certain pur-_ 
poses; but most objective rules and conventions will have to be made on. 
the basis of practices or instruments rather than intent, 


Mied: I Aslrunièhis of Exchange Control 


I. Government monopoly of dealing in foreign exchange. 
II. Government disposition over private holdings of foreign ex- 
change and assets. 
III. Enforcement of an overvalued or undervalued rate of exchange. 
IV. Multiple exchange rates. 
V. Government permission to export or to import. 
VI. Government disposition over the proceeds of exports. 
VII. Government allocation of exchange to imports. l 
VII. Officially conducted bilateral clearing. 
IX. Officially conducted barter. - 


* The author is professor of economics at the University of California, Berkele 
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Purposes of Exchange Control 
yh 


rimarily with respect to international economic matters l 
1. To maintain exchange rate against depreciation or appreciation» 

W . To attain equilibrium in the balance of payments. 
3. To “permit trade to go on” without available foreign exchange. — 
4, To secure more favorable “terms of trade.’ 
a To control or force capital movements. 
63 To wage economic warfare. - 
B. Primarily with respect to domestic economic. mater 

. To control inflation or deflation. 

To increase domestic employment. 

To foster industrialization, etc., z.e. “protection.” 

. "To prepare for or wage war. 
. To provide revenue for the state. 
. To discriminate favorably or unfavorably with respect to certain 
. _ persons or classes within the domestic economy. 


‘ 


ye 


ee tee 


I. Government M. onopoly of Dealings in Foreign Exchange 


This characterizes all exchange control and is essential for any of its 
` manifold purposes. Monopoly may connote only centralization without 
„attempt to enforce a’ price not compatible with basic equilibrium fac- 
“tors. For a brief period England maintained this mild form of exchange 
control after the devaluation of the pound in September, 1931 merely to 
protect the’ market against violent fluctuations. There is nothing dis- 
criminatory or restrictive in such action. 

‘To make the state monopoly effective, however, 'may require rather 
far-reaching controls, particularly if the official rates of exchange di- 
verge from what freedom in market dealings would establish. It usually | 
proves necessaryto establish a censorship of foreign mail; prohibition of 
sending out or bringing in thé domestic money, of dealing in precious ~ 
metals, of receiving or making -remittances from or to the domestic 
bank accounts of foreigners, of exporting without guaranty that the 
proceeds _will-be surrendered to the exchange aut hority, of exporting at . 


fictitiously: high prices; ¢ prices; and finally government access to business rec- 
ords, inspection of the person and and baggage of travellers, a1 and more or less 
severe, penalties for all 1 violations. All of these may be involved even if 
the purpose of exchange control is merely to prevent a flight of capital. 














Il. Ganernmens Disposition over Private Holdings of 
Foreign Exchange and Assets 


“Milder forms of exchange control, particularly those oriented toward 
meeting temporary balance-of-payments difficulties, may be content 
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with a , monopoly oyer the current. flow of exchange from exports. But 














Beans Enforcement of an Overvalued or Undervalued Rate of Exchange 


This is almost as ubiquitous a feature of exchange control as the 
state monopoly in exchange dealing. Indeed, it is difficult to find an 
example of the latter which does not have as its purpose the mainten- 
ance of a rate from which the market would tend to diverge. In the 
overwhelming majority of cases, the control is designed to prevent a 
_ depreciation of the country’s exchange, though occasionally, as in the 
operation of the English Equalization Account, foreign exchange was 
sometimes‘sold_to prevent a speculative appreciation of sterling and a 
consequent penalty upon British exports. = co 
Inasmuch as the ordinary case involves an official rate which over- 
values the country’s. money, nearly all the international and domestic 
purposes of exchange control involve this phenomenon; and further- 
more, it is this overvaluation which necessitates.all the other devices of 
exchange control. It is therefore the pivotal characteristic of exchange 
control save for instances to be remarked upon subsequently. 

Most of the exchange control systems in Europe and South America 
in the ’thirties made their advent as provisional stopgap devices to 
prevent a depreciation of the countries’ exchange which would have 
ensuéd because of the withdrawal or flight of capital from debtor coun- 
tries. The prevalence of “inflation-mindedness,” coupled with the in- 
ability of the man on the street to distinguish between devaluation of 
the foreign exchange value of a currency and domestic inflation, closed 
the door to setting the balance of payments in equilibrium by a devalu- 
ation, say to a level paralleling that of the devalued pound sterling 
after September, 1931. It was believed that the public would engage in 
a domestic flight from money into real values and thus, through in- 
creasing the velocity of circulation of money, actually bring about 
price inflation. Thus the original introduction of exchange control had 
as its motives purposes A,1 and B,1 in the outline. But purpose A,2— 
the attainment of equilibrium in the balance of payments—ensued 
shortly, for it was thought that, under cover of the officially stabilized 
rate, various measures could be taken to ‘make this rate no longer arti- 
ficially high, the chief measures being deflation of costs and prices and 


the prosecution of a vigorous program to encourage exports and di- 


minish import: ports. ` 3 


. 
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* However sincere this desire may have been, it is noteworthy that the . 
overvalued | exchange rate in itself was a strong force working in the 
opposite . ite direction tion from an equilibrated balance of payments. Here we 
* encounter the first important sense In which exchange control is in- 
herently discriminatory, that the.overvalued rate discriminates against ` 
exports and in favor of imports. From this basic fact follow the exchange. 
control instruments designated by IV through IX. 

Part of the disposition of countries which had adopted exchange . 
control to effect basic economic changes such as to achieve equilibrium 
without direct interference in trade is to be explained by the fact that, 
while an overvalued exchange rate decreases exports (and thereby even- 
tually and inevitably also i imports) it does on ordinarily valid assum assump- 
tions give a favorable turn to the “terms of trade,” t.e., the amount of 
imports purchased by a given amount of exports (purpose A,4). Thus the’ 
discrimination which. appeared in the preceding paragraph solely as a 
matter of conflicting domestic interests (exports os. importers), now 
appears in a new form—a discrimination in favor of the country’s 
nationals as a group as against outsiders... 

The maintenance of undervalued rates of exchange such as we wit- 
nessed in neutral countries during the war was not motivated by a - 
desire to secure less favorable terms of trade; this was accepted as the 
price which had to be paid to avoid a currency appreciation which 
might represent ‘a peril if subseque bsequently, when thé war or postwar de- 
mand fell off, it became necessary to devalue. Since the supply of foreign 
exchange is per se abundant, this variant of instrument III does not 
tend as strongly to induce the use of instruments IV-IX, as in the 
case of overvaluation. But discrimination of course again appears, in 
this case causing the nationals of the undervaluing country to lose 
relatively to outsiders. Within the country the effects are not. precisely 
the reverse of the overvaluation case. There is discrimination against 
importers relatively to an equilibrium rate (the reverse of the overvalua- 
tion case); but there is no discrimination favorable to exporters, because 
the war caused the foreign demand to be inelastic and hence 1 to be no 
larger than if the currency were raised in its foreign value. 

: Undervalued rates in and of themselves tend_to produce domestic 

inflation. But in conjunction with present exchange controls this effect 
is offset—and perhaps even more than offset—by delivering to the 
exporter only part of the proceeds of his sales in cash, and the balance in 
’ government bonds. 

Motives or purposes of overvaluation (in the past and for the future the | 
more interesting case) have been found in controlling domestic inflation 
` (see III, paragraph 3 above) and in securing more favorable terms of 

” ` ee 
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trade; but we may add now also purposes B,2, 3, and 4, and A,6, all 
‘of which are per se discriminatory. Overvaluation. on’ ordinary € elasticity 
assumptions penalizes exports and stimulates imports; but_since a 
country cannot continuously (even under exchange control and bilat- 
eralism) sell more than it buys, in the long run the overvaluation also 
reduces imports. . This reduction of imports provides pro protection for 
home industry and this contributes at least temporarily to the main- 
tenance or increase of domestic production (B,2), to fostering home ` 
industries (B,3), and hence to preparation for war (B,4). - 


IV. Multiple Exchange Rates N 


Under exchange control the central authority may may depart ir ina a variety 
of ways from a uniform purchase and sale rate e for a giyen country’s 
exchange and from “consistency” (such as would be given by trade and 
arbitrating operations under a free-exchange system) as between the 
rates of various.countries. 

A. Purchase at. alow price, sell at a at a higher rate (e.g., the “official 
rate”), or purchase at a series of Tower prices and sell at a series of 
higher prices. 


Here the state exploits its sca coe isa against the market 
generally and mansions to itself some o gain on the price ¢ “of : 























discrimination ts importers is reduced. 

These remarks appear to be valid no matter to what purpose the 
government devotes the funds. Cases are numerous where the receipts’ 
have been put into the general budget. But it_is also very common to 
earmark these funds to subsidize exports in case of overvaluation. In 
this event the discrimination against exports through the official ex- - 
change rate can be completely eliminated by the subsidy. 

A particular instance has been the compulsory sale to the govern- 
ment of repatriated bonds. When exchange control puts a stop to. the 
service of domestic securities held abroad, their prices naturally i de- 
cline ne and the-eorporations would-be able to purchase such securities 
forr or retirement at a windfall profit. It seems “only right” that the govern- 
ment appropriaté this windfall. It is “natural,” though by no means 
necessary, that the sums be devoted to subsidizing exports. But again, 
if the subsidy merely offsets overvaluation, there is no discrimination ^ 
against foreign exporters, relatively to exporters at home. But the sub- 
sidy is ultimately paid by the discriminatory treatment of foreign 
creditors. 


Another and similar case is the monopolization of the purchase and 
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sale of frozen bank and other balances of foreign nationals. Here again 
the difference between the price which the foreigner may be willing to 
accept in order to realize cash immediately and the nominal currency 
value may be appropriated by the state and used to subsidize exports. 


This was the origin of the various categories of “Sperr” marks. The 


exchange control, in its moratorium on debt service, discriminates 
against the foreign creditor (see purpose A,5); but the use of the pro- 


ceeds does not discriminate against foreign exporters if it does no more’ 


than offset the overvalued exchange rate. 

B. Export premia, import surcharges (or exchange rates) differen- 
' tiated according to commodity, or country, or both. 
In general this practice represents the most overt type of discrimina- 


tion. If an absolutely uniform surcharge were added to the official rate ‘ 


premium to the price at which exporters can sell,}then it is obvious that 
-~ not only would the overvaluation of the domestic currency be recog- 
nized (partly or wholly, depending upon the magnitude of premia and 
surcharges), but discrimination would not be present. Nearly all premia 


at which importers buy bills and if the same iin were added as a 


and surcharge systems have, however, been adopted not only as a ` 


roundabout device for recognizing devaluation but as a device for 
monopolistic discrimination against buyers or monopsonistic discrimi- 


nation against sellers. For discrimination to be possible in either case it: 


is necessary that buyers or sellers be somehow divided into separate 
markets. Costs of transportation and protective tariffs always separate 
off markets to a certain extent. But if in addition, a system of bilateral 
clearings exists, the separation into markets can be much more marked, 
since the/device obliges the seller of goods to accept a market where, 
because*there are corresponding sales to his own country, he does not 
have to wait to receive payment; and for the purchaser of goods, a 
source of supply for which, because there are corresponding purchases 
from his own country, he does'not neve to wait in order to make pay- 
ment. 

Discrimination is possible wherever buyers or raei are separated 
into fairly distinct markets; and it is profitable where, in the language of 
economic theory, the elasticity of supply or of demand differs as be- 
tween markets—and this would nearly always be realized because of 
differences in incomes and tastes as between countries. Thus a country 
with high incomes or a strong internal demand for the exchange-control 
country’s goods may be forced to pay a high rate of exchange for all its 
purchases from that country. But it is possible to discriminate not only 
by country, but also by country and by commodity. Thus the exchange 
control country may with profit to itself be able to charge different 
prices to-countries A, B, C, etc., on one and the same commodity export 
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or with profit to itself pay different prices to A, B, C, etc., on one and the 
same import. But instead of doing so explicitly, it does so covertly by 
means of different rates of exchange depending upon the partner country 
and the trade item, leaving only relatively unimportant items to be 
covered by a uniform rate which attempts no discrimination. 

Discriminating rates of these types are used for purpose A,4 to secure 
more favorable “terms of trade,” but they may easily be used, in-ways 
which can easily be imagined, for bestowing favor or meting out pun- 
ishment either‘as between outside countries or interests within them, or 
within the home economy (purposes B,3, 4, 5, and 6). Thus political 
motives may supersede economic considerations. 


V. Government Permission to Export or Import © 


\i foreign exchange is “scarce” (the price of foreign exchange too low 
to produce equilibrium), the government may desire to prevent any 
imports for which foreign exchange will not be available. This measure, 
often a a E wtlonine for imports 
(cf. VII below), would, if rigorously adhered to, prevent an exchange 
control country from running into debt on current account, either in 
ordinary trade or in the clearing mechanism. It thus serves purpose A,5.} 

The correlative measure for a country with too Aigh rates on foreign 
countries is the requirement of permission to export. The measure has as 
its purpose the prevention of accumulating foreign credits (this was a 
motive with some of Germany’s clearing partners) or the prevention of 
inflation by restraining the outflow of certain goods. 

Authoritarian interference with the free flow of imports or exports is: A 
inevitably discriminatory in one-sense or another—indeed it is simply ` 
one sideʻof the shield of which an overvalued or undervalued exchagge 
rate is the other. {f the government simply limits the amount of imports 
(or exports in the case of undervaluation of the. country’s exchange) 
without further measures, the consumers of these imports are discrim- 
inated against and the importers and domestic producers of these goods 
enjoy a favorable discrimination against other traders and producers.) 
Price maxima and rationing of the scarce imports alter the form of the 
discrimination against consumers from the price to the quantity dimen- 
sion but do not eliminate it. Importers windfalls would be eliminated by 
this device, or by competitive sale of import licences, or by ex post tax- 
ation of the windfall gains. The relative merits of these four procedures 

„are not considered further in the present analysis. 


VI. Government Disposition over the Proceeds of Exports 


In case of an overvaluation of the country’s exchange, the govern- . 
ment ordinarily has to take steps to.compel the surrender of export 
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oei] in order to prevent a concealed capital flight (purpose A,5) in 
the form. of leaving these sums abroad on deposit with a bank or with a 
branch: or correspondent of the firm.{ Occasionally mere pledges are 
accepted, but a thorough-going control may involve posting a bond or 
depositing guarantees until the export proceeds in foreign exchange are 
‘actually delivered. 

T In the case of an undervaluation of the country’s exchange the gov- 
ernment’s interest in securing the inflow of exchange to itself is largely 
the control of inflation (Purpose B,1). The exporter may receive the 
value of his surrendered bills of exchange only partly in cash, and partly 

in bonds or blocked accounts. 

Neither of these measures adds anything to the ‘ ‘unavoidable’’ dis- 
crimination if outward or inward movements of capital are to be con- 
trolled; They are merely enforcement devices. | 


- VIL. Government Allocation of Exchange to Importers 


\if a country’ s exchange is overvalued, foreign exchange is scarce and 
has to be allocated. This may be done with an effort to avoid discrimi- 
nation, but as has been emphasized before, the consumers of imported 
“commodities are inevitably discriminated against since the country’s 
exports and hence eventually its imports must shrink (barring subsidies). 

If the government sold bills of exchange of licenses to importers by 
competitive bidding, it would absorb the windfall profit on the activity 
of importing and provide an automatic allocation of scarce exchange 
through a price mechanism without resort to rationing. 

The most objective method of rationing exchange is the application 
of a fixed percentage to purchases of exchange in some previous base 
period to all imports without distinction. Added to the general discrimi- 
nation just mentioned, there may be a further discrimination against 
` firms with abnormally low import requirements in the base period, 
against new or growing firms and industries. Furthermore, because of 
divergent elasticities of demand and supply for different goods, the 
distribution of imports would, under a free price mechanism operating 
on an all around reduction, differ from a uniform percentual reduction for 
each import. Another basis, less objective but possibly more just—in 
the sense of equalitarian—is a discrimination against luxury imports. 
~ Still less objective is the allocation of exchange on the basis of prepara- 
tion for or the waging of war. Here political considerations supersede the 
_ economic profit calculus (purpose B,4). Closely allied to this, but not 
necessarily identical, is the use of exchange allocation as an instrument 
of protection (purpose B, 3) pometinics the latter assumes the familiar 
“infant” industry form. 

Just as in the case of multiple exchange rates (cf. IV above), the 
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allocation of exchange can be used as an instrument of economic warfare 
against outside countries or against political groups in outside countries, 
or against political, racial or other groups in domestic affairs. 

To prevent an outward capital movement, the exchange authority 
has to discriminate against demand for this purpose whether from its 
nationals or foreigners, and whether it arises from interest differences or 
otherwise. 


VILL. Officially Conducted Bilateral Clearing Ñ) 


Clearing involves making payment for imports into, and receiving 
payment for exports from, a domestic account conducted by an agency 
of the state for trade with a particular couniry.\It is the latter rather 
than the first feature which causes clearing to differ from ordinary meth- 
ods of payment which also involve remittances into and from domestic 
accounts, but they may be to and from any country.|Bilateral clear- 
ing thus entails that one partner receive payment for its exports to a 
particular country only in imports from that country, and reciprocally 
that it derive imports from a particular country, only from its exports 
to that country.) Clearing can, upon ordinary elasticity assumptions, 
always be made to balance by appropriate adjustment of the bilateral 
rate of exchange. If the clearing rate of exchange (which may or may 
not be the same as the “official” rate of the exchange control) does not 
achieve this balancing, one country is thereby making a tied loan to 
another in the form of a favorable clearing balance. 

One motive for the maintenance of clearing may be precisely this 
forcing of loans, as in the case of Germany prior to and especially during 
the war. Typically, however, so far as concerns the reason for introduc- 
ing clearing in the first place, the alleged purpose was rather to provide 
a mechanism to “permit trade to go on” when the country has exhausted 
its foreign exchange reserves. But this is a legitimate argument for 
clearings to a rather limited extent. If the country has a favorable 
balance, it does not need foreign exchange reserves. If it has an unfa- 
vorable balance, the chance that clearings increase its total exports is less 
then the prospect that clearings reduce its imports, and there is no 
guarantee that the gap be closed even by both in conjunction. Con- 
sequently, clearings permit only a smaller volume of trade to “go on,” 
and uncleared balances still remain. Hence to this extent clearings 
amount to a clandestine device for forcing. foreign loans, or a device _ 
whereby the exporters of a given country persuade their own govern- 
ment to make the loan through discounting the clearing balances. In 
either case discrimination of a gratuitous character is involved. 

Countries still possessing adequate exchange reserves may impose 
bilateral clearing upon their trade with a particular country if (1) having 
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a favorable balance in their trade, they wish to try to assure themselves 
' of payment on current account; or if (2) having an unfavorable balance 
in this trade, they wish, by threatening to suspend current payment, 
“to “thaw out” some old debts owed them by other countries. In either 
case discrimination favorable to the creditors in a particular country 
relatively to others is involved. With regard to (1) the consequences 
may be: (a) that exports fall to the level of imports; (b) that imports 
rise to the level of exports; (c) that something like the old excess of 
exports over imports persists, and the export surplus is “paid” in an 
accumulation of clearing balances. So far as concerns (c), this debt may 
ċonceivably be paid through a subsequent reversal of the import-export 
balance, which can usually only be done by outright discrimination in 
permitted exports and imports. Inasmuch as bilateral clearing limits the 
choice of exporters as to markets and of importers as to sources, it also 
means that the actual volume of trade will fall below the level-of (b), 
i.e., in the direction of (a). Bilateral clearing thus results either in out- 
right discrimination merely to preserve volume (under c), or in a - 
. shrinkage of world trade (which itself proceeds from the inherent dis- 
crimination—limiting traders’ free choice—which bilateralism neces- 
`, sarily involves). 

The “outright discrimination” in clearings involves not only turning 
exports or imports from one country to another in order to pay off or to 
be paid accumulated debts, but also the limiting of the list of articles 
admitted to clearings in the first place in order to achieve as nearly as 
possible a balancing of exports and imports ab initio. 


IX. Officially Conducted Barter (> 


_ This usually makes its appearance when bilateral clearing breaks 
down because of so large a one-sided balance that the creditor refuses to 
sell further without an immediate guid pro quo. Discrimination is in- 
evitably greater since permission for export or import now involves, 
besides a decision as to country, also a decision as to particular com- 
modity and as.to one particular “deal.” The necessity for finding the 
“double coincidence” entailed by barter reduces the field of free choice 
and the volume of international trade even below the level of bilateral 
_ clearing. 
Conclusion 


In retrospect we can summarize the varieties of discrimination in- 
volved in exchange control with especial reference to the types which 
necessarily inhere in the institution itself, and those which do not. (The 
discussion is limited to cases of overvaluation, since the opposite case 
can in general be readily. inferred.) , 
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1. Discrimination, arising from a prohibition of capital exports, 
against foreign creditors, or potential home lenders to abroad. This is 
unavoidable except by moderating the prohibitions, e.g., for foreigners. 

2. Discrimination against home holders of foreign monetary assets. 
This is avoidable if the country Tan dispense with mobilizing these 
exchange reserves. 

3. Discrimination arising from high rate of exchange, against home 
exporters in-general and favorable to home importers in general. An 
. export penalty is avoidable by subsidies; import windfall profits are 
avoidable by competitive sale of foreign exchange and for import 
licenses, by price maxima or imports, by taxes on profits. 

4, Discrimination, arising from high rate of exchange, against foreign 
purchasers and foreign sellers (protection). The first discrimination, 
appearing immediately, makes the home commodities cost more to 
foreigners; the second, appearing when home imports have fallen to the 
level of home exports, reduces the foreigners’ market. Neither is avoid- 
-able as long as the high rate is maintained. 

5. Discrimination, through multiple exchange rates, against or 
favorable. to particular countries, particular exports or ‘imports, par- 
ticular foreign home or groups of persons or individuals. This is avoid- 
able through the use of uniform exchange rates. In some cases (e.g., 3 
above) discrimination appears as a mere by-product of another measure, 
as for example, a by-product of avoiding a downward rate revision. In 
. the present case, however, it is impossible to imagine the discriminations 
as other than deliberate. This distinction ought to be borne in mind in 
comparing the present type of discrimination with those involved under 
6- below, which—it can justly be maintained—can greatly resemble the 
results of multiple exchange rates. There remains, however, this differ- 
ence, that whereas multiple exchange rates must deliberately discrimi- 
nate, rationing does so only in certain cases (q.v.). 

6. Djscrimination, through -exchange allocation for imports rts against 
or favorable to particular foreign countries, particular imports, particu- 
lar foreign or home groups of persons or individuals. Some discrimina- 
tion is unavoidable. Even selling foreign exchange or import licenses to 
the highest bidder does not eliminate the cecal is Bene pine prodiictian 
following from the limited allocation necessarily attending overvalua- 
tion. Rationing is relatively little “discriminatory” if made according 
to (reasonable) objective rule, e.g., percentage of base year, necessities 
vs. luxuries, imports for re-export, etc. Deliberate discrimination, e.g., 
allocation to party members, racial groups, etc., is avoidable. 

7. Discriminations attending bilateral clearing. This is avoidable, 
since bilateral clearing is itself Javoidable to achieve exchange- control 
purposes not themselves deliberate policies of discrimination. If bilateral 
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_¢learing is adopted, the discrimination against third countries on `cur-. . 
> rent trade is unavoidable. By diréct discrimination: in current trade - 
~~ (but only so), the discrimination of forced loans through clearing bal-.- 
. _ ‘ances is avoidable. The use of clearings to force repayment of old loans 
„is avoidable by omitting such paar 
© .8: Discriminations’ attending barter, These are avoidable on the 





-same basis as clearing. If adopted, discriminations similar to clearings ` 


fa are unavoidable, except that forced loans are impossible under barter. 


¢ 


THE FOREIGN TRADE. MULTIPLIER 
l By J. J. Potax* 


I 


The issue of the foreign trade multiplier was the subject of consider- 
able discussion a few years ago, in particular by Professors Robertson! 
and Haberler? and by Mr. Colin Clark. The discussion was, however, 
inconclusive and it seems worth while reopening it since it involves a 
basic preliminary to the explanation of the actual fluctuations in inter- 
national trade. i 

Should one seek to explain the fluctuations in a country’s national 
income by reference, in addition to other factors, to fluctuations in its 
exports, to fluctuations in its balance of trade, or to some intermediate 
concept? There are three original different formulations: that of Keynes, 
who makes the export surplus, that of Colin Clark, who makes exports, 
and that of Harrod,’ who makes some intermediary measure, one of the 
determinants of national income. We may leave Harrod’s formulation 
for the moment and concentrate on the difference of the Keynes and 
Clark formulations, which we copy from Robertson.’ Keynes’s equation 
runs (by implication) 





ya(Vtx-m— a) 


eee 

l and Colin Clark’s z 
1 

Y = (V - ¢ ——— : 2 

Cee (2) 


where:? Y=national income, V=expenditure on investment goods, 


* The author is an official of the International Monetary Fund. This paper was written prior 
to his employment by the Fund and should not be considered as an expression of the views of 
that organization. The author has had great benefit from numerous discussions on the subject, 
some five years ago, with Dr. S. K. Fong. 


1 Mr, Clark and the Foreign Trade Multiplier,” Econ. Jour., Vol. XLIX (June, 1939), p. 
354, See also Mr. Colin Clark’s “Comment,” ibid., p. 356. 


2? Prosperity and Depression, 3rd ed. enlarged by Part LI (Geneva, 1941), p. 461 ff. 

3 The Means to Prosperity (London, 1933), p. 36. The exposition ia verbal, not mathematical. 

‘ The National Income of Australia (Sydney, 1938), p. 102. 

* The Trade Cycle (Oxford, 1936), pp. 153-54. 

5 Economic Journal, June, 1939. 

1 The value symbols represent ee ey small changes in a given level of in- 
come, investment, etc. 
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x = exports, M-=imports, c=marginal propensity to consume, q= 
marginal propensity to import. 


Obviously (2) implies an equation giving imports as a function of Y: 
M = qv . (3) 


Substitution of (3) into (2) reduces the latter to (1). On this ground 
Robertson and Haberler argue that there can be no strong reason to © 
prefer (2) to (1). However, as the multiplier in equation (1)—let us call 
it m,—involves only one coefficient, c, whereas that in equation (2)— 
mx—involves q in addition, Haberler would give preference to the first 
equation over the second as he believes that there is a prima facie prob- 
ability that mis more stable than my. 

um 

We may start by subjecting Haberler’s argumentation to a reductio ad 
absurdum. 

Clearly, equation (1) implies a consumption equation: 


C=cY : 3 (4) 


with the help of which we may transform (1) into a new multiplier 
formula: 


PERS: M+) (5) 


‘Here the multiplier is absolutely stable and its derivation does not 
“require any statistical analysis. And, following Robertson and Haberler, 
-since (1) can be converted into (5), it seems that one cannot say that (1) 
. is superior to (5). It might, indeed, well be argued that, since consump- 
tion expenditure creates income in just the same way as investment does, 
C should be taken into the multiplicand. Thus, clearly, if there is any 
reason to prefer (1) to (2), then certainly (5) is superior to (1). 
But if the “best” formulation of the multiplier is a “barren identity,”® 


8 In Robertson’s symbols: g. 

? The expression is Haberler’s, in an earlier exposition of the emptiness of some of the gym- 
nastics that can be performed with multipliers if their purpose in the explanation of economic 
events is lost sight of. (“Mr. Keynes’ Theory of the Multiplier. A Methodological Criticism.” 
Zeitschrift fuer Nationaloekonomie, 1936, p. 301). The following quotation provides mutatis 
midandis an excellent refutation of Haberler’s arguments five years later: “I am aware that 
` Keynes speaks of net changes in aggregate investment- in which these secondary (changes 
in investment) are to be included. But to assume these secondary effects as given detracts 
considerably from the value of the theory. This reveals a significant change in the meaning of 
the multiplier. Originally it was defined as the ratio of the secondary (this should be primary 
plus secondary—P.) to the primary employment, when the primary employment is that which 
is required by the production of a concrete piece of investment. Now that the meaning has been 
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it is of course altogether useless. Yet the multiplier device, if duly sepa- - 
rated from what Keynes called the “logical theory of the multiplier,” 
has been found to have certain useful applications. Kahn devised the 
multiplier to estimate the effects of public works expenditure on the 
national income. Similarly the foreign trade multiplier is intended as a 
tool to gauge the effects on national income, employment, etc., of a 
change in a country’s foreign trade position. It would, indeed, be a 
shocking discovery if we found that there was no room for such useful 
applications of the multiplier and that it was most suitably applied in 
the definition of national income, as in equation (5). 


IM 


As a second step, we show that (1) can lead to wrong conclusions to 
which (2) cannot lead. These are some of the inferences that can be 
drawn from (1): 

I. Given a certain export X, the income F associated with it will be 
the greater, the smaller the import M induced by X. 
I. If a certain export X induces an import M = X, the income asso- 
ciated with X will be zero. 

III. If, with a given export X, the induced imports gradually increase 

over time, F will gradually decline over time. 

But these inferences are far from correct: I is a half-truth, II is a 


fallacy and the reverse of III is true. Haberler falls into traps I and 
TU. 10 

The correct formulation for I is readily derived from an analysis of ` 
formulae (2) and (3): Given a certain export X, the income associated 
with it will be Jarge if M is large owing to a high value of c, but small if 
M is large owing to a high value of q." 


Now what if =X? It seems obvious from (1) that in that case (1) 


changed, we can no longer speak of primary and secondary. This alteration is symptomatic for 
the transformation of the theory of the multiplier from an empirical statement into a barren 
identity” (p. 303). 

18 Prosperity and Depression, pp. 467-68: “It follows that . . . only an excess of exports over 
imports can be regarded as a stimulating factor, whilst a parallel shift upward of both exports 
and imports must be assumed to be neutral. 

“There is, of course, an entirely different situation if, following an increase in exports, im- 
ports rise with a lag. Then there is temporarily an export surplus. It is possible that the second- 
ary and tertiary effects (multiplier plus acceleration effect) of this export surplus are so strong 
that the subsequent rise in imports will not interrupt the expansion. In other words, a cumu- 
lative process may be started which gathers momentum so thatit is not interrupted by a later 
rise in imports. But such a development can no longer be understood and analyzed by means of 
the multiplier alone,” (In other words, unless there are the non-linear relationships to which 
Haberler refers, the gradual increase in imports will lead to a gradual decrease in income.) 


U This conclusion will be readily verified by partial differentiation,c of (2) and (3) with respect 
to c and q, assuming c <1. 


. 


k ) 
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‘yields Y=0. This is not so, however. From (2) and (3) we find that M 
can only equal X if c=1. But if c=1, then X=M reduces F not to 0, 
but to 0/0, which is undetermined. Equation (2) does not become unde- 
termined when c= 1, and gives us for that case 
pee l 
Fe E (6) 
3 q 
As c passes beyond diiy, which is conceivable, (1) gives the apparent 
-nonsense result of a negative multiplier and a reduction i in income due to 
an increase in exports. Equations (2) and (3) are required to understand 


E that if c>1, M>X and the multiplicand will become negative at the 


same time as the multiplier. In that casé high exports will be accom- 
" panied by high income but an import surplus. 


i IV 
We have to deal, further, with the phenomenon of “autonomous” im- 
ports, $.e., changes in imports not due to changes in income. Thus instead 
`, of (3) we may have: 
M = q¥ + Ma. (3) 


where Ma (autonomous imports) are due to such causes as changes i in 
‘taste, tariffs, exchange rate, price changes, etc. It follows that i in that . 
` case (2) becomes: 


i 


1 
AFA ae eee ; © (2) 


whereas (1) remains valid. Does this prove a superiority af (1) over (2)? ° í 


~, The answer is again provided by going a step further. Possibly, the con- 


sumption equation is not as simple as it has been assumed and should be 
replaced by `’ 


C = cY + Ca - (49 


where Ca represents autonomous changes in consumption expenditure, 
induced, for instance, by expected changes in prices. In that case, neither - 
' (2') nor (1) can remain unchanged. They Bave to be replaced by (2”) 
and (1’) respectively: 


i | | 
Y = (V + X — Ma + Ca) ——— 20) 
(V+ ok se Barer | (2”’) 





= (V+ X= M400) — ay 
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But (5) is still valid. Does this, then, show its superiority over (1)? 
By no means. Equation (5) has more general validity than (1), and (1) 
more than (2) because in both cases the former equation is less of an ex- 
planation than the latter. Falling back on a more general formula means 
renouncing part of the explanation. If we do not know whether (3) or 
(3’) holds, we fall back on (2); if moreover we do not know whether (4) 
or (4’) holds, we are left with (5) which contains nothing of value at all. 


V 


So much for the application of the foreign trade multiplier in the field 
of static economics. We now turn to the dynamic aspects, where the most 
valuable application of the multiplier lies.” 

We observe a change in exports and imports in the period 0 of a 
magnitude X. and Mo respectively. Our problem, which we hope to solve 
with the help of a multiplier, is to estimate Y and in particular the equi- 
librium level of Y, F., which will establish itself after the exports which 
have caused the observed changes will have persisted long enough for 
an equilibrium situation to be reached. We assume, provisionally, that 
we know from other sources that there has been no autonomous change 
in imports, Ma=0. Then we are justified in estimating Y, on the basis of 
Xo: 

i 1 

Y. = X ——— (7) 
1—c+q 


12 “The essence of the matter is that all these new concepts, such as the marginal propensity 
to consume, the multiplier, etc., become really useful only if they are a part of a truly dynamic 
theory, that is to say, a period or sequence analysis which carefully distinguishes between 
successive periods.” (Haberler, Prosperity and Depression, p. 470.) Haberler does not, how- 
ever, study the dynamic aspects of the foreign trade multiplier. 

4 Professor Machlup, in an extremely instructive sequence analysis of the multiplier, dealing 
with two or more countries, makes the point that the effects of autonomous changes in exports 
(e.g., due to a change in tariffs abroad) will be different from the effects of induced changes in 
exports reflecting a change in income abroad, and that they require different multipliers 
(International Trade and the National Income Multiplier (Philadelphia, Blakiston, 1943], p. 
128). Fortunately for our analysis and our formulae, the significance of Machlup’s distinction 
is not as great as it appears. The essence of his point is that if exports increase owing to a 
shift of demand abroad from domestic to imported products, the accompanying decline in 
income abroad will gradually result in a decreasing demand for imports generally which will 
partially offset the initial increase in imports. On the other hand, an increase in imports due 
to an increase in income may persist forever at the same rate. Thus if Xo is an “autonomous” 
change in exports, X may be expected to decline; if Xo is “induced,” it may be expected to be 
an equilibrium level. Accordingly, there are different multipliers to link the equilibrium 
level of F with Xo, depending on whether Xo is “autonomous” or “induced.” 

But there is only one multiplier connecting the equilibrium level of X and Y; and the esti- 
mate of Y based on observation of X as it develops (though not if based on Xa) does not depend 
on outside knowledge as to whether the exports were autonomous or induced. Although this 
conclusion is clear from the figures in Machlup’s tables, he does not draw it and probably as 
a result overstresses the difficulties of measuring the multiplier (or ¢ multiplier) on the basis of 
statistics (ibid, pp. Soh 
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The effect of a change i In exports via income on imports takes time—con- 
siderable time. It is likely that these effects are not fully reflected in 
the initial period and that M has not reached its equilibrium value. 
‘Therefore a formula based on (1): 





1 
Yo (Xo — Mo) — (8) 


would give a wrong result. Not only would it be wrong for the equilib- ` 
rium value of F to be reached eventually. The same formula would be ` 
‘ even worse as an estimate for Yo. For whereas (Xo— Mo) >(X.—M.) 
and the right-hand side of (8) would be larger than F., Yo would‘ be 
smaller than Y, as the former would also not yet reflect the full effects of 
the change in X. l 
- If there were an autonomous change in M of a known value Ma, then 
the above would apply unchanged, except that one would have to write 
(X— Ma) instead of X throughout. 

The. case becomes more complicated where one knows, or has reason 
: to suspect, an autonomous change Ma, but does not know its magnitude. 
In this case, where one does not know the cause, one obviously cannot 
with any multiplier calculate the effect, t.e., the ultimate change in 
national income. Given ¢ and q, however, it may be possible to estimate- 
Ma roughly from the statistics of X and M. Given X, M at any point of 
time will be determined by c, q and the length of the adjustment period. 
If these-three factors are known exactly, the induced imports can be 
calculated and Ma found by deduction. The accuracy of the result will . 
. -of necessity depend oni the accuracy of the knowledge of c, q and the ad- 
justment period. 


VI 


Harrod’s formulation” suggests a further refinement by taking into 
- consideration that the import ratio may be different for the production 
of consumption goods, investment goods and export goods, vig.: 


‘4 Mr. Colin Clark argues that the effect of changes in exports on the national income and l 
through it on imports will fall almost completely within a three-month period, and assumes, 


_ therefore, that the changes in the balance of trade from one quarter to the next will make allow- 


ance both for changes in exports and for the consequential changes in imports. (“Determination 
of the Multiplier from National Income Statistics,” Econ. Jour., Vol. XLVI [Sept., 1938], 
p. 439.) I fully agree with Jastram and Shaw in their criticism of this part of Clark’s argument 
—-that the consumers’ income-outlay lag—to which Clark refers as less than a week as evidence 
for his position—is not identical with the duration of the income circuit. (Mr. Clark’s “Sta- 
tistical Determination of the Multiplier,” Econ. Jour., Vol. XLIX [June, 1939], p. 364.) ` 

18 T realize that this section spins out to perhaps undue length what may have been rather a 
casual point of Harrod’s, 
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M. = qC 
F (9) 
M, = qzX 


M=M.+M,+ M: 


where M, represents the imports necessitated by the output of consump- 
tion goods, etc. On this basis:-Y becomes: 


4 
[VA — g) + XC 29] EET (10) 

Of course (10) can, as Robertson and Haberler show, be reduced to ` 
(2) and to (1). One can always reduce an equation containing a certain | 
amount of specific additional information to a more general one—at the 
cost of losing the additional information. Yet (10) is superior to (2). For, ° 
whereas go, Gv, Qz, are Structural coefficients, g in (2) and (3) is essen- 
tially a weighted average, which will not be constant if the weights 
change. 

Thus Harrod’s version of the foreign trade multiplier constitutes an 
improvement, though perhaps not a very great improvement. Haberler 
misses the point when he writes that (10) is less useful than (1) because 
it requires more data.!” Formula (10) involves more parameters, but few- 
er time series. The value of the parameters can be learned from the ob- 
servation of past developments; the value of time series can not. Thus in 
any given situation we can know the q’s in advance, without any further. 
observation, but not M. For that reason, equation (10), which does not 
require the observation of M, is superior to (1). Similarly, since (10) 
makes allowance for the effect on g of variations in the composition of 
Y, it is superior to (2). It does not require more observation than (2); 
but it does provide a more refined answer on the basis of the same ob- 
servation. 

We may draw from this example some conclusion on sik is the 
“best” multiplier in a situation such as the present one, where various - 
multipliers are logically possible. The objective of multiplier analysis is 
here to forecast national income on the basis of known or assumed val- 
ues for one or more other variables, or to ascertain whether and to what 
extent certain changes in F can be attributed to changes in these other 
variables. The best formula to be used is one expressing Y as a function 
of only the particular variables that are considered as ultimate causes, 
with as many parameters as are necessary in that equation; the “best” 
multiplier is the one that contains all relevant parameters and does not 

18 This is equivalent to Harrod’s formula as given by Robertson. 

17 Op. cit, p. 466, 
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oblige one to refer to the observation of variables instead of explanatory 
formulations. On this line of reasoning (2), with only V and X as. 
explanatory variables, is preferable to (1) which also contains M. - 

What would we say if the weather experts—to take.an example from 
another much abused science—declared that there was no point in long- 
range weather forecasting since it involved more parameters and 
produced less certain results than forecasts one day ahead and further 
told us that, to be quite sure as to what the weather would be and not to 
.. depend on theory, one did best to wait anag see how it actually turned 

out?! 


VII 


An important improvement and at the same time a simplification can 
be made if it may be assumed that the following relation holds concern- 
: ing the causation of home investment: 


Veo oe (it) 


In the studies by Tinbergen, a relation of this type, with investment 

mainly determined by past profits (which themselves are intimately 
. correlated with Y) has been found to provide a very good Denon 

This would transform (2) into: i 


1 ` 
Y = X as (12) 
‘'i—c—-ri+g 


Equation (12) gives a very simple relation between a country’s exports ` 
and its national income. The coefficient in this multiplier may not be 
easily measurable on the basis of structural equations. But to the extent 


18 By the same line of reasoning Machlup’s refinement of distinguishing between “sntono- 
mous” and “induced” changes in exports (see footnote 13) constitutes afurtherimprovementon ` 
(2): it enables one to estimate Y, on the basis of Xo without waiting for the further develop- 
` . ment of X. It follows that (2) (or [10]) are not necessarily “the best” equations to estimate the 

effects of export changes on the national income; but they are at any rate better than (1). How- 
ever, (2) is as good as possible if one does not know the causes of the change in X; and it also 
- provides the multiplier connecting F. with Xe if we know that Xo is “induced” in Machlup’s 
.. gense-~which as a matter of fact is the more common type of large changes in exports than 

- autonomous changes. 

18 Haberler, who at one place inclines to the correct position of multipliers as the relatively 
stable element compared with the multiplicands as the variable element in equations, imme- 
borne abandons this position to argue that to be as stable as possible, a multiplier should con- 

tain as few coefficients as possible. (Prosperity and Depression, p. 466, paragraphs 1 and 2, 
respectively.) This, of course, would again lead to equation (5S) above as ideal. (Incidentally, 
there is no prima facie assumption that a multiplier with two coefficients is less stable than a 
multiplier with one coefficient, as Haberler states. If there are two positive coefficients y and w 
—the fluctuations in which may be assumed to be independent—and the multiplier combines ` 

them in the form (v-+w), then clearly (v-+1) is proportionately more stable than at least one 
- of the two coefficients and possibly than both.) : 


f ~ 
>, G 
sy wo r 
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that these equations hold themselves rigidly over a considerable period 
of time, and if, moreover, Ma may either be taken at zero for that period -. 
or its magnitude is known, it should be possible to find the multiplier - 
from direct observation of X and Y. In fact this will be possible even if 
the economic structure is far more complicated than is implied in the | 
description given above, with additional relations involving prices, - 
wage rates, the rate of interest, etc., provided that: (a) all structural 
equations are linear; (b) the characteristic equation of the system of 
structural equations gives rise only to damped non-cyclical or very heav- ° 
ily damped cyclical solutions;” (c) the damping of the solutions is gréat _ 
enough for the bulk of the secondary effects to fall within a relatively 
. short time after the primary effects. 
It is quite likely that these three conditions are ‘rather generally ful- 
. filled, at least for relatively small countries.” If this is so, a clear relation 
Toud be found to exist between the exports of such a country and its 
national income. The approximate parallelism of business cycles in 
various countries would seem to be an indirect proof of the widespread. 
validity of such a relation. - 
One further step would seem possible. Combining (12) with (3) we 
‘find: 
1—-ce-—v+q ` 
This would provide a direct link between a country’s imports and ex- 
ports (with a certain lag), and an important starting point for an expla- 
nation of the transmission of business cycles from country to country - 
_ through changes i in trade. 
But this is probably where theorizing should stop for a while, and a- 
critical analysis of statistics should begin. 
20 Cf. for these technical terms J. Tinbergen, Business Cycles in the United States TAE í 
Nations, Geneva, 1939). An application of the multiplier is given on pages 162 ff. - 
_ 1 This point cannot be elaborated here. Reference may be made to Tinbergen’s studies of the - 
economies of Holland and the United States. For the former country a heavy rate of damping’ 
was oo (Cf. J. Tinbergen, An Econometric Approachto Business Cycle Problems, Paris, 
1937.). 
"Cf. J. J. Polak, “The International Propagation of Business Cycles,” Rev. Econ. Stud. 
(Feb., 1939) p. 79-98, ` 
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Comment 


By GOTTFRIED HABERLER* 


: I 


The theory of the multiplier, especially of the foreign trade multi- 
‘plier, still has dark corners and causes a good deal of confusion, which is. 
mainly due to carelessness in defining terms and to the failure of distin- 
. guishing sharply between (a) the assumed empirical relationships and 
_ (b) the logical implications of the terms used and the empirical relations 
assumed. Dr. Polak’s paper, although making several interesting points, 
is not free of such defects. Before commenting on it in detail, however, I 
shall state briefly the essentials of the problem as they appear to me at 
this-time. 


r 


I 


The specific empirical content of the multiplier consists of two propen- 
_ sities (“parameters”), the (marginal) propensity to consume, c, and the 
(marginal) propensity to import, q. (For brevity I shall always say 
` “propensity” for “marginal propensity”; similarly capital letters will . 
stand for increments leaving out the A sign.) The theory postulates a 
- stable. relationship (a) between consumption and income and (b) be- 
tween imports and income. The two relations need not be linear, but in 
. the present paper I assume that they: are linear. The usefulness of the 
_- theory depends on whether the stated relations are in fact tolerably - 
` stable or at least predictable. Whether that is true is, of course, a com- 
, plicated empirical question which cannot be easily. answered with yes 
` and no. Nobody who is familiar with the recent literature on the sub- 
- ject will deny that in addition to income, other factors must be utilized 
. to explain C and M, or in other words, that c and q can be regarded as 
stable only ceteris paribus. No attempt, however, will be made here to 
indicate these other things. I shall assume that income is the most im- 
` portant factor and that an explanation in terms of income is at least a 
good beginning. 

It follows in my opinion that the theory should make use of g. I 
quite agree with Polak on that point..Economics is not so rich in stable 
empirical relations that it could tolerate any under-utilization of those 
that are available. I also agree that if it were possible tofind stable param- 
eters ge, Ye, Qs, We Should by all means utilize them. It should be real- 
ized, however, that practically no serious attempt has yet been made to 


.. * The author is professor of economics at Harvard University. 
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statistically aralas qo OF qe. For some countries and some periods there 
exist rough estimates of q, (the import content of exports). But most 
statistical work has been concerned with q (rather than with its subdi- 
visions) and with the imports of particular commodities.’ Therefore, the 
introduction of ge, q» and qe into the multiplier formulae is a theoretical 
refinement of as yet doubtful practical utility? 


I 


Polak seems to believe that acceptance of g (or some of its subdivi- 
sions) as a stable magnitude and its utilization in economic analysis 
imply the acceptance of the proposition that the stimulating factor in 
multiplier analysis should be exports as such (even if simultaneously 
matched by imports) and not export surplus. Anyone who has care- 
fully studied Professor Machlup’s book,? (which should be required 
reading for everyone who wishes to work in this field), will immediately 
discover that this is a misconception.* 

There is general agreement now that we have to distinguish between 
the instantaneous and the serial multiplier. Every multiplier formula 
has to be interpreted either in the instantaneous sense or as depicting a 
position (usually the final equilibrium position) in a dynamic process. 
Polak agrees that the multiplier in the instantaneous sense which 
Keynes called the “logical theory of the multiplier” is a “barren iden-. 
tity.” I shall therefore concentrate on the serial interpretation. 

Polak’s position is, however, ambiguous to say the least. He wants 

“separate” the multiplier analysis from the “logical theory of the 
multiplier.” But the larger part of his paper is concerned with what he 
calls “static” analysis. Only in Section V does he turn to “the dynamic 
aspects.” In the dynamic analysis he wishes “to estimate Y and in 


1 It should be observed that g: and ge cannot be evaluated by merely distinguishing between 
consumers’ goods and non-consumers’ goods in imports, because non-consumers’ goods are 
required for the production of consumption goods. More complicated procedures would have to 
be employed. 

3 Contrary to what Polak says, I did not object in my Prosperity and Depression to the utili- 
zation of the empirical relations designated by the symbols g, gc, etc. I am sure I did not see all 
issues involved very clearly, but I did say expressly (a) that the multiplier analysis is useful 
“only if and in so far as the multiplier can be assumed to be stable over time” (p. 466), and (b) 
that the propensity to import becomes a really useful device of analysis only if it is a part of a 
truly dynamic sequence analysis (p. 470). These two statements seem to me still correct and 
essential for a proper understanding of the whole matter. 

I admit Polak is right when he objects to my statement that the existence of two or more 
parameters in a multiplier formula makes it less valuable than a formula which contains only 
one parameter. But his alleged reductio ad absurdum of the statement that the multiplier 
should be stable is entirely beside the point. His formula (5) is simply the definition of income; 
it is not a multiplier formula at all. From the postulate that one should use only a stable multi- 
plier, it does not follow that one should not use any multiplier! 


? International Trade and the National Income Multiplier (Philadelphia, Blakiston, 1943). 
i This is also indicated in my treatment of the matter. See of. cH., pp. 470-71. 
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particular the equilibrium level of Y.” Now if the determination of the 
final equilibrium position of a dynamic process belongs to dynamic , 
analysis, there is nothing left for static theory except the instantaneous 
multiplier, #.e., Keynes’s “logical theory of the multiplier.” 

_ , This failure to keep the two meanings of the multiplier strictly apart 
makes the arguments which Polak uses to. show the inferiority of the 
original Keynesian formula (1) very confusing. If the multiplier is inter- 
preted in the instantaneous sense, the formula follows from the defini- 

- tion of the terms involved; it is then not very useful but it cannot “lead 

to wrong conclusions.” If it is meant to depict the final equilibrium of a 

_ dynamic process, it refers to a different sequence model than formula (2) 

-~ and can again not be said to be wrong, except if improperly applied. The 
sequence model underlying formula (1) is the familiar one of a constant 
stream of autonomous expenditures (constant multiplicand= V-+X—M) 
which generates a rising stream of income that adds up to, or more pre- ~ 
cisely asymptotically approaches, the value stated in (1). 

Formula (2) refers to a different sequence model. It assumes a con- 
stant stream of (autonomous) exports with a gradual rise of induced im- 

` ports as pictured in Professor Machlup’s sequences I and II.’ Now how | 
about applying formula (1) to such a case? The answer is obviously that 
if (1) is taken as a description of the outcome of a sequence process, it 

_ just is not applicable.* The reason which is not made clear by Polak is 

this: In the model underlying formula (2) investment does not remain ` 

constant. Domestic investment (V) being assumed to be 2er0, all invest- ` 

- ment is foreign investment, consisting of a declining series of export- 
- surpluses: It is assumed that exports rise to a higher level and stay there. 

; M then rises gradually but so long as it has not caught up with X there 
~ is an export surplus, a dwindling series of investments abroad. (For de- 

tails see Professor Machlup’s patient explanations.) We may say that the 

introduction of g introduces (foreign) investmént as a variable.’ In- 
vestment now consists of an autonomous unexplained part, X, and an 
induced, explained part, M, the latter being, of course, negative. ’ 

Let us now look into the “wrong conclusions” that can be derived, 


5 Op. cit., tables on pp. 29 and 37, 
- © In the instantaneous sense formula (1) could, of course, be applied to each period of the 
. Sequence model underlying formula (2), although ‘this would not be a useful procedure. It 
should be noticed that the multiplicand would change from period to period for reasons stated 
in the text. It should also be noticed that the instantaneous propensities, AC,/AYi, 
: AMu,/AY,, etc., are not the same as the lagged propensities AC;/AYs1, AM / AY x, etc., 
and since the latter are supposed to be constant throughout the process the former would 
have to change from period to period. 

7 It must not be forgotten, however, that this assumption can be realized only under a cer- 
tain institutional ‘setup and a certain behavior of the monetary authorities and the banking 
system: It is assumed that the country is willing to accumulate foreign assets (gold or balances) 
without ERE steps to correct the balance. ' 
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. according to Polak, from formula, (1). As one would expect, the mistakes 
are due to misapplication of the formula and to nothing else. The first 

“wrong conclusion” which he mentioned is the proposition that a given 
X will create a larger income the smaller the M induced by X. This con- 
clusion, if properly understood, is perfectly correct. If formula (1) is ` 
applied to its own proper sequence, M must be interpreted as autono- 
mous imports, as M «in Polak’s notation.? Then Polak himself agrees that ` 
the greater M, the smaller the multiplicand and the smaller the resulting 
income, 

On the other hand, if formula (1) is applied to the model sequence un- 
derlying formula (2), it can be applied only in the instantaneous sense 
to each period of the sequence. Then the M is induced and the statement 
that the larger M, the smaller Y means then the larger g the smaller Y, 
which again is quite correct and does not contradict formula (2). 

The second allegedly wrong inference is that if X induces an import ~ 
M=X, the income associated with it will be zero. We have here a 
stream of X which is simultaneously and continuously matched by an 
‘equal import stream. We have then to assume that the X is offset by ` 
autonomous imports M,.° Then it follows, of course, from Polak’s for- : 
mula (2)’ that there will be no stimulating effect. If Ma were smaller 
than X, there would be at least initially an export surplus and a net in- ` 
crease in F. But only if the initial export surplus remained constant. 
(which could happen if either M, fell when M rises or if g gradually de- « 
creased) could formula (1) be applied to compute the final equilibrium of ` 
the sequence. 


The alleged inference III simply does not follow. If we allow ourselves cyte 


to apply formula (1) somewhat loosely in the instantaneous sense (the 
application in the serial sense is clearly inadmissible) we have to say - 
that so long as there:is an export surplus, that is so long as imports have 
not caught up with exports, income will rise. As soon as X= M the rise 
in income ceases.!° The inference that income will decline when imports 


have risen to the level of exports has not been drawn by anybody. Polak ` - . 


* Tt should be observed that even “autonomous” imports may have been “caused” by ex- 
ports, if they have not been induced by a prior change in income. For “induced” in the tech- 
nical multiplier sense means caused in a particular way, by a prior change in income. For exam- 
ple, imports which are necessary for exports (“import content of export”) are caused by X _ 
but are autonomous. Similarly, if a foreign country refuses to admit imports unless it can 
export, the home country can export only if it imports, at the same time. The imports can be 
then said to be due to exports, but they are not “induced” in the technical sense. 

9 Tf the M were of the induced kind in Tea ee lag behind X and there 
wouk be a (temporary) export surplus. 

18 Tf ¢<1 income will cease to rise before M=X and, as Polak points out, Mf will remain 
smaller than X, even in equilibrium. The reason is that equilibrium requires that X is equal to 
import plus the saving leakage. That has already been explained by Machlup. But it is only 
true if there is no induced domestic investment (V =0) and it implies a permanent export sur- 
plus (accumulation of gold or foreign balances), : 
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seems to have forgotten that Y stands for increments in income." The - 
increments to income do, of course, decline and become zero when M=X. 

. Another alleged “nonsense. result” of formula (1) is that it yields a - 
négative multiplier and hence a fall in income of c>1. This apparent 
paradox whith has arisen in the discussion of the- multiplier for the closed 
` economy can be easily cleared up.. If the multiplier is understood in the 
instantaneous sense, the result is entirely correct. ‘This can be easily seen 


_by shifting vertically ‘upward a consumption function with a slope of ` 


more than 45° (c>1): The equilibrium point, ż.e., the intersection with 

the 45° line will then lie to the left of, ¢.¢., at a lower income level than, 
- the original intersection, but the equilibrium is unstable. For the serial 
multiplier the summation formula must be changed if c>1, because the 
„geometric series is then no longer convergent. There is, of course, no 
stable equilibrium i in that case either. 

If g is introduced, that is to say if an aport leakage is assumed, 

‘- formula (1) is no longt applicable for the calculation of. the final equi- 
librium. The reason is again that we have thereby changed the sequence ` 
model from one with a constant expenditure stream to one with a declin- 
_ing stream of stimulating expenditures (foreign investments). The 
equilibrium now becomes stable in spite of the fact that c>1, ife—q<1. 
We may say the import-leakage absorbs the consumption overflow and 
so restores stability (provided we regard the indefinite accumulation of 
‘a foreign debt as compatible with equilibrium). 

IV 

` On the interesting question whether a strictly simultaneous shift in 
“exports and imports generates income or has a multiplier effect, Polak 
has nothing to say, although it seems that he wishes to contribute to 
its solution and labors under the illusion that he has in fact contributed 
. something by establishing the superiority of formula (2). W. F. Stolper 
in his article, “The Volume of Foreign Trade and the Level of Income,”® ` 
has made a notable contribution to this subject about which I should 
like to make a few comments. 

I have noticed that some people have been misled by the equation 
Y=C+V—M-+X to conclude that an equal change (up or down) in X 
and M cancels out and does not affect income. This is, however, a mis- 
` conception which probably stems from a failure to remember that C 
and V include consumption and investment of imported consumption 
and investment goods.” Suppose there is additional production for ex- 

u Polak was probably misled by my saying that the expansion of income will be “inter- 
rupted” as M rises to the level of X. It should have been clear from the context that I meant 
-~ that the expansion will cease, income will cease to rise. At any rate, all that can be found spelled 
out in great detail in Professor Machlup’s monograph. 

“3 Quarterly Journal of Economics, Vol. 61 (Feb., 1947), pp. 285-310. 


43 Ç does not stand for domestic production of consumption goods, but for total consumption, 
from domestic production and imports together. Similarly V. It should be noted, however, 


HABERLER: THE FOREIGN TRADE MULTIPLIER 903 


ports and a corresponding increase in imports, then C or V must rise, for 
the imports are either consumed or invested. On the other hand, if there 
are additional exports and imports without a rise in output, Y would 
not have changed. Anything may happen, but what happens cannot’ be 
deduced from the income equation. 

It seems to me that it is impossible to deny that an upward shift of X 
and M may, under various sets of circumstances, raise national income 
and employment. Suppose exports and imports are closely tied together 
by a rigid bilateral clearing, none of the countries being willing to ac- 
cumulate foreign balances. It is then clearly possible that if trade is cur- 
tailed by, say, quotas or exchange control each country will experience 
unemployment in its export industry which is not offset or not com- 
pletely offset by more employment in the industries competing with 
imports. If the step is later reversed and the restrictions are removed, 
one would expect an increase in output and employment." 

Professor H. Neisser in his interesting paper, “The Significance of 
Foreign Trade for Domestic Employment,” although he belongs .to 
those who regard export surplus not exports as the stimulating factor in 
multiplier analysis, constructs a case where “employment is... in- 
creased pari passu with imports and exports, even though no export sur- , 
plus develops” (p. 316). “Consider a country (such as Great Britain and 
formerly Germany) in which a considerable part of the existing equip- 
ment is geared to the further production of equipment goods like steel 
and machinery. . . . Assume further that in this country the propensity 
to save has been greatly reduced, with the result that even from a full- 
employment income not enough would be saved to buy the capacity 
output of the equipment goods industries at cost prices” (pp. 315-316). 
Under these rather Hayekian, un-Keynesian assumptions the possibility 
of exporting the excess output of the investment goods industries “would 


that AC in Professor Machlup’s tablés is defined as consumption of domestically produced 
output. (Output of consumption goods is part of V to the extent that it is not consumed but 
added to stocks.) 

By splitting C, V, and X into a domestic and an imported part, C=CutCa, V =VatYm, | 
and X=Xz+-X,., and by splitting imports into its components, M=M,+M,+M, (Mera Dn, 
Uom Ym, Me™ Xa), we can derive the formula: Y=CatCatVatVatXatXu—Mo—Ma— 
M,=Cst+Vaet+Xa which expresses the equality of national income and the value of national 
output. : i 

It should be noticed, however, that care has to be taken to add income from interest, divi- - 
dends, reparations and similar items to the value o foutput. As Hicks says (The Social Frame- 
work of the American Economy [New York, Oxford Univ. Press, 1945], p. 160) it would mean 
stretching the concept “output” a bit too far to say that interest or reparations received from 
abroad are a part of national output. 

u The emphasis is on employment, for it is not the classical rise in output due to greater divi- 
sion of labor along the lines of comparative advantage which is at issue. Needless to say that 
with full employment a rise in income may well reduce employment (without producing 
involuntary unemployment), if the income elasticity of demand for leisure is less than one. 


' Social Research, Vol. 13, Sept. 1946, 
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„restore the possibility of E full employment”. my 316), even if 
imports (of consumers’ goods) continuously match the export of equip- 
ment. This case is evidently based on the assumption that it is impossi- 
ble to move the factors of production from the overdeveloped invest- 

ment into consumption industries, for otherwise full employment could 
. be reached also without additional trade. (It goes without saying that on - 
-classical grounds the international trade solution of the dilemma is ° 
more desirable than 4 solution without trade through shifting of factors 
from investment, to consumption industries, the reason being that the 
international trade solution will result in larger productivity and out- 
put, if the country in question is ill adapted for the production of the 
consumers’ goods which are demanded.) 
Many other cases could be contrived which would lead to the same 


` conclusion that a balanced rise in exports and imports may lead to more . 


employment and-output.” But our question is, what have these -cases 
to-do with the multiplier? 

Suppose hitherto unemployed industrial workers are put to work i in 
country A and food and raw material producers in country B; these two 
groups exchange their respective output and trade is carefully timed so 
. that exports and imports balance. Where would a multiplication come - 
`. from? Even if the propensity to consume of the newly employed workers 

were unity, it is difficult to see why income and employment should rise 
by more than the additional value produced (which is equal to X =M). 
It is, of course, possible that additional investments become necessary in 
the export industries. Such investments would be in the nature of an ac- 
‘celeration effect which is not contemplated by the authors under consid- 
eration. If it happened, there would be domestic investment, V, which 
- would have to be duly multiplied, but would not justify a multiplication 
of X‘by any one of the multipliers that have been discussed here or in 
Polak’s paper." 
Dr. Stolper’s case is different. His theory is formally unassailable. 
What can be questioned, however, is the empirical realism of his assump- 
‘tions. His theory can be summarized as follows: A balanced expansion . 


of trade is likely to raise the average propensity to consume—in other ` . 


words, graphically speaking, to shift the consumption function verti- - 


- 18 Tt is, however, just as easy to think of other cases where a balanced expansion of trade 
produces a contraction of employment and income. Suppose increased ‘foreign competition 
- and imports (which may be due to a tariff reduction or other causes) knock out añ industry and 
produce unemployment. Suppose there is a parallel increase in exports, so that it is not a case 
of an import surplus with the multiplier working in reverse. Nevertheless the stimulus afforded 
by the additional exports may be just enough to fill the gap in effective demand caused by the _ 
unemployment in the import industry, What has happened is that domestic labor has been re- ` 
placed by foreign labor, 
17 Tt is, of course, always nosible; ex post, to construct an instantaneous ad koc multiplier. 
But a multiplier which has to be changed from period to period is not a very useful device, 


anf 
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cally swat toa , higher level. What does a rise in the average pipat 
to consume mean precisely? It means that ‘people spend more and save 
less. The fall in saving has no adverse éffects on investment because 
investment can be financed by additional bank credit. Hence there is a 
net increase in aggregate expenditures. Additional expenditure on con- - 
sumption, “autonomous consumption,” has the same stimulating effect 
and has to be multiplied just as new expenditures on investment. 

Now suppose the new expenditure is directed toward imported goods, 
but imports are rigidly linked to export through a bilateral clearing or 
an import license system which does not permit a foreign balance to 
develop. Then we may say that the new consumption demand is vir- 
tually directed to the export industries and the multiplier process works 
via an international exchange. 

Stolper’s theory is that the removal of trade barriers may unleash 
such an increase in the average propensity to consume which “had been 
artificially depressed by exchange controls, quotas and other interfer- 
ences” (p. 288). 

_ The question may be asked, why did people not spend more on do- 
mestic goods prior to the removal of the trade barriers, if they had a 
desire to consume more and had the means to do so? Stolper’s answer is 
that a removal of.trade barriers makes a larger variety of goods available 
and this larger choice stimulates the appetite for consumption in gen- - 

eral.18 

The argument is s certainly i ingenious and the conclusions are correctly - 
derived from the premises. Still, the theory seems to me rather far- 
fetched. The construction is based on a formidable set of assumptions 
over and above the assumptions made in the ordinary multiplier analy- 
sis.’ The result is a theory of a singular case rather than a general mul- i 
tiplier theory. 

The practical importance of Dr. Stolper’s theory seems to me very 

18 He puts it the other way round. “Tt [a raised tariff] may, and probably will lead to addi- 
tional savings . . . because consumers, faced with a restriction of the range of goods available’ 
to them, are likely to restrict their total consumption.” 

“There will be a substitution of savings for imports,” (Quarterly Journal of Economics, 
Feb., 1947, p. 297). It should be mentioned at this point that Stolper operates also with'a 
propensity to invest. Investment, just as consumption, is a function of income and the invest- 
ment function like the consumption function is liable to be pushed up by the opening of trade 


opportunity. However, no acceleration effects are contemplated, investment is a function of 
income, not of a change in income or of output as a whole or any part of it. 

48 That is what I meant when I said that “Those who maintain that changes in export must ` 
be put into the multiplicand irrespective of whether they are or are not accompanied by parallel 
changes in imports, may have a point; but they are stepping outside the multiplier.” (Pros- 
pertty and Depression, p. 468.) The additional assumptions here are: The height of the consump- 
tion function depends on the range of goods available; this range depends on imports; import 
restrictions are so severe as to restrict that range seriously; the countries in question suffer ~ 
from oversaving. The first three hypotheses do not sound implausible, if regarded in absiracto. 
It is their combination, each in sufficient i intensity, whach is highly improbable. 
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~ limited. I do not doubti in the Teast that the interruption of international ' 
© trade (by war or in depressions) has had disastrous consequencés not 
` only on output but also on employment of a number of countries and 
that consequently the restoration of international exchange of goods 
and services can have most -beneficial effects. But if these beneficial 
effects depended on a tradé-induced rise in the average propensity to 
_ consume, there would be an easy substitute for the resumption and 
_ expansion of. trade: Print enough money, hand it out to the people and 
they will be only too happy to “raise their average propensity to con- 
sume” and collectively lift themselves up by their own bootstraps. I” 
-' think. it will be generally agreed that this cure cannot be recommended- 
-to those countries that have been hit by the interruption of international 
trade. , 
n Vv . : . 
My general conclusion is that nobody has yet been able to make a 
_ good case for regarding exports (as distinct from export surplus) as the 
` stimulating factor in the multiplier analysis, although it is easy to see ` 
that under various sets of circumstances employment. and output will 
be decisively affected by a balanced expansion of trade. Depending on 
the circumstances and especially on the precise way by which the in- 
_ crease in exports and imports has been brought about, it may result in 
. an increase or decrease of employment and national income. The me- 
chanical application of a multiplier to exports which are simultaneously 
matched by imports rests either on confusion of thought or on very 
special and largely unrealistic assumptions. The applicability of a serial 
multiplier of form (2) i is, however, not excluded or impaired by the fore- 
going. 


A Restatement 


By J. J. Porax AND G. HABERLER 


After further ‘discussion it appears to us that the points of view ex- 
‘pressed in the two preceding papers can be reconciled into one restate- 
ment of the entire problem, which, we hope, will eliminate most'of the 
“dark corners.” We conclude this discussion, therefore, with a joint 


statement, leaving the two earlier contributions for what they are. 


worth. 

1. Much confusion concerning the multiplier (and not only the foreign: 
trade multiplier) has arisen from inadequate distinction between defi- 
nitional or instantaneous, and caysal or serial relationships. The main 

- contribution of the multiplier to economic science is as a tool of causal 
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. analysis. Wherever possible, it should be used in that sense. Any mul- . 


_ tiplier should include as many parameters as may be assumed to be © © 


reasonably constant. 
2. Formula (2), which has exports as the multiplicand, is suitable for ` 
a serial explanation of the development of national income where X is 
constant and M changes as a constant function of F. This does not 
limit its applicability to situations where X is constant forever; it ‘is 
sufficient that the fluctuations in X-are sufficiently moderate for Y to 
adjust itself to the changing values of X. Thus formula (2) i is suitable 
to explain fluctuations in F as a function of fluctuations in X. 
3. Formula (1), which has the export surplus as the multiplicand, 
would be suitable for a serial explanation of the development of national : 
income where (X—M) is constant. This is a most unlikely case. It 
requires not only that Ma is constant, which is as reasonable to assume 
as a constant X, but also that g=0. This is possible under certain 
government policies; but it is not likely. Wherever g>0, (1) has no 
serial applicability. In this sense (2) has more validity than (1). ` 


4. Formula (1) is, of course, always true in the definitional, instan- 


taneous sense. But as such it is rather useless and must be handled 
with care in order to prevent wrong interpretations. That seemingly 
innocent definitions which cannot-be “right” or “wrong” may easily 7 
lead, by way of causal misinterpretation, to incorrect coriclusions i is ` 
well known from the quantity theory. ` 

‘Special care should be taken when using (1) in the instantaneous 
sense to keep in mind that ¢ must be defined without a lag as C,/Y.. 
Whether the instantaneous c or the lagged ¢, (C:/Y i1) is more likely 
to be constant is, of course, an empirical question. A priori one would 
surely expect constancy, if at all, in the lagged rather than the in- 
stantaneous sense. 

. At-any rate it should be observed that if in a sequence model (as | 
constructed by Machlup, Metzler and others) the lagged c is assumed 
to be constant, the instantaneous c cannot be constant, but has to 
change from period to period. Thus in the familiar model not only the 
multiplicand (Y,—M,) but also the multiplier (1/[1—C,/Y;]) changes 
from period to period. 

5. When there is an iat dinultaaedus increase in X and Ma, 
nothing can be stated in general about the effect on Y. All depends on 
special circumstances, on acceleration effects and influences on the 
average propensity to consume and to invest, about which it is im- 
.possible to generalize without detailed information about a variety of 
factors which cannot-be enumerated at this point. 

6. When, on the other hand, Ma=0 and M increases asymptotically 
to X because c=1, so that X¥-M approaches 0, abe net result on Y is” 
as given in the E paper formula (6). 


COMMUNICATIONS 
The Liquidity Crisis Abroad 


The United States has willy-nilly launched upon unfreezing the insolvent l 
economies of some thirty countries by providing them with liquid funds. To 
an objective observer this experiment arouses admiration for its boldness 


l _and qualms for its recklessness. 


.I do not propose to present an analysis of the pros and cons a this ex- 
periment here. My sole purpose is to bring into the focus of American 


_ economists certain questions. 


t 


Neither the erudite monetary treatises of the "twenties nor ike volumi- 
nous business cycle studies of the ’thirties, nor even the optimistic fiscal 
policy literature of the early ’forties seem to give us much aid and comfort 
in this direction. We have to face the novelty and urgency of the situation. 

‘The fact that not a single prominent economist or group of economists 
predicted during the war years anything like the actual postwar military 


_ ‘expenditures ‘of the United States augurs not too well for our sense of 
_ realism. The highest estimate did not exceed six billion dollars while the 
‘present amount of twice that, much is proving, dangerously inadequate. 


There may be some justification in the belief that specialization blinds the 
specialist to complexities and intricacies outside his field. To be an econo-. 


‘mist does not necessarily mean to be blind to socio-political, psychological 


and other historical and cultural factors. One cannot evaluate the true 
weight of the economic factor unless he is made aware of the non-economic 


‘elements and forces of life. How can we develop foresight to match our 
-hindsight? So far the primary function of most professional economists has 


been to hold post-mortems, but that is not what we need today unless we 
are reconciled to’ hold a post-mortem of our civilization in the near future. 

Americans in general and their economists in particular have to face the 
fact that the traditional free-enterprise system will not be the primary agent 


. of economic expansion either at home or abroad. Private investors and 
banks would not make sufficient quantities of capital available, as the . . 


London: Money Market did in the 19th century. Most American investors 
would like nothing better than clipping coupons at home. But that is not 
the type ‘of world we live in. Even when private sources make available 
money for lending and investing they demand the U.S. government 
guarantee directly or indirectly through the International Bank. In this 
group of facts we need to include the impossibility of raising taxes in 
America beyond definite limits, and at the same time realize that there is no 
likelihood of reducing the U. S. government’s expenditures, There remains 


` one main source of raising money for internal and- international. economic 


expansion and that is through the creation of peiie debi at an accelerating 
rait. a 
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We economists have to face the fact that American loans, aids, grants, 
lend lease, etc., may be intensifying the violent disparity between “too” 
rich America and an utterly devastated and impoverished world, on the 
one hand, and the very few rich and the very many poor abroad, on the ° 
other hand. ; 

The money loaned abroad is spent for the most part within the United 
States thus contributing to the maintenance of a high level of employment 
and national income, It is not difficult to demonstrate that if the rest of the 
world gets back on its feet or joins the U.S.S.R. the American economy 
would collapse unless something is done about it. Wheat exports of the 
United States have been almost a billion bushels since July 1, 1945. These 
have constituted enough wheat to equal five loaves of bread every week for 
each man, woman and child in the United States. It does not require any 
stretch of the imagination to see what the price of wheat could be per bushel 
if this outlay of two to three times the total American wheat consump- 
tion were stopped. Under certain realistic political conditions, American aid 
may actually hinder economic recovery in certain areas and make them 
more dependent upon American imports. The dollar balances accumulated ° ' 
during World War H are already depleted and are back in America. These 
and other factors are making the United States richer and the rest of the 
world, outside of the U.S.S.R. and the orbit of its subjugation, poorer. 

The parts of American loans, aids, etc., that are not spent in America 
may be responsible for raising the price level in a borrowing country because 
they create more purchasing power with no increase in capacity to produce. 
Outside of the black market operators; American agents and compradors 
and importers of American-made goods, gadgets and trinkets, the rest are 
suffering even more acutely because of the inflation generated by American 
financial aids. 

To date I have not seen a single monograph written by an economist dis- 
cussing the economic problem of backward areas in the realistic terms of 
the middle twentieth century and not along eighteenth- and nineteenth- 
century colonial lines. What are the economic issues of under- and unde- 
veloped areas? To what extent can or should America aid Great Britain? 
What sort of reconstruction can be financed by the central banking? What 
are some of the realistic estimates for putting various Western European 
nations on their feet and how? These are only a few of the fundamental 
questions facing us today. The Marshall Plan, if and when it comes into 
operation, would be a step in the right direction provided that its funda- 
mental prerequisite is strictly observed. This prerequisite can be summed up 
in the two basic formulas that (1) Western Europe accept a lower standard 
of living for at least five consecutive years; and (2) Western Europe 
mobilize its entire labor force and employ them in its most productive lines. 
tg The chain-reactive forces of a contracting economy, in the form of loss of 
investment overseas, capital-fund dissipation, capital goods destruction, 
cumulative property depreciation, natural resources depletion,. soil con- 
tamination and exhaustion and so on, can be checked or possibly reversed, 
only by an accelerating increase in the processes of capital formation and 
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‘capital accumulation over and above the volume of a curtailed consumption. 
The application and the execution of such a program, however, present 


some embarrassment to the socialist-reformer governments in England and - 


other Western European nations. But this is a dilemma that Western 
. Europeans and their respective governments have to face before American 
aid can be of any lasting value to them. They cannot have the cake of re- 
covery and at the same time force the reforms down the throats of their 
peoples by an ever-expanding governmental bureaucracy. 

-Events are unfolding so swiftly that unless we run thrice as fast, we fall 
behind. Such platitudes as “freer trade,” “international economic coopera- 
' tion” and “raising the standard of living of the masses,” are poor sub- . 
- stitutes for original and realistic thinking. It is pleasant to run from these 

realities to discuss the. “tertiary effect in the acceleration principle or the 
secondary effect of the principle of multiplier and the relation.” These may 
< be neat analytic theoretical jobs, but they have not solved our basic prob- 
lems. 

Perhaps the challenge of our time is too overpowering, perhaps America 
and American economists are not prepared to shoulder this world responsi- 
bility. Perhaps it is too late to check, let alone reverse, the process of disin- _ 

_ - tegration of our economy. Of one thing I am certain, that the U.S.S.R. does © 
` not have the answer. The U.S.A. may not be the best, but it is the last. 


= hope. 


Revolution in its most significant sense does not mean barricading the 
streets and shooting down people. The change in attitudes, habits of thought 
-~ the discovery of new methods and social innovations are by far the more 
“effective revolutionary weapons. Capitalism and its dynamics have a certain 

flexibility that most other economic systems do not possess, In this flexibil- 
' "y there’ mey lie the possibility of a revolutionary capitalism. 
HESHMAT ALA’I 
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~. Factors Determining the Location of the Least Cost Point 


L Introduction - 


-Practically all average cost curves used for illustrative purposes in text- 
‘ book discussions or in market price analysis are concave upward with their 
_ lowest points located some distance to the left of the point of capacity out- 
. put. A typical cost curve is illustrated in Figure 1. It will be noted that the - 
lowest point of this curve lies near 35 per cent of capacity. The particular 


’ . pattern of an illustrative cost curve would be of no importance were it not 


. for the fact-that the validity of much textbook analysis depends upon a far 
. to-the-left location of a least cost point. 

- For example, orthodox theory implies that entrepreneurs actually adist 
their scales of operation so as to equate marginal costs and marginal revenue. 
Such-a statement is either true, partially true, or completely false. If, as 
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` engineers and business men claim, the scale of operations of a plant is ac- 
tually determined without reference by them to marginal concepts, econ- 
omists should cease to insist. upon the validity of this statement. If, as this ` 
article argues, the statement is only true when the fixed factor is not-de- 
signed by modern engineers, then this limitation should be admitted. In any 
case, considering the strategic importance of the location of the least cost 
point,’it is strange that more attention has not been paid by writers to the - 
factors responsible for its location.1 





Typical Cost Curve 


Costs 


%» -Seale of Output p 
FıcuzrE 1 


Il. The Problem 


The average cost of production of an enterprise at any given scale of 
operations is the sum of fixed-unit and variable-unit costs. As shown in 
Figure 1, fixed-unit costs decline when the scale of operations shifts in the - 
direction of capacity output. Consequently, if the lowest point of a cost 
curve falls in a relatively early stage of operations, it is because variable-- 
unit costs increased faster than fixed-unit costs decreased. This means that 
an investigation of the factors responsible for a far-to-the-left location of `` 


1 A number of writers have discussed various aspects of the problem, Reference is made to _ 
G. J. Stigler’s, “Production and Distribution in the Short Run,” Jour. Pol. Econ., Vol. 47 
(1939), pp. 305-27; Joel Dean’s, “Statistical Cost Functions of a Hosiery Mill,” Jour. Bus. 
Univ. Chicago, Vol: 11, No. 4 (july, 1941), pp. 315; C. Reinold Noyes’, “Certain Problems in 
Study of Costs,” Am. Econ. Rev., Vol. XXXI, No. 3 (Sept., 1941), pp. 473-92; Hans Staehle’s, 
“Statistical Cost Functions,” Am. Econ. Rev., Vol. XXXL, No. 2, Pt. 1 (June, 1942), pp.. 
321~33; and Richard Lester’s, “Shortcomings of Marginal Analysis for Wage Employment 
Problems,” Am. Econ. Res., Vol. XXXVI, No. 1 (Mar., 1946), pp. 63-82; “Marginal Analysis 
and Empirical Research,” by Fritz Machlup, Am. Econ. Rev., Vol. XXXVI, No. 4 (Sept, . 
1946), pp. 519-54; and communications in the March, 1947 i issue of the American Economic 
Review, pp. 135-57, o 
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the feast cost point must concern itself with the reasons justifying an as- 
‘ sumption of increasing variable-unit costs. ~ . 
Variable unit costs can be computed by either one of two methods. Under. 
, all circumstances it can be computed by dividing “total variable cost” by 
. the “actual output” at each scale of operations. When the market for input 
units is perfect, as it is for the vast majority of concerns, variable unit costs 
may be computed by. dividing the cost of one unit of input by the average 
output per variable factor. at that particular scale of operations. This 
_ latter method has advantages for present purposes, since it throws emphasis 
upon the factor responsible for the phenomena of decreasing or increasing 
average variable costs, t.e., changes in the efficiency of the input factor.? 
The solid line shown in F igure 2 is an average returns per variable factor 
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FIGURE 2 


Output curves upon which typical cost curves are based. (Whenever a 
cost curve of the pattern shown in Figure 1 is used, the curves of Figure 2 


‘are assumed or implied.) 


- curve taken from a well-known and widely used textbook and may be ac- 
cepted as typical of the kind of average output curves underlying most text- 
_book cost and price analysis.’ The marginal returns curve is shown in dots. 
‘Behind the curves of Figure 2 lies an assumption, which is never stated, 
that the plant in which production occurred was designed in such a way as 


2 Since the numerator of the fraction is constant, variable-unit costs vary inversely with 
changes in the denominator and the point of least coat always coincides with the point of high- 
est output per variable factor. The inquiry thus becomes that of seeking an explanation for a 
far-to-the-left location of the point of greatest average returns, 

? The curve shown in Figure 2 is modeled after that found on page 114 of Economic Analysts 
and Public Policy, by Bowman and Bach (Prentice-Hall, 1945). Similar curves can be found in 


other tests, E 
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to cause the variable factor to be used most efficiently when output`is rela- . 
tively small. In such a plant an expansion in the scale of operations leads 
to a less and less efficient use of the variable factor; viz, to the phenomena of 
diminishing average returns. ~ 
An alternative seldom admitted (except i in technical articles that treat 
special problems) is presented graphically in Figure 3. Here the underlying 
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FIGURE 3 


Output curves representative of a situation in which the fixed factor is 
designed by engineers. 


assumption is that the engineer designed the plant so as to cause the variable’ 
factor to be used most efficiently when the plant is operated close to capac- 
ity. Under such conditions an average variable cost curve declines steadily 
until the point of capacity output is reached. A marginal curve derived from 
such an average cost curve lies below the average curve at all scales of opera- 
tion short of peak production, a fact that makes it physically impossible 
for an enterprise to determine a scale of operations by equating marginal- 
cost and marginal revenues unless demand is extremely inelastic.4 

To say that the marginal cost curve becomes vertical at capacity output 
and so does cut the marginal revenue curve in such cases is an attempt to 


4 To demonstrate, assume a cost curve in which the least cost point is at capacity output. ` 
Assuming conditions of pure competition, draw any marginal revenue curve higher than the 
least cost point. Now draw in the marginal cost curve, which for mathematical reasons will 
coincide with average costs at an output of one product, decline more rapidly than the average 
cost curve as the scale of operations is expanded, and eventually will rise to cross the average 
cost curve at the point of least cost. If the reader draws curves to match his assumptions, he ~ 
will see readily enough why he must have his least-cost point considerably to the left of capacity 
if he is to get the results stated by the orthodox theory. 

Under conditions of imperfect competition the result will depend upon how high above the 
least-cost point he places the demand line and = its rate of slope, ŝ.e., elasticity. 
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` save face by a play on words, A vertical curve would mean that any and 


every point on the curve is the cost of the last unit of output. Obviously the 
last unit of output can have only one cost. The truth of the matter is that 


` . the MC curve does not rise vertically at the point of capacity output: it 


ENDS there. A vertical marginal cost curve exists only on graphs and in. 


`. thé realm of imagination. 


` Thus it would appear that theorists are left with a choice of two assump- 
tions. They may assume, if they wisk, that the efficiency of the variable fac- 
tor is normally greatest long before capacity production is reached, in 
which case by their assumptions they will insure the conclusions of their 
analysis. With equal justification they may assume, what most business 
men believe to be a fact, that the efficiency of the variable factor is custom- 
arily greatest at or near the point of capacity output, in which event 
business men do not determine their scale of operations by reference to 
‘marginal cost and revenues at all: they simply produce all that they can 
sell. It is important to discover which of the two assumptions comes nearer 


. to coinciding with conditions existing in the world of reality. 


IIL. Factors Responsible For Output 


~ Statistically. speaking, curves of the type shown on Figures 2 and 3 are 

. graphical representations of a mathematical relationship believed to exist 
. between two variables: input and output. Two implications are involved in 
“each such graph. The first is that two, and only two, variables need to be 


considered. The second is that changes in input (the independent variable) 
are the causes of changes in output (the dependent variable). Actually a ` 
“unit of input” is not a single factor exerting a unified force for increased 


- output but is, instead, a combination of forces. The change in output that 


results from the application of an additional unit of input is a summation 
of the net effect of the component forces included in a unit of input. Some of 
these forces tend towards increased output and some have an opposite 
tendency. For purposes of analysis, therefore, it is desirable to reduce the 
classical “unit of input” to the separate forces that compose it, 

The concept being developed here is made clearer by an illustration. As- 
sume an enterprise with plant and equipment of fixed quantity to be operat- 
ing with a labor force of ten men. The manager of such a plant will have 
analyzed his production problems with great care. He will have arranged 
his machinery and equipment so as to get the greatest possible utilization of 
-available space. The arrangement he will choose for a labor force of ten men 
will not be the same arrangement as he would choose for a labor force of 
eleven men. Presumably he will have worked out some scheme for conveying 


` raw materials with the least possible delay to the point where production is 


to, occur. This conveyance scheme would work with greater or lesser 


, efficiency if the labor should be increased from ten to eleven men. Also he 


may have found it convenient to subdivide the major task into subtasks and 
to assign the subtasks to separate “departments.” Thus five men may be . 
assigned to department A, three to department B, and two to department C, - 
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because such a division of manpower comes closest to accomplishing a per- 
fect synchronization of departmental outputs. The addition of an eleventh 
man would either improve or detract from this near-perfect situation. Now 
it is possible that the addition of an eleventh man might improve all three 
of the relationships described above; or it might better two and worsen 
one, or it might worsen two and better one, or it might worsen all three. 

In the simple illustration of the paragraph above a unit of input was 
divided into three sub-factors; (1) relation of men and machines to floor 
space, (2) relation of men and machines to movement of material, and 
(3) the division of the complete job into subtasks. In an actual case, of 
course, what passes as a “unit of input” would involve many more than 
three such relationships. When production is carried on in a large plant with 
very few men, the addition of one, two, or a few more men probably im- 
proves all of the relationships and so increases output more than propor- 
tionate to the increase in labor applied. But if additional men are continu- 
ally added, a time eventually comes when the individual relationships pass 
their optimums and begin to exert an influence in the opposite direction. 
As long as only a few of the relationships work adversely, the result is in- 
creased output at a decreased rate, i.¢., diminishing average returns. But 
when all or a majority of the relationships pass their optimum simultane- 
ously, production shifts from a stage of increasing average returns directly 
into a stage of decreasing total Teus without passing through a stage of 
diminishing average returns. 

This last observation raises two oean: (1) what decides the optimum 
point for a given relationship and (2) how reasonable is it to expect that the 
optimum of several relationships will coincide? The answer to the first 
question is simple. The optimum of a given force is reached when the re- 
lationship of the number of input units applied is adjusted perfectly to the 
force under consideration. To illustrate, as far as machine location is con- 
cerned, output per variable factor will tend to be greatest when the number 

“of men employed is best adjusted to the number of machines that can be 
economically housed in a plant. This last depends upon the design of the 
building. As far as movement of materials is concerned, output per variable 
factor will tend to be greatest when the number of men employed is best 
adjusted to the carrying capacity of the conveyor system used. A similar 
relationship exists between the number of men employed and any other 
factors which might need to be considered. 

It remains to be ascertained whether or not it is reasonable to expect the 
optimum relationship of men to machines to coincide with the optimum 
relationship of men to material-flow and to other factors. The answer is 
“yes,” if the fixed factor was designed by engineers and “no,” if it was sup- 
plied by nature. When production is carried on in quarters designed for the 
purpose, those in control take into consideration all the relationships in- 
volved and strive by careful planning to prevent any one of them from 
decreasing efficiency until operations are close to plant capacity. Thus if 
space considerations prevent material being brought to laborers laterally, 
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`a conveyor system is devised to move it- vertically. In some cases where 


material is too heavy to move, men and machines are placed on movable 
platforms and brought to the material.5 
The problems presented by the other A E T jatos 


- division and synchronization of tasks, climatic conditions, the time ele- ` 


ment—are all solved in a similar manner. The effect of such advance 
planning is to shift the optimum relationship in each case further to the 


_-right and by so doing to greatly shorten or eliminate entirely. the stage of 


diminishing average returns that results when some of the factors reach 
their optimum ahead of others. 
But when production is carried on in poorly desni buildings or on 


. locations provided by nature, attention cannot be paid to all of the various 


relationships involved. Under such circumstances an attempt to increase the 


scale of operations is apt to cause.a less than ideal relationship to exist 


quite early among several of the factors involved. The result is that opera- 
tions move quickly into the stage of diminishing average returns. 


IV. Some Implications 


The analysis just made, if correct, raises serious questions concerning the. 
value of marginal theory as an explanation of how entrepreneurs determine 
the most profitable scale of output for their enterprises. Theorists of the 


‘marginal school complain loudly at their critics’ “lack of proof” that busi- 


ness.men solve their problems without resort, consciously or unconsciously, 
to the marginal-type’ analysis. Their position implies that their graphic 
demonstrations have proved the practicability of their theories so that the 
burden of proving them inadequate-rests upon their opponents. Their 
attitude is summed up in the following question: “If entrepreneurs do not 
determine-the scale of output on the basis of marginal cost. concepts, then ` 
how do they do it?”, the implication being that until an alternative theory 
appears the marginal doctrine stands unshaken. The question is a fair one 
but it does not follow that absence of an adequate explanation proves the 
correctness of an existing explanation. Fortunately, however, there is no 


secret as to how business men actually determine a scale of output for their- 


enterprises. 

The pipeline that conveys goods from producer to consumer has reservoirs 
at various points. These reservoirs are the inventories carried by manufac- 
turers, wholesalers and retailers. When prices are stable, manufacturers 
feed finished goods into the pipeline at the same average rate as consumers 


_ draw them out at the other end. Small variations in the volume of con- 


“sumers’ purchasing is absorbed by changes in stocks carried by manu- 


* For a discussion of practical means of accomplishing this sée Production Line Technique, 


. by Richard Muther (McGraw-Hill, 1944), Chapters I to VIL. For a treatment of some of the 


theoretical problems involved see the author’s article, “Equilibrium of the Firm in Multi- 
process Industries,” Quart. Jour. Econ. (Feb., 1945), pp. 280-86; and Adelman’s article of the 
same name, Quart. Jour. Econ. (May, 1946), pp. 464-69. ; : 
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facturers, wholesalers, or retailers. Large variations in consumers’ pur- 
chasing effects a change in the rate of input at the manufacturer’s end of 
the pipeline. 

For example, a sudden decline in retail sales prices will result in an actual 
inventory loss to a retailer if the new salés price is lower than his cost, or in 
a shrinkage of his margin of profit if the new sales price does not decline as 
far as his costs. (The margin of profit on goods not yet purchased by him 
will not be affected due to the tendency of wholesale prices to decline sub- 
sequently if they have not done so previously.) Knowing the vast pos- 
sibilities of inventory losses, business men are extremely nervous about 
their inventories whenever prices show tendencies to weaken. ‘Therefore 
they strive (1) to keep inventories adequate for deliveries, (2) to increase 
them quickly if prices show inclinations to rise, and (3) to bring them down 
close to minimum if prices appear to weaken. 

Thus manufacturers, most of whom believe (rightly or wrongly) that 
their least cost point is at or very near their capacity output,’ determine 
_ their scale of operations on the basis of the volume of average wholesale 
purchases, minor variations in such purchases being absorbed by changes 
in the stock of finished goods carried by manufacturers. -Any tendency of 
inventories to rise above normal is viewed with alarm and may become the 
basis for a curtailment in production schedules. By contrast, difficulty of 
‘maintaining inventories above the minimum may lead to an increase in 
production. Knowing the sequence of events, a softening of prices at the 
retail level sometimes causes a manufacturer to curtail production without 
waiting for the decreased demand to affect his inventories. The motive in 
such an event is to prevent or forestall an inventory problem rather than to 
correct it after it has arisen. Marginal costs are not considered in making 
these decisions. 

Wholesalers act on the same principle, striving to keep inventories ade- 
quate to make deliveries, but avoiding excessive inventories except when 
they wish to speculate on rising prices. The method by which retailers 
govern their scale of operations has been described. If any of the three be- 
comes alarmed at a tendency of his inventory to mount, he adjusts his price 
voluntarily to reduce his inventory and so avoid a forced inventory loss of 
greater proportions later. The effect of this price reduction is passed forward 

or back along the pipeline in accordance with the principles just outlined. 

The suggestions of a critic of this paper that marginal analysis i is the only 
theory consistent with the fact that output of individual plants fluctuates 
with moderate price fluctuations in competitive industry is none-sense. It is 
true that if one assumes the validity of the marginal theory, a decline in 
prices should lead to a curtailment of output. But it is also true that if one 


$ On the inventory ledger sheets of most manufacturers there is a space in which is noted the 
“minimum,” the “normal,” and the “maximum” quantities of each article that is to be carried 
in stock. Employees Saia have standing orders to keep the actual inventory within the limits 
specified. 
1 When no overtime production is involved. 
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assumes the validity of the theory just sketched, a decline in prices (when in- 
ventories are above minimum) will also lead to a curtailment of output. 
Voluminous statistical studies proving that industrial outputs of individual - 
plants fluctuate with fluctuations in prices throw no light whatsoever on 
the validity of the assumptions. The question of theoretical importance is not 
“what” happens but “why” it happens.® 


Concluston 


ere economic theory, especially that contained in textbooks, pre- 
dates modern engineering practice. The older theorists observed production 
carried on in locations supplied by nature—t.e., agriculture, mining, 
foresty, etc.,—and in small plants where the layout was designed more 
. with reference to space already available than to the tasks to be performed. 
As explained, expansion in the scale of operations under such circumstances 
- leads to a diminishing output per unit of input applied. Impressed by the 
law of diminishing returns that operates in such situations; economists 
proceeded to construct a body of theory that, in many situations, depends 
_ for its validity upon increasing average costs and upon a marginal cost. 
curve that lies above the average cost curve. If, now, further investigation 
along lines suggested by this article should show the typical cost curve for 
modern manufacturing plants to be one with its least cost point located at 
Jey output, modifications in some le popularly held conclusions may be 
. necessary. 
: _ WILFORD J. EITEMAN* 


8 Admittedly, the change in output of an individual plant that accompanies a decline in 
prices will be in the direction suggested by marginal theorists, but the reason for and extent of 
the-curtailment of output is based upon the desire.of business men to minimize or to avoid in- 
ventory losses rather than to decrease unit operating costs. 

* The author is associate professor of finance in the School of Business Administration at 
the University of Michigan. 


Hourly Wage Dispersion. 


In his communication dealing with prices,! Dean Epstein pointed out the 
wide dispersion of price changes during the war years. A similar dispersion 
of changes is also found in average hourly earnings during the war and tran- 
sition years. Chart I shows a frequency distribution of the increases in hourly 
earnings in all manufacturing and non-manufacturing industries reported 
by the U. S. Bureau of Labor Statistics from 1941 ‘to 1946. This chart covers 
” 120 industries and 15,712,000 workers.? It will be noted that the increases 
in average hourly earnings ranged from 23.8 cents an hour to 63.8 cents an 


1 “Price Dispersion and Aggregative Analysis,” Am. Econ. Rev., Vol. XXXVII, No. 3. (June, 
1947), pp. 402-07. `> ` 

2 The number of workers in each industry was determined by averaging the reported totals 
for 1941 and 1946. A similar procedure was followed for the September, 1945—February, 1947 
period. - 
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TABLE I.—INCREASE IN AVERAGE HOURLY EARNINGS IN MANUFACTURING AND 
NONMANUFACTURING INDUSTRIES, 1941-1946 











z s Average 
Hourly 
Eamings _ 

Actual 

Change, 
Industry l . In Cents 
Women’s clothing, n.e.c. 63.8 
Locomotives 53.4 
Anthracite mining 52.3 
Machine—tool accessories 47.4 
Malleable—iron castings .. 45.4 
Hats, fur—felt 45.2 
Aircraft and parts, excl aircraft engines 44.8 
Silverware and plated ware i 44.6 
Wholesale trade ` 44,1 
Cash registers, adding and calculating machines 43.7 
Forgings, iron and steel 43.0 
Asbestos products 42.3 
Machine tools 42.2 
Wirework 41.0 
Gray-iron and semi-steel castings 40.9 
Bituminous coal mining 40.8 
Engines and turbines ` 40.7 
Canning and preserving 40.5 
Steel castings 40.4 
Stoves, oil burners, and heating equipment, 

n.e.c. 40.4 
Rubber tires and inner tubes 39.8 
Jewelry (precious metals) and jewelers findings 39.7 
Rubber goods, other 39.3 
Textile machinery 39.3 

` Stamped and RA EE ane 39.2 
- Automotive retail trade 39.1 
Printing and publishing newspapers and 

periodicals 39.0 
Hardware 38.9 
Ammunition, small-arms 38.7 
Tin cans and other tinware 38.6 
Printing, book and Job 38.4 
Firearms 38.3 
Steam and hot-water heating apparatus and 

steam fittings 38.2 

, Petroleum refining 38.1 
Dyeing and finishing textiles, incl. woolen and 

worsted 38.0 
Leather 38.0 
Knitted outerwear and knitted gloves 37.9 
Woolen and worsted manufactures, exc. dye- 

ing and finishing 37.8 
Men’s clothing, n.e.c. 37.7 
Shipbuilding and boatbuilding 37.6 
Silk and rayon goods 37.5 
Crude petroleum production i ` 37.4 
Knitted cloth i à 37.4 
Plumbers’ supplies _ 37.2 
Alloying, rolling, drawing of nonferrous 

metals, exc. aluminum 37.1 
Planing and plywood mills oe 37.1- 
Machinery and machine tool products 37.0 


Average 
Hourly 
y Earnings 
Actnal 
- Change, 
Industry In Cents 
Agricultural machinery, excl. tractors 36.9 
Chemicals, n.e.c. 36.9 
Cotton small wares 36.8 
Hosiery 36.8 
Lighting equipment 36.7 
Tools (excl. edge tools, machine tools, files, end 
saws) 36.7 
Underwear and neckwear, men’s 36.7 
Cotton manufactures, exc. small wares 36.6 
Typewriters 36.6 
Quarrying and non-metallic mining 36.5 
Fumiture 36.4 
Corsets and allied garments 36.3- 
Smelting and refining, primary, of nonferrous 
metals 36.3 
Cigars 36.2 
Clocks and watches 36.1 
Fabricated structural end ornamental metal 
work 36.1 
Cast-iron pipe and fittings 35.8 
Metal mining 35.8 
Radios and phonographs 35.8 
Soap * 35.8 
Communication equipment 35.7 
Flour 35.7 
Rubber boots and shoes 35.5 
Food, retail trade 35.3 
Boots and shoes 35.2 
Pottery and related products 35.2. 
Furniture and house furnishings, rotil trade 35.0 
Sugar, beet 35.0 
Cars, electric and steem—railroad 34.8 
Bolts, nuts, washers and rivets 34.7 
Apparel, retail trade 34.65 
Paper and pulp 34.4 
Knitted underwear 34.3 
Tractors 34,3 
Electrical equipment 34.2 
Paper boxes 34.0 
Blast furnaces, steelworks, and rolling mills . 33.8 
Cutlery and edge tools 33.8 
Explosive and safety fuses 33.7 
Lumber and building materials, retail tade 33.7 
Brick, tile, and terra cotta 33.6 
Carpets and rugs, wool 33.6 
Electric light and power 33.6 
Butter . 33.5 
Shirts, collars, and nightwear 33.5 
Slaughtering and meat packing 33.2 
Aluminum manufactures 32.9 
Rayon and allied products 32.9, 
Drugs, medicines and insecticides 32.6 
Paints, varnishes and colors f 32.3 
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. TaBe I—Continued 
“Average i _ i Average 
Hourly : i j Hourly 
Eamings — Eamings 
Actual Actual 
Change, Change, 
Industry In Cents Industry In Cents 
Cleaning and dyeing 32.2 Automobiles 29.1 
Sawmills and logging camps 32.2 Cement 28.7 
Malt liquors 31.9 Marble, granite, slate and other products 28.0 
Street railways and buses 31.9 Cottonseed oll 27.7 
Cigarettes 31.7 Hotels (year round) 26.4 
Glass and glasswear 31.3 Ice cream 26.2 
Confectionery 31.1 Power laundries 25.9 
Fertilizers 31.0 Work shirts 25.9 
Baking 30.7 Beverages, non-alcoholic 25.7 
Telephone 30.4 General merchandise, retall trade 25.7 
Sugar refining, cane 30.2 Tobacco (chewing and smoking) and snuff 23.8 
Aircraft engines 29.7 





Source: U. S. Bureau of Labor Statistics 


hour. Although there was a concentration of industriés and workers in the 
32.5 cents to 40 cents an hour categories, the chart shows clearly that there 
were many industries and many workers who received more or less than 
these amounts. Thus, 8,308,600 workers in 76 industries received average in- 
creases ranging from 32.5 to 40 cents an hour. This group represented 53 
per cent of the workers and 63 per cent of the industries covered. There were 
4,062,700 workers in the 24 industries in which hourly earnings increased 
less than 32.5 cents. This group represented approximately 25 per cent of 
the workers and a similar proportion of the industries. At the other extreme 
3,343,000 workers, or 21 per cent of the total, were in 20 industries in which 
average hourly wage increases of more than 40 cents were received. 

Comparisons of average hourly earnings in 1941 and 1946 necessarily give 
somewhat different results than would a comparison of hourly wage rates. 
The average hourly earnings comparisons are affected by changes in over- 
time worked, reclassification and upgrading, incentive pay plans, etc. How- 
ever, although the comparisons for some industries would be significantly 
affected by changes in the number of hours worked in 1941 and 1946, the 
changes on an overall basis, were insignificant. Thus, in 1941 the average 
hours worked per week in manufacturing industries was 40.6 hours. In 1946, 
the average was about the same or 40.4 hours per week. Moreover, these 
comparisons are affected by the fact that some industries granted so-called 
“fringe adjustments,” such as portal to portal pay, which are not reflected 
in the average hourly earnings data reported by BLS. 

Data prepared by BLS show that during the period from January, 1941 
to October, 1946, the increases in urban wage rates ranged from 43.6 per 
cent (products of coal and petroleum) to 85.7 per cent (leather and leather 
products); the average for all manufacturing industries was 57.4 per cent. 
A similar diversity of changes is shown for each of the annual periods com- 
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TABLE H—Continued 

Average , Average 

Hourly Hourly 

Earnings Earnings 

Actual Actual 

Change, Change, 

Industry In Cents Industry In Cents 
Boots and shoes 17.1 Glass products made from purchased glass 14.8 
Cutlery and edge tools > 16.9 Blast furnaces, steel works, and rolling mills 14.6 
Shirts, collars and nightwear 16.9 Coke and by-products 14.4 
Smelting and refining, primary, of nonferrous Corsets and allied garments 14.3 
metals 16.8 Lime 14.0 
Underwear and neckwear, men’s 16.8 Ammunition, small arms 14.0 
Petroleum refining “16.8 Lumber and building materials, retail trade 13,6 
General merchandise, retail trade 16.7 Tractors 13.3 
Radios and phonographs 16.6 Workshirts 13.1 
Housefurnishings other than curtains, etc. 16.6 Curtains, draperies and bedspreads 12.8 
Tobacco (chewing and smoking) and snuf 16.5 . Automotive, retail trade 12.5 
Steel casting 16.4 Apparel, retail trade 12.5 
Machinery and machine shop products 16.3 Jewelry (precious metals) and jewelers’ findings 12.4 
Handkerchiefs 16.3 Food preserving 12.2 
Communication equipment 16.2 Cottonseed oil 12.0 
Trunks and suitcases 16.2 Millinery 11.9 
Quarrying and nonmetallic mining 16.2 Beverages, nonalcoholic 11.9 
Paper bags 16.0 Shipbuilding and boatbuilding 11.9 
Ice cream 16.0 Sugar, beet 11.7 
Boot and shos cut stock and findings 15.9 Cement 11.5 
Instruments (professional and scientific) and Cigars 10.2 
fire control equipment 15.8 Locomotives 9.7 
Knitted outerwear and knitted gloves 15.7 Textile bags 9.3 
Rubber boots and shoes ` 15.6 Power laundries 8.7 
Aircraft engines 15.6 Hotels (year-round) 8.5 
Clocks and watches ‘ 15.6 Cleaning and dyeing 8.3 
Aircraft and parts, excl. aircraft engines 15.3 Marble, granite, slate and other products 8.2 
Sawmills and logging camps 15.2 Leather gloves and mittens 6.3 
Confectionery 14.9 Fertilizers ‘ 5.8 


Source: U. S. Bureau of Labor Statistics 


prising this span of almost six years.” Changes in cents per hour were not 
available in the BLS report. . 

The wide variations depicted during the war and postwar periods are par- 
ticularly interesting in light of the widespread belief that uniform patterns 
of wage increases prevailed during those periods. During the war period, this 
belief was encouraged by the Little Steel Formula, under which a 15 per 
cent increase was permitted in hourly wage rates. During the first year or 
year and a half of the transition period, there was widespread discussion of 
uniform patterns of increases of 18 to 18} cents an hour. While increases of 
that magnitude were granted in a number of leading industries (steel, elec- 
trical equipment, farm equipment, and non-ferrous metals), it seems clear 
that there was no universality to this pattern. Instead, a series of patterns 
developed among different industries. Official recognition was given to this 
diversity of patterns in Executive Order No. 9697 (February 14, 1946) 


3U, S. Bureau of Labor Statistics, Urban Wage Rate Trends in Manufacturing dati! 
October 1946 (February 1947). 


924 a THE AMERICAN ECONOMIC REVIEW 7 


INCREASE IN HOURLY EARNINGS RECEIVED BY WAGE EARNERS 
IN MANUFACTURING AND NONMANUFACTURING INDUSTRIES, 
: SEPTEMBER,!945 TO FEBRUARY, [947 . 
. 4000 
i | BOATA REFER TO “EMPLOYEES” IN 
NON MANUFACTURING INQUEST HES 


i 
INDUSTHEE 
2,261.4 . 


IN THOUSANDS 


WORKERS-EMPLOYED (AVERAGE SEPT. 1945 ANO FEB.1007)% 


NUMBER OF PRQDUCTION 





` s D SE manana 
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AVERAGE HOURLY EARNINGS (ACTUAL CHANGE, SEPT. 1045 TO FEB, 1047) 
IN CENTS 


` 


Source: U. S. Bureau of Labor Statistics 
Cuart I 


_ which permitted wage increases to be used as a basis for price increases if 
` they were “consistent with the general ‘pattern of wage or salary adjust- 
`- ` ments which had been established in the indusiry or local labor market be- 
tween August 18, 1945 and the effective date of this order.” i sup- 
Ta k 
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This point i is emphasized i in Chart II which shows the changes in average 
hourly earnings from September, 1945 to February, 1947. This chart covers 
153 industries and 15,757,700 production workers or salaried employees for - 
which data were available from BLS, The larger number of industries than 
for the 1941 to 1946 period reflects the more detailed breakdown of these 
data now available. It will be noted that the number of employees covered 
was about the same for both periods. While any comparisons are subject to 
many difficulties and qualifications because of the marked changes in the 
economy during the transition period and the fact that all changes are not | 
made simultaneously, the dates selected do tend to give an approximate 
picture of what happened. The use of the February, 1947 terminal date also 
means that for some industries, the so-called “second round” wage adjust- 
ments were reflected in the data. However, an examination of the wage in- 
creases in the fall and winter of 1946-47 indicate that no serious distortion 
was created by this factor. 

The comparisons during the transition period were not significantly af- 
fected by changes in the amount of overtime. By September, 1945, the war- 
time overtime work had been substantially eliminated. Thus, the average 
number of hours worked per week was 41.4 in September, 1945, and 40.4 
in February, 1947. This reduction in'the average size of the work week 
would tend to give a slight downward bias to the increases shown during 
this period. i 

With the foregoing qualifications, the changes shown in Chart II may be 
noted. There were 3,721,400 workers in the 43 industries in which average 
hourly earnings increased between 17.5 cents and 20 cents—the “pattern” 
interval—during the early postwar transition period. This represented ap- 
proximately one-fourth of the workers in the industries analyzed. There 
were 5,904,000 workers in the 61 industries in which the postwar increases 
in average hourly earnings were less than 17.5 cents. There were 6,132,300 
workers in the 49 industries in which the increases were more than 20 cents 
an hour. However, in a number of the latter cases, the larger increase re- 
flected the “second round” increases late in 1946 and early in 1947. The di- 
versity of wage changes portrayed in Chart Ilis particularly interesting since 
during that period the average increase for all manufacturing industries was 
18.3 cents an hour (98.7 cents in September, 1945 to $1.17 in February, 
1947)—or approximately the same as the so-called national pattern. 

Dean Epstein stated that the price dispersion he portrayed “clearly em- 
phasizes the serious fallacy of simple generalization implying any uniform 
ability of employers to make substantial upward wage adjustments...” 
(p. 406). The wage data shown in Charts I and D indicate that while sub- 
stantial wage increases have been recorded since 1941, there have been wide 
variations in the magnitude of the increases among industries. 

These data show clearly that during the war and transition periods when 


4 Among the industries in which “second round” increases were received prior to February, 
1947 were meat packing, bakeries, Northern cotton, men’s clothing, furniture and lumber, 
paper, leather, and glass. It must be kept in mind that increases were not universal throughout 


these industries, and that in many industries a number of leading companies had not yet > ` 


gtanted a new wage increase. 


x 
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the idéa of national wage patterns was most widely advanced, there was . - 


‘considerable diversity i in the wage increases actually received, In ‘light of the 
' wide variations in changes of productivity and profits, and the manpower -. 
"requirements of different sectors of the economy, this lack of uniformity is 
not surprising. In fact, ina dynamic economy, it is diversity of wage changes 
rather than uniformity which is to. be expected and which is necessary for | 
the effective functioning of a free economy. 
` f Jyres Bacrman* 


ij 


y The author is associate professor-of economics in the School of Commerce, Accounts, and 
Finance at New York University. : 


The Prospect for‘Economic Growth: Comment 


In the, March, 1947 issue of this Review, Mr. Noyes presents some in- 

teresting ‘remarks on the possibilities for economic growth in the United 
: States.-Certain of his points deserve comment. 

In the first place, the meaning of economic growth must be made clear, 
Economic growth may be defined as capital formation, and it may also be 
defined as an improvement in the standard of living. Mr. Noyes is unable 
to choose entirely between these two definitions, frequently speaking of 

‘growth as if it were net capital formation,! but sometimes speaking as if 
growth is measured primarily by the improvement in the standard of 
living? 

. If I understand him correctly, Mr. Noyes states that Aua the ’thirties 
there was no economic growth in the United States, measured by net capital 
formation;? and that measured by the standard of living, economic growth 
proceeded at a sharply reduced rate in comparison with earlier periods.‘ 
That the latter was caused by the former is never explicitly stated, but Mr. 
‘Noyes’s article may easily be interpreted as indicating that the-latter is a 
consequence of the former.’ Mr. Noyes then reasons that the cessation of 
net capital formation which occurred during the ’thirties probably resulted 
‘from a cessation of saving, and that this diffculty with saving is likely 


` 1 Americon Economic Review, Vol. XXXVI, No. 1 oe 1947), pp. 14, 17, 19, 25, and 28, 
* Ibid., pp. 17, 31, and 33. 
3 “Since 1930 the’ private economy in the aggregate has not only failed to create any new 
net real capital; it has not even maintained its net real capital intact.” Ibid., p. 17. 
4“... The improvement in the average standard of living, so far as that can be measured 
in these rea] terms, which took place between 1929 and 1941 was less than half the improve- 
~ ment between 1919 and 1929.” Ibid., p. 18. 
s “We conclude that, accompanying the cessation in business capital formation, there was 
also a cessation in the improvement of the-scale of living, at least in respect of semi-durables 
and durables which require large capital investment.” Ibid., p. 19. 

.' “Since business is wholly responsible for the flow of goods to consumers, we can algo expect 
a much slower rate of improvement in the standard of living than in the past, 80 far as that re- 
quires net capital formation.” Ibid., p. 31. 

` “6 «Jf, in the immediate prewar period private net capital formation ceased for ten or more 
years, one is led to suspect that something must have gone wrong with the saving function. a 
Thid., p. 19. : 
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to re-emerge in the postwar period.’ If this does occur, then “no matter 
how favorable to economic growth other conditions may be, if the saving 
apparatus is not functioning, there will be no growth.”8 Mr. Noyes then 
lists four ways in which conditions may change so that savings will in- . 
crease.’ : i 

Basically, then, Mr. Noyes’s argument is that there must be money sav- 
ing in order that there be real saving, and that there must be net real capital 
formation if the standard of living is to rise. It should be pointed out, of 
course, that real saving is identical with net capital formation, and means 
that some of the current net real output has not been consumed. 

The two propositions which deserve comment are, first, that money sav- 
ing is necessary in order that there be real saving, and second, that a higher 
standard of living requires net capital formation. - 

We may discuss the savings proposition very briefly, since recent litera- 
ture contains many references to the various possible relationships between 
money savings and real savings. Mr. Noyes’s assumptions cover only one 
possibility: that of money saving which is immediately spent for investment 
in real capital. In that case, a portion of consumer income which would 
otherwise have been spent on consumption goods is instead spent on capital 
` goods. Such a sequence of events is entirely possible, but there are still 
other alternatives. Money savings may not be immediately spent on capital 
goods. If unspent, money savings may lead to the accumulation of in- 
ventories, a falling price level, the underutilization of resources, or any 
combination of these phenomena. Real saving (or net capital formation) 
may also take place without money saving, if bank reserves permit an ex- 
pansion of loans which borrowers then use for the purpose of acquiring new 
capital goods. Such action is, of course, likely to lead to rising incomes, thus 
affecting the volume of money savings, and to a rising price level, especially 
as full employment is approached. Thus, at the price of possible inflation, 
there can be capital formation without money saving, while on the other 
hand, money savings alone will not necessarily result in real capital forma- 
tion. The range of possibilities in this area is extremely large. 

The relation between capital formation and the standard of living is more 
interesting and has been less well explored. Mr. Noyes’s hypothesis that 
capital formation is a prerequisite to'a higher standard of living can be 

7 “Tf in the pre-war period something went wrong with the saving function for as long as 
time as ten years, the same malfunctioning might reasonably be expected to reappear in the 
postwar period.” Loc. cit. 

8 Loc. cit, 

J American Economic Review, March, 1947, pp. 31-33. The four conditions may be sum- 


1. Tax revenues might be used to retire the public debt, with the former debt-holders invest- 
ing the proceeds. The taxpayer would thus have involuntarily saved. 

2. Income tax rates might be reduced, especially on the upper income groups. The amount 
by which taxes on these groups were reduced would then be saved in its entirety. 

3. Small savings might be diverted to equity investment through government assumption of 
risk. 


4, Small savings might be diverted to equity investment through re-education for risk- 
taking. 
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canted on two pases In the first place,. there is the familiar piopostiod 
of the Keynesian school, by which an increase in investment or other-spend- 
„ingin any form will lead to higher money incomes and hence to the employ- 
ment in the production of consumer goods of resources which would not 
otherwise be employed. This increased real output of consumption goods 
constitutes the higher standard of living. Investment or other increased 
spending will concurrently raise the standard of living: only if, after some 
resources have been employed on the investment program, still others re- 
main unemployed and available forthe expansion of output of consumers’ 

‘goods. But it does not appear that Mr. Noyes is concerned with these prob- 
lems of underemployment. If that were his concern, he could be expected 


`v to list changes in conditions which would bring about an immediate increase 


in money flows through spending of any sort, rather than those which would . 
i initially] increase saving.and so reduce money flows. 

The second basis on which it can be argued that capital formation is a 
prerequisite to a higher standard of living requires full employment of the 
existing capital stock. If the existing capital stock is already fully employed,, 
the output cannot be further increased until the capital stock is enlarged, 
. ind this can only be done by diverting resources from the production of 
- either. consumer or other capital goods, or both, into the production of new 
` capital. With a bottleneck to production in the form of a physical shortage 
of capital goods, real saving, involving the sacrifice of present consumption, 
is necessary if the standard of living is to be higher in the future. Under such 


circumstances, policies designed to promote real saving may possibly de- ` 


‘serve attention. > 

The relevant question, however, is whether, during the ’thirties, the 
- failure of the standard of living to rise was due to a physical shortage of 
capital goods. 

Professor Fellner has made some estimates of the long-term relationship 
- between the capital stock and output.” We may follow his general method 
here. The value of the reproducible wealth of the United States on Decem-. 
’ ber,-31, 1922, amounted to $205.6 billion." To this can be added the value 
of net capital formation,“ cumulated forward and backward from 1922, so, 
‘that an annual value for the total capital stock can be found. Centered to 
June 30th by a two-year moving average, this method indicates that the 
capital stock rose from $192 billion in the middle of 1919 to $266 billion by 
1931, declined to $249 billion in 1935, rose again to $279 billion i in 1942, and 
* then "declined. 
_ The annual flow of goods to consumers appears in Kuznets." The ratio 
` of capital stock to the flow of goods to consumers has shown considerable 


10 William Fellner, Monetary Policies ond Full Employment (Berkeley, University ‘of Cali- 


`~ fornia Presa, 1946), pp. 78-80. 


u Simon Kuznets, National Product since 1869 (New York, National Bureau of Economic 
` “Research, 1946), Table IV 10 A, column 5. Reimers hasan lasted Wie ene omnes cee 


i herein to 1929 prices. 


` Ibid., Table I 17, column 4. 
4 Thid., Table I 19, column 1. ° 
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variation during this period. In 1919 it was 3,8.-By 1923 it had stabilized at 
3.3 or 3.4, at which level it remained for the rest of the decade. With the 
onslaught-of the depression, the ratio rose rapidly, reaching 4.3 in 1932, 
_an increase of some 30 per cent above the level prevailing in the ’twenties. 
The ratio then declined, reaching 3.4 in 1936 and 2.9 in the early forties. 
These data would seem to indicate underutilization of capital during the 
thirties and possibly also a secular trend toward decreasing capital in- 
tensity. If the failure of the standard of living to rise in the ’thirties had 
been due to a physical shortage of capital equipment, the ratio of capital 
stock to output could have been expected to have held constant, or if in- 
novations are capital saving, even to have declined, rather than to have 
increased as it did. Capital could have been fully employed in the early 
thirties only if such sudden changes in technology had taken place as would 
have increased the intensity of capital use per unit of output of consumer 
goods by 30 per cent, or if capital equipment had been diverted from the 
production of consumer goods to the production of capital goods. But as 
Mr. Noyes has pointed out, there was no capital formation in that period. 
Moreover, the hypothesis of technological change requires that this shift 
in technology reverse itself in four years, since by 1936 the ratio had re- 
turned to the level of the ’twenties. None of this seems very plausible. 
Underutilization thus seems clear. Secular trends are less easy to pin down, 
but it does appear that in the “defense” boom, with the return of full em- 
ployment, the ratio of capital stock to output fell to a level lower than it 
had ever previously reached. 

Given this underutilization of capital equipment during the ’thirties, it. 
` would appear that the failure of the standard of living to rise was due toa 
failure to make full use of existing capital equipment, rather than to a 
bottleneck in the supply of that equipment. Moreover, since the total 
capital stock amounted to something over $245 billion throughout the 
*thirties, and since net capital formation never exceeded $11 billion in any 
year between 1919 and 1943 and was usually much less, a maximum accre- 
tion of less than 5 per cent to the capital stock could not be expected to 
add much to current output anyway. The capital stock which is used for 
the production of current output is largely the stock of past accumulations, 
not the currently produced capital. 

The appropriate policy recommendations for increasing the standard of 
living during the ’thirties would thus have called primarily for an improve- 
ment in the utilization of the existing resources. The stimulation of new 
private investment suggested by Mr. Noyes might have been wholly con- 
sistent with that, but the unemployment of the existing capital stock prob- 
ably was fatal to the incentive to invest. 

For the “forties, the situation is different. The war, with its allocations 
and production controls, prevented much private capital formation for 
the first half of the decade. For the present, it does seem that there are a 
number of segments in the economy in which additional net capital forma- 
tion could occur and where that capital could receive full utilization. But 
whether present consumption should be foregone to permit such investment 
is a question on which the writer prefers to reserve judgment. It seems clear, 
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i however, that the capital stock can contribute to the standard of living a 
z if it is utilized. - pT _ N 
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* The anthor is a member of the staff of the School of Bisinows Administatiod at the Uni- 


9 = versity of California, Berkeley, 


Effects of Income Redisiribution on Consumers’ Expenditures: 
a . _ A Correction . 


Professor 7 M. Clark has pointed out to me in apara that thēre 
ig an error in Table, VII of my communication on the above topic in the 


r ‘March,.1947 number of this Review (p. 168): Table VIE purposes to esti- 


. matė the increase in consumers’ expenditures as a result of redistributing 


A ` income after adjusting the lower income groups for possible understatement- 
- of income. The published figures, however, are too high. Professor Clark: : ` 


points out that the results shown in the published table could be correct 


‘only. if the net-difference between the marginal rates of consumption of 


3o persons. losing. and „persons gaining by. redistribution -were greater than 
- unity, t.e., that the increase in expenditures shown: was greater than the 


» . . amount’ ofi income redistributed. The cause of the difficulty was a mechani- ‘` 
_ „cal error which was made i in eomputine the original table. The table should 


‘2 read: y 


“Taste ` VIL—EFFECIS ON EXPENDITURES AND Sivas or INCOME REDISTRIBUTION, BY ` 
Tyres o¥ REDISTRIBUTION: ALL FAMILIES, ADJUSTED FOR UNDERREPORTING OF INCOME ` 


l ated originally for all families without adjustment for understatement of _ 
“income. The first and pessimistic conclusion of the March communication is 


` placed on income redistribution for the solution of the problem of oversaąv- 
=" ing. Reporting errors in available data, in addition to being -of interest in , 

`> themselves, may tend to cause'some linderstatement of the effects of redis- 
tribution but not ‘of significant magnitude when moderate methods of re- 


z 
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“\, Redistribution | < 






~ 100% toward equality . 
50% toward equality 
ve toward equality 


- Thus ‘the increase in EE T is only slightly larger than that esti- 


therefore further ‘substantiated: that too much emphasis should not be 


distribution are considered. Small changes.in the shape of the consumption- 


.- income relationship apparently do not affect significantly the size of the ` 


a effects of redistribution computed by our methods. Limitations of the . 


< amount of income tó be shifted and the relative constancy of marginal rates 
of. ‘spending ce a the income scale seem to be the dominating factors. ` 


HAROLD LUBELI* 
+The autho i a studentat thë Gre Schoot of Publi Addition Harvard Uni- 
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Note on Income Redistribution and Investment 


Ihave nothing to add to Mr. Lubell’s correction of Table VIII in his very 
interesting note; but might go on to the logical next step, of considering 
the effects of redistribution of incomes on total expenditure, for consump- 
tion plus investment. If shifting a dollar of income increases consumer- 
spending by 20 cents and decreases capital outlays by 20 cents, total spend- 
ing and total income would be unchanged. This condition describes what 
may be called the critical point. If capital outlays are decreased by less 
than 20 cents, there will be an initial increase in total spending, which will 
generate.a multiplier. If capital outlays are decreased more than 20 cents, 
total spending will decrease and the multiplier will operate downward. At 
some point consumers’ expenditures themselves would decrease. 

Complete equalization, according to Mr. Lubell’s calculations, would | 
increase consumer-outlays by an amount equal to about 5} per cent of total 
income. But it would presumably come close to wiping out investment, 
which is a considerably larger sum. That is clearly beyond the critical point. 
Many would say that progressive taxation has been carried beyond the 
critical point already. If it were possible to go 20 per cent of the way to 
complete equality before reaching the critical point, then a 1 per cent in- 
crease in consumer-expenditures (at expense of savings and investment 
and with no multiplier) would be the practicable limit. I suggest this as a 
plausible conjectural maximum, 

J. M. Crarx* 


* The author is professor of economics at Columbia University. 


Notes on Consumer Spendings and Savings 


In two papers recently published in this Review, analyses were made of 
consumer savings and expenditures at different income levels, using figures 
tabulated from Bureau of Labor Statistics income-expenditure surveys as 
basic data. The classification of consumer expenditures used in the survey 
tabulations yielded figures which understated housing expenditures and 
total expenditures, and overstated savings at the middle- and upper-income 
levels of the range covered. 

The survey tabulation figures on housing expenditures exclude principal 
payments on mortgages on owned homes. The mortgage principal payments 
are thus left in the residual of income after expenditures which forms net 
savings. Since*the major part of total mortgage principal payments on 
owner-occupied homes covered in each of the surveys is made by families 
whose income is at levels above $2,500, the survey tabulation figures on 
housing expenditures in the upper-income brackets are less than the actual 
money outlay on housing.’ Conversely, the savings shown for the upper- 
income intervals are increased in like amount by the mortgage principal 
payments. As a result, the slope of the family housing expenditures line in 

1 Based on data published in the Monthly Labor Review, May, 1947, Table 1, p. 870. The 


data was used to compute the distribution of aggregate mortgage principal payments made by 
families covered in each survey, by income groups. 
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succesaive ‘higher-income intervals declines noticeably after the $2, 000- 
$3,000 income interval causing a like change in the slope of the entire ex- 
penditures line, but the rate of increase in family savings in successive in- 
tervals goes up sharply after the $2,000—-$3,000 income interval, as pre- 


‘sented in charts based onthe Bureau of Tanos Statistics survey tabulation 


figures. 
The aforementioned charts—based_ on ik Bureau of Labor Statistics 
1944 income-expenditure survey tabulations—are used by Charles D.. 


” Hyson in his paper “Savings in Relation to Potential Markets”? to depict - 


the patterns of average expenditures and savings for consumers in succes- 


-sive $1,000 income brackets, ranging from zero to $8,000 in income, and to 


` ° -formulate an analysis of consumer savings and spendings. From the point 


: of view of potential housing markets, a distorted picture is presented. If 


the average family which has an income of $4,000 to $5,000 makes a 


‘mortgage principal payment of $250 i in addition to $550 of other housing 


expenditures, the total housing expenditure out of current income is $800. 


'.. It is the total amount of current payments for housing in relation to current 
_ income which has to be considered in attempts to determine the effects of 
‘income levels and distribution upon the potential market for housing. It 


also leads to a distorted net savings picture if mortgage principal payments 


- are included in net savings of families in income brackets of $4,000-$8,000. 


Houses do depreciate, and in so far as amortization payments are absorbed 


- by depreciation in value, such payments cannot be counted as savings. 
' . Families in the $4,000-$8,000 income brackets do not retain net savings to 
‘the extent indicated by Mr. Hyson; a part of the sum shown as savings is 


l mny a.current expenditure for housing. 


In a study of the “Effects of Redistribution of Income on Consumer Ex- 
penditures, 8 Harold Lubell used data from the Bureau of Labor Statistics 


oe study of consumer savings and spending in 1941. The same classification of 


consumer expenditures—excluding mortgage principal payments—was 
used in the 1941 survey tabulations as in the 1944 survey tabulations. Asa 


_ result similar patterns of consumer expenditures and savings, distributed 


x 


over successive income intervals, are formed by the basic distributions of 


E data, both in the Lubell study and in the Hyson study. 
EÈ E ‘mortgage principal payments were counted as expenditures to offset 


depreciation, average expenditures of families in the basic distribution (used — 


© by Lubell) for 1941 would be increased, particularly in the income brackets 
- of $2,000 and above. About 83 per cent of the aggregate mortgage principal 


payments made by families covered by the 1941 Bureau of Labor Statistics ` 


` survey were made by families with incomes of $2,000 or more.‘ In the basic 


distribution of families covered in the 1941 survey, by income group, only ` 


” about 45 per cent of the families have incomes of $2,000 or above.® If the 
T basic distribution were to be corrected for exclusion of mortgage principal - 


2 American Economic Review, December, 1946, p. 891. 

3 American Economic Review, March, 1947, p. 157. 

4 Based on data in Monthly Labor Review, May, 1947, Table I, p. 870. 
' $ American Economic Review, March, 1947, p. 162, Table IL. 
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pàyments from expenditures, about 17 per cent of the aggregate payments 
would be distributed among 55 per cent of the families whose incomes are 
below $2,000 and about 83 per cent of the aggregate payments would be dis- 
tributed among 45 per cent whose i incomes are $2,000 or more. The correc- 
tion would thus increase average expenditures for families with incomes of 
$2,000 and over by almost six times the amount by which average ex- 
penditures of families with incomes of under $2,000 would be increased. 
The basic expenditures pattern would then show greater increases for suc- 
cessive levels of income above $2,000. Each of Mr. Lubell’s redistributions 
of income results in a greater. percentage of the total number of families in . 
income brackets of $2,000 and above than is found in the basic distribution. 
Therefore, if the basic distribution had been corrected to include mortgage 
principal payments among expenditures, these redistributions would have 
_ led to higher porcentige increases in expenditures than are shown by Mr. 
Lubell. 
a: Henry B. SCHECHTER 
Washington, D. C.. ` 


Bronfenbrenner on the Black Market - 


In Professor M. Bronfenbrenner’s recent article on price control, there is 
an error in the section on black markets.! Figure 1 below reproduces his - 





dy . i Qt Q 
Ficure 1 


Figure 3, D is the demand curve of a monopolistic competitor, and P is the 
level of the regulated price. It is assumed that producers have no scruples 


1M. Bronfenbrenner, “Price Control [Under Imperfect Competition,” At: Econ. Rev., Yol. 
XXXVI, No. 1 (Mar., 1940), PP 111-12. 


= 


or 
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against black marketing. If the ‘produces have no Ay “pre- 
‘miums” connected with their black market costs, if consumers have no re- 
pugnance against-black marketing, and if the “index of reprehensibility” is 

the same at all black market prices, then Dy is said to be the black market 
demand curve corresponding to the regulated- price P. Bronfenbrenner con- 
‘ cludes that the monopolistic competitor will produce OQ, selling OQo in 
the black market and the rest in the regulated market. 

‘The black market demand curve Dp is located incorrectly. Bronfenbren- 
ner calls AA the unsatisfied fringe, and the amplitude of Do at the price P ` 
` is said to be equal to AA. But this would be a correct procedure only if the 
amount OQ were actually sold in the regulated market. In Bronfenbrenner’s 


, solution only OQ-0Qo is sold in the regulated market; therefore the demand `- 
’ curve Dy should be moved to the right. It is not possible to determine the 


- location of Do from just the regulated price and the original demand curve, 


‘ on Bronfenbrenner’s assumptions; one must also know the sales on the 


regulated market. 
It is assumed that the producers have no scruples against operating in ~ 


~*~ the black market. Since Bronfenbrenner shows part of the production OQ 


going into the black market, there seems to be no legal restraint on diverting - 
product from the regulated market to the black market. Given the demand 
curve D and the regulated price P, let the producer decrease the quantity 
sold ‘in the regulated market. As he does so, the black market demand 


curve moves to the right, continuing to.be a proper fraction of the curve D.’ ` 


The producer can maximize his profit under Bronfenbrenner’s assumptions 
‘by selling nothing in the regulated market; then the black market demand 
curve will coincide with the demand curve D, and the full pricé P’ can be, 
charged. 

` The unreality in the situation seems to come from the assumption that 
. the black market is entirely respectable. The’ ‘firm’s sales in the black 
market would probably be limited by the necessity of selling in the regu- 


‘lated market a “reasonable” percentage of prewar sales. 
jJ.A.N ORDIN 
-WaynE R. MOORE 


Iowa Siate College 


Regressus in Black Market Demand:.A Reply 3 
"The possibility of regressus (in the form of a steadily increasing fringe of 


' unsatisfied demand on the legitimate market) impairing the validity of my 


treatment of black market demand under imperfect competition was - 


ao tprought to.my attention initially by a former Navy “shipmate,” Mr. Doug- 


dee tee, 2 2 


las H. Eldridge, of the University of Chicago. I am glad to see Messrs. Nor- 
_ din and Moore raise the issue in print. The possibility of regressus may also ` 
hold, in the form of a drift of point H to the left, for Professor Boulding’s 


presentation! of black market theory under pure competition, if there occurs 


1 K. E. Boulding, “A Note on the Theory of the Black Market,” Canadian Jour. Econ., VoL - 


` XU Feb., 1947), pp. 115-18, particularly p. 117 £., where “encroachment” i is considered. -T> 


t 
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the phenomenon which he labels.as “encroachment” of the black market on 
the controlled one. 

I accept the Nordin-Moore analysis completely until the last sentence of 
their penultimate paragraph, where I think they have slipped in their turn, 
with the finish line in sight, on this treacherous stretch of economic ice. “The 
producer can maximize his profit,” say Nordin and Moore, “by selling noth- 
ing in the regulated market; then the black market demand curve will 
coincide with the demand curve D, and the full price P’ can be charged.” 

_ The difficulty with this as an analytical solution, over and above the so- 
ciological factors to which Nordin and Moore aver briefly in their final para- 
graph, is that marginal revenue on the black market is only OP’, while 
marginal revenue on the legal market? would be OP, which is higher. 

The solution of the problem and the point toward which the regressus 
converges, I venture to suggest if allowed a second expedition into the black 
market, continues to involve discriminatory pricing between two markets. 
The monopolist’s or monopolistic competitor’s black market demand curve 
will coincide with the total demand curve D, as Nordin and Moore conclude, 
but he will continue to equate marginal revenue in two markets, in line with 
my initial analysis, if he wishes to maximize his profits. 

Our-producer will begin by selling on the black market an amount equal 
to the horizontal distance (on the diagram) from the origin to the point 
where MR (or its broken-line extension in the northwesterly direction) 
crosses the line P. Call this point B. At B, black market marginal revenue 
equals legal market price P, and black market sales are accordingly OB. 
Black market price, which we continue to call Po, is approximately equal 
to OPo on the diagtam. The legal market assumes the unenviable position 
of residuary legatee, and absorbs the additional output, which will be BQ if 
marginal cost is to equal marginal revenue on both markets. In addition, the 
producer retains customer good-will by maintaining a modicum of sales on 
the legal-market, and can point accusatory fingers in all directions with re- 
gard to the illegitimate marketing of the remainder (perhaps the bulk)? of 
his output. All is for the best in this best of all possible worlds. 

There is a worm in this apple; the solution is only 99 44/100 per cent gen- 
eral. For if OB is sold on the black market at an illegal high price Po, can we 





concur entirely in Professor A. F, W. Plumptre’s technical criticism of Boulding’s treatment of 
the black market demand curve in general; “The Ty of the Black Market: Further Con- 
siderations,” Ibid. (May, 1947), pp. 280-82. 

2 In continuing the use of the rubric of “legal” versus “black market” prices, I do not wish 
to be considered ag implying that the theoretical framework of the economics of the sub-rosa 
changes in any significant way when the controlled price is fixed by leading manufacturers’ or 
dealer’s public announcement rather than by direct edict of public authority. Such current 
+ phenomena (summer, 1947) as the “gray market” in sheet steel and the “used-car” market in 
1946-47 models differ not at all for our purposes from the black markets in meat or sugar un- 
der the O.P.A. 

3 High elasticity of demand and low elasticity of marginal cost each operate to increase the 
proportion of sales made on the black market, the first result running contrary to inatinctive 
expectation. High elasticity of demand, however, has the anticipated effect of reducing the 
spread between black market and legal prices. 
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; aaan iie amount ahh will be sold separately at the legal price P? In 


pärticular, can we èliminate without further information the possibility of 
sales falling short of BQ?‘ The black and the legal are, after all, but two as: - 
pects of.a single imperfect market, not the infinitely and irremediably sepa- 
rate markets assumed in the pure theory of price discrimination. 

In dismissing the worm as a bogey, I rely primarily on the fringe of un- 


'~ satisfied demand AA to be sufficiently large as' to overbalance defections 


ftom demand at price P of consumers satiated at Po. This reliance I think 
justified realistically, on the supposition that unless AA were indeed quite 


` large, no black market would have arisen in the first place. The pertinent 


solutions of our problem in the world of 1947 appear to. involve, in any 


. event, not unsaleable surpluses of controlled commodities at.legal prices, 


but persistent fringes of unsatisfied demand, unable to obtain automobiles 
or apartments or building labor at legal or quoted prices and unwilling to 
pay the going black market rates. ` 

As additional inductive evidence for a two-price solution, let me draw on 


' the close analogy between the relations of black and legal markets, and the 


relations between the markets for motion-picture admissions at first- and 
second-run motion picture theatres. In both cases, the markets are too 
closely connected on the buying side for the pure theory of price discrimina- ' 


-tion to hold, even for the frequent cases in which identical interests dom- - 


inate the selling side of each. In both cases, the consumer can almost (but. 
not quite) certainly assure himself of the commodity at a low price by an 
appropriate combination of patience, alertness, and “shopping around,” 
and in both cases he is aware of the fact..The multi-price system survives . 
and thrives in motion-picture admissions; why not here as well? 
M. BRONFENBRENNER | 
` University of Wisconsin 


4 Tf BQ cannot be sold at P, output will be less than OQ though greater than OQ’. Somewhat 
more than OB will be sold on the black market at a price somewhat below Po; legal market 
marginal revenue will be somewhat above marginal cost and black market marginal revenue, 
which will be equal. I cannot formalize the process Jeading to this solution, but it will not 
involve the elimination of either the two-price system or the legal market. These disappear, 


l -it seems, when demand and/or cost increases drive P’” above P, as in the frequent domestic 


and foreign lapses into abject dependence’ on the broker, the spiv, or the yami-soba. 


The Problem of Bank-held Government Debt: Comment 


` Dr. Carr’s article under this title! presents a comparative analysis of the l 
special security reserve and the interest-bearing reserve balance methods of 


- solving the problem in question. He concludes that the reserve balance plan 


would be generally superior once it was inaugurated, but would be con- 
siderably more difficult to get under way than the special security proposal. 

It is worth pointing out that this conclusion depends almost entirely on 
the particular reserve balance proposal chosen for analysis, which would in 
essence authorize the Treasury to borrow all necessary funds from the 
Reserve Banks, but prevent undue credit expansion by giving the Reserve 


_ > 1 American Economic Review, Vol. XXXVI, No. 5 (Dec., 1946), pp. 833-42, 
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Banks power to raise reserve requirements to the necessary level.. The 
Treasury would then be able to retire its outstanding bank-held debt with 
funds borrowed from the Reserve Banks, but as Dr. Carr interprets the 
proposal, this would be possible only as existing issues matured. This compli- 
cation is the main reason why Dr. Carr believes that the special security plan 
would be easier to inaugurate. 

A different version of the reserve balance arpal will eliminate this 
difficulty. Let the Reserve System be given the power: (1) to raise member 
bank reserve requirements to any level; (2) to pay interest on member 
bank reserve balances; (3) to return the System’s excessive earnings to the 
Treasury; and (4) to lower as much as is necessary the gold certificate re- 
serve requirement against Federal Reserve notes and deposits. With these ` 
four relatively simple changes, it would become possible for the Reserve 
System to inaugurate a reserve balance plan almost certainly more smooth- 
ly than a special security plan. All that would be necessary would be for the 
Reserve System on the one hand to raise reserve requirements and on the 
other to offset the raise by open-market purchases until the desired level 
of requirements was achieved. The only change resulting would be that 
government bonds previously held by member banks would be replaced by 
deposits in the Reserve Banks. Nothing new would have to be learned by 
the member banks or the Treasury, whose day-to-day operations would be 
unaltered. From the technical point of view, therefore, this scheme seems 
superior to all alternative proposals. The only remaining problems would be 
in connection with non-member banks (which might have to be required to 
hold special certificates in some form or other) and individual banks which 
held appreciably less government bonds than the increase in reserve re- . 
quirements (and would therefore be forced to liquidate other types of as- 
sets)—a difficulty inherent in all the schemes under consideration. 

Henry H. Vizrarp* 


1 See Simeon E. Leland, “The Government, the Banks and the National Debt,” Commercial 
and Financial Chronicle, January 17, 1946, pp. 242, 281-84. 
* The author is professor of economics at Hofstra College. 


BOOK REVIEWS | 
Economic Theory; General Works 


` Freedom ani Reform. By FRANK H. Knicur. (New York: Harper. 1947, 
- Pp. 409. $3.50.). 


Freedom ang Reform i is a collection of essays on the nature ag problenis 
- al social science. If, as the author affirms, economics is not concerned with 
ends, the book deals scarcely at all with economics, but the economic, as 

` part of the social, order is of course discussed in the search for a social ethic. 
` Most of the essays have already appeared singly. in various journals -but, 
in spite of some repetition, they fit together to form a coherent whole. (The 
book, in fact, is about the only thing that remains coherent after the 
author’s catalytic skepticism has been brought to bear on our ideals and 


` institutions.) 


_ Professor Knight, as we all know, has deeply drunk of the Pierian spring, 
but one cannot but wonder whether the sobriety he has thus attained is not 


- more dangerous than a measure of the intoxication of ignorance and faith. 
.' The latter leads to all sorts of errors and confusion, but the former might 


afflict us with social ` paresis. Knight is not only a great iconoclast but also . 
the “compleat” agnostic. Mystery, he says, or plain i ignorance, seems to be ` 
the last word in the discussion of all the main elements in the political-eco- 
nomic problem. “We do not know, either what are right ideals, or how the 

-social-economic procéss works and what it can be expected to bring forth in 
the absence of interference, or how to interfere stupolligenttiy: with its 
‘natural’ operation and development” (p: 128). 

. Liberalism, Knight feels, is dead, and we have no tolerable wibstitute for 
it (assuming that we could consciously replace liberalism, if we only knew 
` with what). “We are . . . in the course of one of the world’s great economic - 
and political revolutions. . . The nineteenth century liberal system is. 
. played out, and the world of the West-European civilization . «will go 
through,a drastic revaluation of its...ideas and values. . . Fixity will 
take the place of progress, security that of adventure; individuality, inde- 
pendence, and diversity will make way for conformity, uniformity, and 
_ unity; . . . love of truth will give place to loyalty, and love of liberty to un- 
questioning obedience to authority” (p. 22). 
Nineteenth-century liberalism was inherently impossible in any but-the ` 
. peculiar circumstances, in which it developed, “of no vital political prob- 
lems and no serious differerices of opinion or conflicts of interest.” With the 
filling up of the world, and the passing of frontier conditions, we must revert 
to older norms of stability through discipline. But the intellectual leader- 
ship of the nineteenth century not only failed to apprehend that its physical 
> milieu was essentially evanescent but failed just as egregiously to under- 
stand the spiritual foundations of its own institutions. These, as always, 


BOOK REVIEWS 939 - 


were mainly unconscious or emotional. “Social behavior must always be 
largely habit ... based on ‘sentiment and loyalty rather than on critical 
deliberation.” Sentiment and loyalty, moreover, must be “not merely un- 
critical but definitely above criticism, protected from intellectual examina- 
tion by social sanctions....The objects of loyalty must be sacred... 
religion is the foundation of social order” (p. 25). 

The religion of liberalism was the sanctity of property, whether in one’s 
own person or in his “possessions.” On this basis the role of the state was 
reduced to a minimum, but it was not long before the New Liberalism, es- 
sentially antithetic to the old, began to substitute the “positive care and 
activity of the state as a main reliance for securing the realization of funda- 
mental human values” (p. 28). Liberalism, in short, ran into a conflict of 
loyalties. The author makes it perfectly clear that “freedom,” even as a 
concept, is a will-o’-the-wisp, and that we have never had any clear idea of 
its inherent limits. But, quite apart from this, we do not like the results of 
“freedom,” one of them being its own extirpation. The relationship between 
freedom and power is close, complex, and paradoxical. Neither has any con- 
tent without the other, but, as universals, they tend toward mutual de- 
struction. The expansion of the freedom of the individual (in one aspect of 
the matter) inevitably leads to a cumulative inequality of power and, with 
it, a decline of social freedom. We all want our own way (this is quite as 
true of saints as of sinners), but, because we don’t all want the same things 
(or sometimes because we do and there’s not enough to “go around”) the 
expansion of freedom (in one aspect of the matter) is likely to lead to the 
war of all against all. 

The conflicts that arise out of the fact that we do not all want the same . 
ends are perhaps more basic than those that are attributable to a deficiency 
of satisfiers of wants held in common, and Knight is insistent that our 
problems are not primarily economic. On the contrary, he avers that, if. 
all of our “economic” wants could, by some miracle, be satisfied, we should 
probably find that noxious conflict was as rampant as ever. 

The fundamental discontent with classical liberalism would seem to 
stem from the antagonism between the ideal of equality of opportunity (so 
far as this can be realized) and that of equality of status. Even a cursory 
glance at the philosophers’ discussion of social “justice” (and it seems likely 
that the most meticulous research would not change the verdict) will show 
that the whole matter is wrapped in tautological mystery. Such, to take 
an extreme case, is the dictum that justice consists in giving to everyone his 

” Equality of opportunity (even if largely though, inevitably, but 
temporarily realized) would result in extreme inequality of status, and an 
imposed equality of status could come only from a violent disregard of 
equality of opportunity. Yet we want both, and social freedom may require 
an irrational compromise between them. The conflict between the ideals of 
equality of opportunity and equality of status is doubtless the basic cause 
of the notorious diversity between ethics for Sunday and those for the rest 
of the week. 

Professor Knight likes to point out the importance, and neglect, of sport 
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‘aga guide to social action. Altruism i in 1 sport would simply ruin the game; it 
would, in both. senses of the phrase, be giving the game away. But, on the 
other hand, the game would also be ruined by gross, and uncompensated, 
‘inequality in the competence of the contestants. To “make a game of it” 
the rivals ‘must have something very close to equality of chance to win. 
This means either that their powers must be substantially equal or that 
differences must be compensated by the imposition of handicaps on the 
superior players. (Since the players in the game of life are not of equal com- 
~petence there is a persistent call to “make the game worth while” by han- 
dicaps; of one sort or another, on those who prove themselves most fit.) 
` Anything that will make the game close is felt to be “fair.” There must be 
Ai ‘ equality’ of opportunity only after inherent differences are neutralized. 
“The early Christians said,- in effect, that they were not interested in the 
earthly game: that they were playing another “game” or, indeed, were 
merely getting ready to play it. They were content to acquiesce in mundane 
inequities; to say, “Do what you will, it’s all one to us; even if you despite- 
fully use us, that’s all-right; in fact, it’s the best possible training you could 
give us.” But when, in the course of time, Christianity, or the Church, be- 
gan to show interest in the earthly game, and its earthly results, these pre- 
cepts simply did not apply. Professor Knight has no difficulty in showing 
-the dilemma, the contradictions, and the (unconscious) hypocrisy, into 


ed 


which the attempt to apply them thrusts their advocates (Chapter IV on 7 
“Ethics and Economic Reform”; Chapter VI on “Religion and Ethics in . 


Modern Civilization”; and Chapter XI, a review of Jacques Maritain’s 
The Rights of Man and Natural Law). So far as Christian concepts of moral- 
ity’ are applicable at all, they apply chiefly to the individual and are not 
. relevant to society as a whole. Universal altruism is impossible (since altru- 
-ism must have an object who cannot be altruistic) and any close approxima- 
tion to it would give us about the worst imaginable social order, in the 
_ immolation of all that we think of as noble on the altar of the vicious. 
_ It would seem that Christianity and liberalism might perhaps be supple- 
mentary philosophies if each were confined to its appropriate sphere (the 
reviewer’s, not the author’s, idea). Liberalism, as Knight insists, was never 


individualism so much as it was ‘“familism” or, rather, the organization of 


_ the relations between families. In the family, equality of status is stressed, 
_ while, ‘as between families, the opposite is the general rule. Christian prin- 


ciples might well be more fully applied within the family (or any other larger - 


. “brotherhood” which must, however, by definition, be exclusive) if no at- 
tempt were made to stretch them over relationships they cannot cover. 
One might here call attention to the parable of the prodigal son—and his 
brother. The brother, no doubt,. was invited to share equally, or according 
to his need, in the consumption of the fatted calf. But he felt the discrepancy 
between the principle of giving to each according to his needs and that of 
‘reward according to performance. He simply made. the “mistake” of trans- 
ferring a stern social ethic, without which society would revert to the 
jungle, to the narrower circle of the family where it was somewhat out of 
place. The disconcerting fact, however, is the impossibility of segregating, 
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to each of the spheres, the two incongruous, or contradictory, principles. 

“Discussion of social action must center around the fact that human 
interests give rise to social problems in so far, and only in so far, as they 
involve a combination of harmony and conflict” (p. 208, italics inserted). 
“The interested and active self is social... a social individual; but... 
social in a way which inherently involves being anti-social... . Instru- 
mentalism [the use of others to one’s own ends], cooperation, helpfulness 
and rivalry, and love and cruelty are inseparable” (p. 209). In citing again 
the importance of play, or sport, as a guide to social action, the author points 
out that play involves rules of the game “which are felt to have the imper- 
ative quality of morality and truth and which form a bridge to serious law.” 
The players are in harmony on the rules. “‘All the parties to any game have 
a common interest in the game itselfi—hence, in general obedience to its 
rules. But they have conflicting individual interests in winning—conse- 
quently, in law-breaking or cheating. Similar considerations apply far more 
acutely to the improvement of the game by changing the rules” (p. 209). 

How shall the rules be established or, once established, in what direction 
should they be changed? There is no scientific way of establishing rules, 
these must rest on values, 7.¢., on the choice of ends, with which science has 
nothing to do. Knight is just as scathing on the pretensions of science in 
social affairs as on those of Christianity, or other romanticisms. Aside from 
Christianity, the romanticisms that have attracted most interest are He- 
gelian idealism and Marxism. But Hegelian idealism means, in practice, 
the deification of the state, and its aggrandisement through military power, 
while the Marxist urge to destroy the social institutions by which man has 
allegedly been corrupted is an urge to destroy society itself (Chapter IV, 
on “Ethics and Economic Reform”). The “rules of the game” must envisage 
conflict (which is of the essence.of life) but this must take place within a 
larger harmony, whatever that may be. Conflict should, at any rate, be put 
on a progressively higher level. This, it seems worth while to insist, was the 
aim of liberalism. 

It is not wholly clear to the reviewer whether Knight regards the neu- 
trality of liberalism on individual ethics, and its refusal to set forth any 
definite social purpose, as virtues or as vices. Liberalism was chiefly con- 
cerned with the relations between individuals and scarcely at all with individ- 
ual ethics or concrete social goals. As a social philosophy, it held that the 
relations between men “ought to rest on mutual free consent.” The only 
“ideally right” function of the state was to use coercion, negatively, to pre- 
vent its use by individuals or private groups against their fellows. But, 
apatt from its ban on private coercion, liberal philosophy said nothing 
‘whatever on what is right or wrong in individual conduct. And, though it 
applies “in all relations of life and not merely in those called economic” 
(p. 50), it is of the essence of Liberalism to have no concrete position regard- 

ing the end of action. “The individual is free to pursue such ideals as ‘pov- 
` erty, chastity and obedience’ (assuming that he can find someone willing to 
be obeyed) or universal ‘love’ or any form of ascetic practice.” There is in 
liberalism, moreover, nothing to prevent the individual from joining in 


at 


942 0°, E THE AMERICAN ECONOMIC REVIEW 


-voluntary association with others “to organize economic (or social) life : , 


in any way they may choose” (p. 54). They may adopt, for themselves, 


socialism, communism, or any other ism provided they do not seek to force . . 


. their doctrine down the throats.of recalcitrants. The author points out that 


- 


-socialistic and communistic societies have been established in the midst of 
“liberal” social orders, especially that of the United States, but that, when 


_ they collapsed, their devotees, far from concluding that there was something 
: wrong with the principles on which their regimes were operating, blamed 


their failuře on the society which gave them the right to live (if they could) 


<: in free competition with other forms of organization. They then insisted on 


_ Sovereign authority to change the social order so as to permit no one to live 
except in the fashion they themselves prescribed. 

It may be taken as axiomatic that the larger harmony cannot be ria 
-within the confines of a social blueprint. Perfection itself, if’ it could be 
formulated and attained, would be imperfect just because it was “per- 


fected,’ ” ie, with nothing further to be done. There could be no greater ` 


frustration of the human spirit. The Garden of Eden episode is in point. 
~ Men appear, since the fall, to have been trying to re-establish the conditions 


fron which they were allegedly driven by a wrathful God, but few things are l 


more certain than that success would lead merely to a repetition of the show. 


The'human significance of descriptive essays on “Heaven” puzzles Professor | 


Knight (p. 77) and we can’be sure that he would be greatly alarmed at any 


really vigorous attempt at the consummation of any of the portrayals. 


' Religion is the foundation of social order.but none of the ‘ religions” 


` offered to us will serve, and Knight has none to suggest. The older variety 


of liberalism widely sowed the seeds of its own. dissolution in giving free 
rein to skepticism and discontent, even to skepticism of, and discontent 


with, liberalism. The members of earlier societies were powerless to express ` ` 
< what discontent they felt and, drugged with opiates of one sort or another, 
“were, in any case; inclined to acquiescence. “Primitive society was wise in ` ` 


its conservatism, for it knew at least that the group had previously lived 
somehow, both as individuals and as a group. And liberal society.. . . has 
acted frivolously in switching over quite suddenly to an extreme opposite 
set of ae that the new is better than the old, that the good con- 
sists in change . . . rather than in stability” (p. 74). ` 

‘The problem i is that of reconciling freedom with order, and this, of 
course, involves a compromise of a paradox. The fundamental dilemma lies 


in'the very nature of man who is, preeminently, a discontented animal. ` 


Having achieved a measure of liberty and some order, but still wistful for 
he knows not what, the “romantic fool” is easy prey to plausible purveyors 


~of social snake-oils which will certainly make him more wistful still and more ' 


“conditioned” to further ministrations from the medicine man. There is . 


small ground for disputing the author’s contention that, when “controls” 


. fail to do all that their proponents promise, the recourse will be not to a 


relaxation of the controls but to “plugging up the holes,” until freedom’ is 
-- completely lost. 


How shall we get the formula for the “right” amalgam of freedom and of © 


t 
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order? Could it be from sport? Though, in his second re (written in 
1934), the author throws in the sponge on liberalism, his final words (writ- 
ten in 1946) are that the alternative to dictatorship (a hopeless “‘solution”’) 
is “democracy in general as we have known it, struggling to solve its probe 
lems, along lines already familiar.” This means “co-operation in thinking 
and acting to promote progress, moral, intellectual and esthetic, with mate- 
rial and technical progress as the basis of all, and all under the limitation of 
gradualism and ‘seasoned’ with humor and play. The combination is the 
meaning of liberalism” (p. 402). Played out or not, a modified liberalism is 
our only hope. This modified liberalism may, perhaps, be defined in terms 
of what is “cricket,” and what is not. 

The reviewer deeply regrets his inability to convey anything like the 
whole tenor of these essays (and he fears that he has greatly distorted it). 
They are a didactic delight. The philosophic hocus-pocus against which 
the author fulminates is left in ruins. But the disconcerting fact is that the. 
search-light of truth seems to disclose that man lives, and can live, only by 
lying (mostly to himself), or, at best, in a faith which, at the hands of the 
analyst, can hope for nothing better than a Scottish verdict. Perhaps we 
can do no more than hold to the faith that men ought to be free, that they 
ought to solve their problems on the basis of mutual consent, and, marching 
in this faith, to trust to whatever gods there be to lead us toward the dawn. 
FRANK D. GRAHAM 
Princeton University i 


Du Prix de Revient au Produit Net en Agriculture—Essai d'une Théorie de 
la Production. By Micuet CÉrÈDeE. (Paris: Presses Univ. de France. 
1946. Pp. 446.) 


Dr. Cépéde is much dissatisfied with the concepts of cost and return in 
classical economic theory. He finds them utterly inadequate for the purpose 
of his inquiry: an appraisal of the socio-economic efficiency of alternative 
agricultural systems. 

He argues that current methods of evaluating cost-return relationships 
and of determining the conditions under which net product values are 
maximized are derived from a value theory based entirely upon exchange 
processes in the market. All inferences regarding the value of goods that 
never do change hands in a market at a price, therefore, are misleading and 
based upon false theoretical premises. The great bulk of agricultural re- 
sources as well as agricultural produce never reaches the market. Hence, 
whatever cost values could be imputed to the total of farm resources, or 
return values to the total of farm products, must of necessity be incomplete, 
unreliable, and conceptually inappropriate. 

In search of a “‘use-value” of goods which would be independent of the 
market, he goes back to the physiocrats. The theory of production he out- 
lines is a reformulation of the physiocratic position that a “net product,” or ` 
a product value greater than the value of all material resources consumed in 
the production process, can be obtained only by utilizing the gratuitous 
flow-resources of nature, its biological forces and the movement of water 
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and wind. They are the only s sources of “net product,” the only. o creators 
` of new wealth. All economic activities not directly applied to the utilization 
~ of the.continuous and gratuitous flow of natural forces merely involve 
transformation of material from one form into another and cannot create . 
‘new wealth—no matter how high the demand or the market price of certain 
` goods might go at.a given time. 

Dr. Cépéde bases his production theory upon a highly abstract concept 
of labor as a unit of value—without facing the problem of measurement. 
Labor is treated as a source of energy, furnishing “kilogram-meters.” There 
are two basic categories of labor: human labor, and the “labor of natural 
. forces.” The value of a good is its “use-value,” which is the sum of the value. 
of human and natural labor incorporated in the good. The value of the 
latter is called “intrinsic, ” gratuitously contributed by nature; and hence 
the only source of a “net product.’? In order to give these intrinsic “‘kilo- 
gram-meters” an economic meaning, it is necessary to tie them to the notion | 
of human wants. Intrinsic value, therefore, is not determined by measuring 
directly the “‘work-energy” of natural forces, but by subtracting the actual 
human labor expended from the use-value which i is defined as the amount ` . 
of labor a person would be disposed to expend in order to secure possession ` 
-of the good. i 

Any labor expended up to the limit of the use-value is defined as produc- ` 
tive. Intrinsic value appears only if the use-value is greater than the value 

- of human labor actually expended (pp. 313-24). Whenever this is true, the 
- object ' has reached the “valuable state” (“stade valorisable”). Natural 
forces and natural “capital” (material in which nature’s “labor” has been 
'-incorporated over a long period of time, t.e., fund-resources such as coal, 
oil, etc.) are brought into a “valuable state” by the development of human ‘ 
_ wants and technological progress. 
' Dr. Cépéde is quite aware of the criticism to which the various labor . 
. theories of value, from Cantillon to Marx, have been exposed. But he is not 
impressed. He even does not hesitate to introduce into his product value * 
- functions the term “labor contributed by natural forces” (pp. 321, 348, 
etc.)—a rather allegorical concept for use in formal analysis. His mathe- 
matical formulations are mostly simple algebraic equations on high levels 
of. abstraction, and at no place does he worry about the concrete empirical 
meaning of his analytical symbols. He has yet to prove that his formulation 
‘ofa production theory is suitable for developing empirical criteria for ap- 
_ praising the efficiency of an agricultural system. I see no hope for his success. 
z There is no point in criticizing one theory from the premises of another. ` 
Its validity rests upon the two tests of internal: logical consistency and 
si empirical.relevance. It is primarily in the second that Dr. Cépéde’s theory 
is bound to break down. There are no reliable observations that could yield 
the data needed to give empirical content to the theoretical ‘terms em- 
ployed. ~ 

His theory is aimed at determining the conditions under which the: iinet 

* product” as defined can be maximized over the infinite long-run, assuring 
the absolute permanence of agriculture everywhere. : Whenever the rate of ` 
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consumption and destruction of economically. valuable matter is greater 
than the rate of production and resource accrual, net production is negative, 
the stock of valuable matter is diminishing, and the future of society is _ 
jeopardized. There is nothing wrong logically with such a theoretical propo- 
sition. i . 

But let us look at the empirical conclusions drawn from it. We should use ` 
less coal and oil, and more wood, as a source of energy, because more “nat- 
ural labor” over a much longer period of time has been incorporated in the 
former than in the latter. Mining industries increase the gross product, but 
at the expense of depleting the reserves which took nature millions of years 
to build up. Quite regardless of market cost and price relationships prevail- 
ing at any given time, the author concludes that extractive industries should 
be reduced, and forestry, draft animals, hand labor, and the use of water, 
wind and solar radiation should be increased as sources of energy. 

Even granting the premise, his value theory cannot possibly give a deter- 
minate solution as to how much the rate of resource depletion should be 
reduced, and how much the rate of agricultural production and flow re- 
source utilization should be increased at any given time. In his system, the 
time dimension is infinite, time preference by implication is zero, and the 
aggregate amount of potentially available (in an economic sense) material 
is conceived as fixed. In such a system, the solution can run only in terms of 
a “natural biological equilibrium” state in which the ultimate dependent 
variable is not production, but population. This Dr. Cépéde realizes. 
What he apparently does not want to accept is that the species of homo 
sapiens has, from its very beginning, been hell-bent upon upsetting this 
biological equilibrium, that it has multiplied and prospered in the process 
for thousands of years, and that it is remorselessly devoted to the principle 
of “Après nous le déluge’’—if “nous” refers to the human race; the time 
reference might well span centuries, but hardly millenniums. 

An economic theory of empirical relevance, therefore, must deal with a 
finite time concept, must provide for time preference, and must employ 
value terms which are proximately or at least conceivably measurable by 
empirical observation. His theory fails on all three counts. 

The book is divided into two parts. The first, “Critique of the Classical 
Solution,” deals with the shortcomings of classical theory in accounting for 
the various factors entering into the production process, particularly in 
agriculture, and in furnishing criteria for appraising the efficiency of a pro- 
duction system. The classical proposition that the best system is the one 
which provides maximum returns at minimum cost is found inappropriate 
on the ground that the evaluation of returns and cost is incomplete, is based 
entirely on a market exchange theory of value, and does not account for the 
depletion of natural resources. Hence, the “net product value” derived from 
classical theory is no valid criterion of the efficiency of a production system 
~—especially not in agriculture where a large part of the product is home- 
produced and consumed without reaching the market, and where natural 
resources and biological forces play such a dominant role. 

Some of the major factors classical economics fails to assess are: the 
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population furnished by agriculture to other industries, the.refuge it offers 
to city people during unemployment, allocation of joint cost to individual - 
crops, apportionment of soil and other improvements over individual years, 
` cost involved in risk and uncertainty, evaluation of cost of human labor em- 
ployed in agriculture, and most important of all, the accounting for the 
` depletion and waste of natural resources. Almost a hundred pages are de- 
voted to problems ‘of soil conservation. The literature is comprehensively ~ 
reviewed, leaning heavily on American sources (but missing one of the most. 
important treatises on the subject, “Economics of Soil Conservation,” by 
“A.C. Bunce); 
This first part ends with the announcement of the purpose and approach 
of the author’s production théory. He cites Cantillon’s distinction: between 
“intrinsic” or “normal” value of wealth-in-itself, and “extrinsic? or “cur- - 
rent” value of wealth in the market place, the comparative exchange value ` 
of goods. He posits that while a study of distribution may appropriately 
employ an exchange value concept (dealing as it does with the problem of ` 
. how to enrich oneself in comparison to others), the study of production must 
. employ a more general intrinsic value concept of wealth-in-itself. The 
physiocrats were the first to develop such a concept in a systematic fashion. 


oo 


. He sets out to build a theory of production which does not use the vocabu- at 


lary and the methods of thought employed by classical economics in the’ ` 
study of comparative wealth (pp. 214-15). i 
The second part, “Outline of a Theory of Agricultural Production,” be-. 
gins with a schematic description of certain (more or less relevant) natural 
phenomena, such as the “carbon cycle,” the “nitrogen cycle,” the “water 
cycle,” growth curves of human and bacteriological populations, and pro- 
“ nounces man a parasitic and predatory organism. Then, the author discusses 
the economic systems of hunting-gathering, pasturing, and agriculture, 
proper from the viewpoint of their effect on the biological equilibrium. In . 
this connection, over thirty pages are devoted to the Tennessee Valley 
Authority. The “Theory of Production” is presented in the next forty pages, 
‘the highlights of which I have already outlined. The author traces quite 
accurately the parallelisms and divergencies of his terms and propositions 
with-respect to those developed by the physiocrats and the classical econo- 
mists, particularly regarding the concepts of wealth, ground rent and labor 
held by Quesnay, Malthus and Ricardo, and Marx, respectively. < 
There is an intriguing passage on whether industry can produce a “net 
“ product.” His answer, in contrast to the physiccrats, is yes, to the extent 
that human labor is contributed “gratuitously.” Since men arè not raised 
primarily for work purposes, but for their own sake, their labor is in a 
certain sénse gratuitous; it does not involve costs which otherwise would. 
not. be incurred. By analogy, the labor of draft horses cannot yield a’ net 
product, because they are raised exclusively for work and their total cost , 
must be charged against their product. But the labor of a race horse can 
` yield a net product, since its maintenance must not be charged against its 
product, and its labor contribution is therefore gratuitous (p. 370). (It 
would be interesting to watch Dr. Cépède going about measuring just how - 
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much of human labor is gratuitous, and how much involves costs chargeable 
to the production process. ) 

The book’s perspective is sweeping across the world and through history 
but rather limited in drawing upon current economic thought. This limita- 
tion is undoubtedly self-imposed, by ruling out of consideration any theory 
based upon market value. Nevertheless, the contributions in the study of 
social cost and returns by such men as Pigou, J. M. Clark, and Hotelling 
are so directly apropos of Dr. Cépéde’s problem that their omission from 
the discussion is deplorable. The case against classical theory is much ovet- 
stated, as is the case for the physiocrats. 

_ The book is stimulating, and should be of special interest to students of 
methodology. The author combines the urge for scientific accuracy of an 
engineer (which is one of his titles) with the sense for social institutions of a 
jurist (another of his titles) and the concern for posterity of a statesman 
(his present function). His book plainly portrays the interaction of these 
three trains of thought. , 

‘ Rarer SCHICKELE 
North Dakota Agricultural College, 

Fargo, N. D. 


` Economie Politique et Psychologie ed dials to By P. L. Reynaup. (Paris: 
Lib. Generale De Droit et de Jurisprudence. 1946. Pp. 193.) 


Professor Reynaud presents certain experimental findings and theories 
of modern psychology that may contribute to the understanding of eco- 
nomic behavior and applies these psychological data to a few economic prob- 
lems. As a systematic presentation of economic psychology the book is 
unique, without parallel in recent American literature. That it should have 
been written by a French economist is the more remarkable as the psychol- | 
ogy described and used in it is predominantly American psychology of the 
1930s. 

The starting point of the book is the distinction between rational and 
irrational forms of behavior. Both of these are rare limiting cases; economic 
behavior usually develops in an “intermediate zone.” Yet there is a gradual 
transition between irrational and rational actions and therefore the laws. 
of the two types of behavior are said to suffice for the understanding of 
mixed or intermediate cases. Irrational behavior does not consist of hap- 
hazard actions; its prototype is found in conditioned reflexes, in mechanistic, 
repetitive, or habitual responses. Rational behavior, on the other hand, is 
characterized by reflection and deliberate choice between alternative courses 
of action. Such behavior is directed by attitudes (and to some extent by 
aptitudes) and can be studied by the analysis of attitudes. Modern Ameri- 
can psychology—so Professor Reynaud’s train of thought continues— 
placed the study of social, religious and political attitudes on an empirical 
and quantitative basis; when the same is done with economic attitudes, 
economics will progress greatly. In the meantime Professor Reynaud uti- 
lizes investigations of social attitudes in his description of market phenom- 
ena (inequality between buyers and sellers, producers and consumers, 


o 948. ; THE AMERICAN ECONOMIC REVIEW 


` ete.). The appl ation of psychological findings to economic issues is further ` 
exemplified in the discussion of such problems 2s the determination of . 
prices and the role of supply and demand curves. 

Naturally, -Professor-Reynaud was not familiar with wartime American 
` attitude research’and wartime and postwar economic sample surveys, Some 

of the material quoted in the book is, therefore, out of date and references to 
recent studies of economic motives, incentives and expectations, and their 
relation to the behavior of consumers and businessmen, are missing. Yet 
from the point ‘of view of presenting psychological principles of economic 
behavior in a systematic manner, Professor Reynaud is ahead of the Ameri- 
can researchers in the field. i 
The book remains rather sketchy i in the analysis of the interrelation be- 
tween so-called irrational and so-called rational behavior and does not study 
' the conditions under which more habitual or more reflective types of be- 
haviór tend to occur. It should also be noted that psychological theories of 
‘motivation, of ego-participation and, generally, of emotions remain prac- 
` tically untouched. Finally, the fact that modern psychology is an empirical 
discipline may deserve more than passing mention. The application of 
both the methods and the findings of psychology to economics may then 
contribute not only to economic theories but also to economic fact-finding 
and statistics. 

Economic psychology may be approached in two ways. One way, Pro- 
fessor Reynaud’s procedure, is to present a system of psychology as some- 
thing distinct from the analysis of economic behavior and to apply psycho- 
logical data to economic issues. The other, perhaps more fruitful, way would 
be to analyze the behavior of consumers and businessmen systematically, 
that is, to select and arrange the issues according to their economic signifi- 

. cance and to study them from the point of view of modern psychology. 
a GEORGE KATONA 
Survey Research Center, i , 
‘University of Michigan : 


Economic History 


l The Shaping of the American Tradition. By Lovis -M. Hacker. Documents’ 
edited by Louis M. Hacker and Helene S. Zahler. (New York: Colum- ' 
bia Univ. Press. 1947. Pp. xxiv, 1247. Textbook ed., $6.00.) - 


Behind this new text lie two major assumptions. The first is that the col- 
-lege student may be best introduced to the social sciences by a general 
survey course, at least an appreciable part of which aims to “ . . . show how . 
American ideas and institutions have been developed.” The second assump-. — 
tion is that the proper textbook to be used in connection with such a course 
is one made up chiefly ofa careful selection of reading from writers in each ` 
period of our history. Given these premises, both of which are widely held 
in American colleges, this new book by Louis Hacker comes as close to 
answering the prayer for a good text as is likely to happen in an imperfect 
world. 


x g ~ 


i 
2 


ee 


BOOK REVIEWS i 949 


The first impression is that of its extraordinary size and weight. It tips 
the scales at 5 pounds, 14 ounce’ and totals 1247 double-columned, oversize 
pages. So far as this reviewer knows, this is the largest textbook ever offered 
the American college student in the social sciences. Certainly the work 
would have been more convenient to read if issued in two or even four 
volumes, but no doubt that would have meant prohibitive publishing cost. 
In single-volume form, it probably provides more book for the money than 
can be found in any other textbook in these days of high prices. 

The Shaping of the American Tradition has grown out of the second yei 
of the course in Contemporary Civilization at Columbia University and 
covers American development from its European beginnings to the present 
day. In form it combines extensive historical summaries by the author with 
readings selected from contemporary writers in each périod in our history. 
The chief emphasis of both text and readings is economic although major 
attention is devoted to policies, both foreign and domestic, and to philo- 
sophical developments. Social, esthetic, and religious trends are effectively 
though less fully covered. 

Hacker has adopted a unique and what has proved to be a most felicitous 
method of organizing and presenting his materials. The book is divided into 
eleven parts, each of which covers a chronological period. And all but two 
of these are arranged in five sections. The first section is the general in- 
troduction by the author, averaging about twenty pages. This is followed 
in each case by four sections of selected contemporary writings entitled 
respectively: The American Mind, The American Scene, American Prob- 
lems, and The United States and the World. Despite the fact that the logic 
for including a particular excerpt in one of these categories rather than 
another is not always obvious, it must be said that the result of this method 
of presentation is remarkably pleasing and effective. 

The editor of a book of readings is faced with a double task: writing a set 
of introductions and organizing and selecting the readings. In each respect 
this new text is well worth careful examination. Taken together, the in- 
troductions to each of the eleven parts into which the book is divided pro- 
vide the equivalent of a standard-size text of about 300 pages. In preparing 
this material the author has displayed his usual genius for lucid and forceful 
generalization. Steering a skillful course through descriptive or background 
material he arrives at interpretations and conclusions which are always 
vigorous, often new or different, and never dull. As he points out in his in- 
troduction, Hacker has not hesitated to utilize portions of his previous 
writing. But the reader familiar with his work will note much that is quite 
new and some at least which covers old ground with a changed emphasis. 

These introductory essays are definitely focused on interpretation, on 
determining the meanings in our history. As a result, the author is inevitably 
involved in making judgments in highly controversial fields. This he does 
with real zest; he doesn’t hedge, and he appears quite willing to state con- 
clusions which run contrary to those popularly held. On the Civil War, 
for example, he refuses to follow the lead of recent writers who regard that 
conflict as a great and avoidable mistake. To him slavery appears as a 
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moral issue probably resolvable only by war. Again, Hacker does not hesi- ` 
- tate to offend radicals by quoting with approval from the writings of 
Hayek nor to antagonize conservatives by interpretations favorable to the 
New Deal. -` 
‘ On the whole, technical economic problems are handled with skill and 
, understanding though, by searching, the. reviewer was able to find a few 
points concerning which he was at least unconvinced. Thus, in connection 
with his discussion of slavery the author emphasizes the increasing cost of 
slaves as one of the causes for declining profits in cotton raising. Query: To 
what extent was the high price of the slaves due to the high profits (antici- 
pated. or realized) of raising cotton on new cotton lands? Or again, referring . 
to the economic dependence of the prewar South on New York, he asserts 
that direct trade between the South and England “... would have cut the 
_ nexus with New York and made available goods and working capital at 
‘lower prices and rates.” This was of course believed by Southerners. But 
were they right? 
The chief problem i in choosing Perr writings to be included in a 
“ book of this kind is not, as some’ might suppose, that of selecting the best 
from many appropriate items. The really difficult task is discovering suit- 
able writings for inclusion under each topic. Unfortunately, contemporaries 
- write for a contemporary. audience, not for the benefit of editors of books of 
` readings who may appear on the scene a decade or even a couple of hundred ~ 
years later. Consequently, most writings simply are not suitable for inclu- 
sion in a book of readings.. The great majority are too long, too, leisurely, 
or too detailed in their presentation to be adaptable to necessary spacé 
limitations. Other writing, though apparently regarded as exciting enough 
at the time it was written, seems just plain dull or unimportant to the 
modern reader. Finally, even those articles which are short and to the point 
may nevertheless be largely incomprehensible to the student who has not. 
done considerable previous reading or study in specialized fields. Hacker has 
obviously made a great effort to avoid this last difficulty but he has felt it 
necessary to include items such as Henry C. Carey’s remarks on Ricardian 
rent theory and Veblen’s essay on “The Limitations of Marginal Utility” 
which will certainly provide rather tough going for the usual undergraduate. 
‘ Another perplexing problem presented by the book of readings is that 
of how far to go in attempting to present different points of view. If many 
: subjects are to be covered, often only a single contemporary writer can be 
‘quoted on a given topic: If writers having different points of view are 
included on a single problem, so much space is utilized that the number of 
topics which can be covered is closely limited. There is no perfect answer 
to this.problem. Hacker meets it first in one manner and then in another. 
On some important problems like the rechartering of the Second Bank of the 
United States and bimetallism, readings are included presenting more than 
one point of view. But on most topics space limitations permit readings - 
from one writer only. Presumably the student will be protected from ac- 
quiring a distorted or partial picture by His class work. In fact, books of- 
readings need, even more than other textbooks, to be a aaa by 
skilled classroom teaching. ` 
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- It would surely be difficult to improve on the job which the author has 
done in selecting the readings. He has, of course, included excerpts from 
some old friends like Hamilton’s Report on Manufactures and Dicken’s 
American Notes, But he has also ranged far and wide to bring together 
“documents” which are fresh, interesting and pertinent. This is especially 
true of the readings covering more recent decades, years of course for which 
materials are relatively abundant and unexploited. But even for the colonial 
and early national period he has come up with excellent selections, some of 
which are entirely new to this reviewer. 
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Critics and Crusaders: a Century of American Protesi. By CHARLES A, 
Manpison. (New York: Holt. 1947. Pp. xii, 572. $3.50.) | 


- At a time of anti-radical hysteria like the present, this book comes as a 
welcome reminder of America’s proud tradition of nonconformity and pro- 
_ test. Mr. Madison, an editor by profession and apparently an historian by 
predilection, writes with enthusiasm and at times with eloquence about a 
representative collection of American radicals all of whom, despite great’ 
diversity, obviously- excite his admiration and sympathy. 

The book is divided into six parts: The Abolitionists, The Utopians, The 
Anarchists, The Dissident Economists, The Militant Liberals, and the 
Socialists. Each part is divided into four chapters, one devoted to the back- 
ground and one each to three individuals. As can be readily seen, this 
scheme is formal and rigid; it permits hardly any consideration of the de- 
veloping pattern of American radicalism as a whole, and it inevitably con- 
veys the impression that the various groups and individuals treated by 
Mr. Madison are all of approximately equal importance, On the other hand, 
it has the advantage that any one part—or for that matter any one chapter 
—can profitably be read separately; the work is, in fact, a collection of two 
dozen largely independent essays. This fact will no doubt make it more 
generally useful for teaching purposes. At the same time, however, a re- 
viewer has the right to complain that it makes a coherent review of the 
book as a whole virtually impossible. 

The quality of the various essays is by no means even. There are a num- 
ber which have little more to them than an article in the magazine section 
of a Sunday newspaper; still others are written in the rococo style of a 
freshman theme, The chapter on Albert Brisbane falls in the former cate- 
gory, that on Margaret Fuller in the latter. On the other hand, Mr. Madison 
has painted several memorable portraits which combine sympathetic in- 
sight with careful analysis. The best of these, I think, is Altgeld; though 
Steffens and Debs are not far behind. One is inclined to assume that Mr. 
Madison’s real interests lie in the social movements of relatively recent 
times and that much of the earlier material was included because the plan 
of the book called for it. This impression is strengthened by the various 
“Background” essays which tend to be somewhat perfunctory in the earlier 
parts but which become both considerably longer and very much more sub- 
stantial in the last two parts. “The Socialist Background” is, I think, as 
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good as anything that has been written on the subject, which unfortunately > 


is not very much. One can easily find minor errors in it, and Mr. Madison’s 
interpretations will not always command full assent; but it is comprehen- 
sive, accurate in its main outlines, and canen fair to all parties and in- 
dividuals concerned. 

There are at least two cases in which Mr. Madison’s dinsaiacation of his 
subjects seems open to question. On his own showing, it is hard to see why 
Margaret Fuller should be’ put in with the Utopians, though perhaps there ` 
are good reasons which he does not adduce. On the other hand, early Ameri- 
can history is so rich in Utopians that it should have been easy to find at 
least a half a dozen about whom no question could be raised., More Serious, 
I think, is the classification of Lincoln Steffens as a “militant liberal.” On 
the basis of my own reading of the Autobiography I would say that Steffens 
was neither militant nor a liberal. He was much too inquisitive, experi- 
mental, and tolerant to be militant; and he utterly lacked what I should 
call the differentia specifica of the liberal, namely, the belief that a free 
market in ideas will ultimately produce the good society. What liberal would 
say, as Steffens did: “The reformation of politics and business by propa- ‘ 
ganda and political action was impossible. Nothing but revolution could 
change the system” (p. 406). Though he apparently never belonged to a 
socialist or communist organization, there-can be little doubt that, at least 
in the years after World War I, Steffens was much more of a socialist than a 
` liberal. 

Readers of this journal will perhaps be most interested in the part dealing 
with the “Dissident Economists”: Henry George, Brooks Adams and 
- Veblen. On the whole, however, these are not among the best essays of the 


book. Mr. Madison has been somewhat too ready to accept the judgment _ 


of Henry George’s disciples: George’s criticism of existing social conditions 
was unquestionably brilliant and incisive, but he was a long way from being 
one of “the pre-eminent social thinkers of our time.” The summary of the 
life and work of Brooks Adams is useful, and it makes one realize that-the 
- economic theories of this (relatively) early critic of American imperialism - 
have received much less attention than they deserve. Now that the United 
States has embarked on a course that bids fair to put all previous im- 
perialisms in the shade, it is possible that American economists will ex- 
amine the whole problem more attentively than they have been accustomed 
to do in the past. If\so, they will find Mr. Madison’s introduction to Brooks 
Adams a valuable stimulant to further study. Mr. Madison’s treatment of 
Veblen, on the other hand, is less useful if only because Veblen’s work is 
widely known and he has already been the subject of several careful and il- 
luminating studies. This is not to imply that the last word on Veblen has | 
been said, only that the picture | which Mr. Madison paints of Veblen is 
already a fairly familiar one. 

As noted above, the essay on Altgeld is perhaps the best in the book. Mr. 
Madison obviously feels close to the great Illinois democrat, and he is able 
to write about him with warmth and understanding. But what struck me 
most forcibly in reading this essay was the many remarkable similarities 
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„in philosophy and political approach between Altgeld’s. conception of 
democracy and Franklin D. Roosevelt’s New Deal. One could wish that 
Mr. Madison had seen fit to omit Randolph Bourne from the category of 
“Militant Liberals”—especially since he has a doubtful claim to be there— 
and to include Franklin D. Roosevelt instead. And I would suggest at the 
same time that Lincoln Steffens might better be moved in with the socialists 
to make way for LaFollette senior. Altgeld, La Follette and Roosevelt are 
three genuine militant liberals, and it would be highly interesting to have 
them treated together by so sympathetic an observer as Mr. Madison. 

This is the kind of book which ranges over a rather wide field and is hence ` 
likely to meet with the sharp criticism of specialists who have a vested in- 
terest in this or that corner of the field. In fact, at least one carping review 
by a professional American historian has already appeared in print, and 
others may be confidently expected. In my opinion, however, it is really ir- 
relevant that the book contains a certain number of errors and occasionally 
indulges in generalizations which offend the conscience of the scholar. The 
book is written for the intelligent layman—and most economists whom I 
know can hardly claim to be more in the premises—and it is meant to bring 
to the fore in a readable and generally correct way certain ingredients of the 
American tradition which are all too easily lost sight of. I think it succeeds 
in this aim, and I hope it will be as widely read as I am sure it deserves to be. 
I especially recommend it as salutary reading to those who are afraid to say 
what they think because of loyalty orders and Un-American Activities Com- 
mittees; they may well gain courage by reflecting on how the eighteen 
Americans brought to life again by Mr. Madison would have acted under 
similar circumstances. 

PavL M. SWEEZY 

Wilton, N. H. 


National Economies 


Bilan de l'Économie Française, 1919-1946. By CHARLES BETTELHEIM. 
(Paris: Presses Univ. de France. 1947. Pp. viii, 291. 360 fr.) 


The key figure in an economy’s “balance sheet” is of course its national ' 
income. Since the opening of the century, France’s real national income 
has changed as follows: 1901, 100 (base period); 1913, 126; 1920, 110 (first 
available post-war figure); 1925, 147; 1929, 151 (highest figure); 1934, 122 
(depression low); 1936, 136 (post-depression high); 1938, 131 (last available 
prewar figure); 1946, 110 (first available postwar figure). (The estimates are 
de Bernonville’s, supplemented by those of Colson for 1901 and of the 
Commissariat Général du Plan for 1946; see Etude Spéciale No. 3 of the 
Institut de Conjoncture, 1944, p. 122, and the Commissariat’s “Estimation 
du Revenu National Français,” 1947, p. 26. Bettelheim cites only a few of 
these figures.) Since population changed very slightly, the index represents 
adequately also per capita real national income. 

There seems little reason, on the basis of this series, to conclude that for 
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-.Bettelheim’s prime thesis. It is arguable that the series is not very reliable, ` 


decades the French economy has been’ suffering Bonk stagnation. Yet this is 


(de Bernonville’s-1938 estimate is 30 per cent below the recent and better 


estimate of the Commissariat du Plan for that year), but Bettelheim also 


- ‘uses de Bernonville’s series, and his other data do not support contrary 


- 


conclusions, It is true; too, that France failed to recover fully from the 
Great Depression before the onset of World War II, but neither did the. 
United States (and by almost the same percentage, taking account of 
population changes). And our “stagnationists” realize it is a problem to fit - 
into their theory the growth during the period prior , to 1930, which Bettel- 
heim does not realize. The 1946: figure is very low, but France recovered 
rapidly from the drastic effects of the first World War and the'current pro- 


‘duction index, reports some progress since 1946. If account is taken of the . . 


secular decline in hours of work, and of unemployment, we have an estimate 


- of real national income per man hour worked. The 1936 figure is above that 


of all preceding years, and almost two-thirds above 1901. This is a record 
not so far behind that of the more industrialized United States, in which 
national productivity rose about 100 per cent fromi:1899 to 1939, as to sup- 
port Bettelheim’s fears of-back-sliding. Much of what Bettelheim labels as 


= decadence (for example, the declining French share in- world industrial 


output) is at least in part a reflection of the relative decline’ of the French 
population. It is hardly a “‘sure symptom” of economic decadence. 
The disease afflicting France is a world-wide malady, by Bettelheim’s 


. diagnosis, but France is an especially sick victim. The causes—growth of 


monopolies, protectionism—are complicated by inadequate indigenous _ 
supplies of raw materials and by technological backwardness. This analysis, 
and the rest of Bettelheim’s discussion, fails to distinguish clearly among 


` factors accounting for the level of the French economy relative to that of 
. other countries, factors explaining the trends in the French economy, and 
` factors explaining the French trends relative to trends in other, countries. 


. Indeed, the discussion of causes is very sketchy, so poor even in respect of '. 


illustrations from the French scene as to make it hardly worth whi for the 


` - American reader to dust off his French dictionary.. 


In developing the thesis of stagnation, Bettelheim packs i in Sall space a 
great deal of information descriptive of French economic changes since 
about 1900 (the book’s title is too modest). Those interested in a quick 
survey of changes in’ French population, agriculture and industry, trade 
and transport, income and wealth, money and banking, and public finance, 
may possibly find.this‘volume handy. Yet even with this simple purpose in 
mind the reader will need to watch his step. I could not, for example, recon- 
cile Bettelheim’s story of stagnation in French farming with the agricultural 
productivity figures of the Institut de Conjoncture, which show a rise of 50 ` 


' per cent from 1901 to 1936; or his statement that labor productivity in 


industry rose very slowly, with the Institut’s estimate of a rise of 83 per 
cent in industrial productivity from 1901 to 1936. But Bettelheim does not 


” - even mention the Institut’s figures. Some figures he quotes, reporting a rise . `- 


of 230 per cent in United States productivity from 1910 to 1928, are un- 
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believable; they certainly provide a misleading standard of comparison. 
If a conspectus of economic changes in France up to World War I is 
wanted, a better one is provided by the collection of papers edited by Rist 
and Pirou, De la France d Avant Guerre a la France d’ Aujourd’ kui, on which 
Bettelheim leaned heavily; or for the period to 1929, by the report of Ogburn 
and Jaffe on The Economic Development of Post-War France, A Survey of 
Production. 

The Lord knows that all is not well with the French economy (or with 
others with which it may be compared), but a better kind of descriptive and 
analytical economics than Bettelheim’s is needed if we are to understand 
what the trouble is. 

SOLOMON FABRICANT 

New York University 


Economic Systems; Postwar Planning 


The Web of Government. By R. M. MacIver. (New York: Macmillan, 1947. 
Pp, 498. $4.50.) 


This thoughtful volume is an examination of the nature and functions of 
government primarily from a philosophical and sociological point of view. - 
It is a reappraisal and careful restatement of a number of familiar concepts 
dealing with the origin of the state, the role of the social and political myth, 
the nature of political authority, the pattern of social power-relationships, 
the role of property and status, the various forms of government (with 
particular reference to democracy and dictatorship), the processes of govern- 
mental change, and the relation of state to state. These problems are treated 
by going back to the fundamentals of human relationships asunderstood” - 
by the sociologist, and working forward through the various types of group 
organization—with emphasis on the myths, techniques, and motivations 
which condition the activities of men in society. 

From the first part of the volume, which is basically descriptive and only 
inferentially normative, emerge the general conclusions that government 
arises directly from the family relationship and is a natural outgrowth of 
it; that the myth of authority is the distinctive feature of governmental 
organization; that the only serious threat to the general habit of law- 
abidingness on which all government rests is the sense of economic exploita- 
tion; that status, power, and property (which must be appropriately dis- 
tinguished from one another) are the major elements in the composition of 
governmental authority; and that the only governmental form suitable to 
the economic and cultural pluralism of modern large-scale society is 
democracy. y 

All this is of interest to the economist, if for no other reason than that he 
must increasingly take into account the nature and functioning of govern- 
ments if he is to reach intelligent judgments about present or prospective 
economic events and institutions. In the latter part of the book, however, 
the relevance of the discussion for the purposes of the economist is even 
more direct. Here Professor MacIver considers the changing functions of 
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government, and attempts to supply some answers to the paned prob- 
lem of the ‘extent to which economic collectivism can be carried without 
jeopardizing or destroying the democratic political framework. This effort, 
together with some of the author’s prior observations on the role of private 
_property and on the Marxist interpretation of society, warrants some fur- 
_ ther-examination. 

In his discussion of social power, the author points out that while property 
‘-and status are primary sources of power, there are many others which must 
not be left out of account. In the modern industrial world, for example, 
managerial and executive skills are in themselves one of the most important 
sources of power. Governmental power is thus only one of many forms of 
power and is distinguishable from the others mainly in that it is formally 
supreme. With the increasing organization of economic interests in the 
modern world, however, the posts of great power are considerably more 


numerous than before. The government itself is a creature of society, and is j 


therefore subject to the impact of the various other foci of power. The way 
in which government exercises its own power, therefore, depends on the 
manner in which it resolves the clashes among the various other power- 
` wielding interests. 

Professor MacIver declines to accept the thesis of the Marxist, however, 
that economic power is always primary in a capitalist society and that 
political power is merely its handmaiden. Although in the mêlée of these 
clashing interests economic power is always prominent, it is not always the 
exclusive or decisive factor. In the first place, says the author, it is a mistake 

sto talk about “economic power” as though it were a simple and unified 


thing. On the contrary, ‘economic power is multicentered and is the scene - 


of internecine warfare, business against business, industry against industry, 
capital against labor, industry seeking to cheapen agriculture and vice versa, 
primary producer against manufacturer, manufacturer against retailer, 
‘with wholesaler jockeying for position against’ both, domestic producer 
against importer, banker against borrower, white collar class squeezed be- 


‘tween the demands of other interests, and so on through a multifarious . 


jumble of interests” (p. 91). In fact, the economic strength of any group is 
no longer the necessary determinant of its political strength. 

.In support of this statement, the author cites the “relative ease” with 
which powerful economic interests have been defeated in the political bat- 
tles of recent years—notably in the nationalization of industries in England. 
For this reason alone, if for no other, the Marxian thesis has proven in- 
adequate to comprehend “the complex relationship between economic and 


political power” (p. 92). Moreover, even under capitalism, one cannot at- 


tribute to economic power the simple dominance assumed by the Marxian 
-analysis, since “economic power cannot be segregated from other forms. of 
social power as though it operated by itself and sought objectives inherent 
in its own nature” (p. 92). Human beings have goals other than economic 
ones, aS must be apparent, for example, in time of war when nationalistic 
motives too compelling to be explained simply in economic terms constrain 


individuals to act contrary to the dictates of economic interest. Professor _ 
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-MacIver has no desire to belittle the vast importance of economic power; 
his wish is rather “to warn the reader against dogmatic simplifications and 
imposing generalizations that misconceive the complex and changeful play 
of forces within human society.” His conclusion is that no one form of social 
power is absolute (p. 93). 

When he comes to his discussion of property, status, classes, and their 
relationship to government, the author concedes a great deal to the Marxist 
emphasis. It is an exaggeration, he says, to postulate with Marx and 
Engels that the history of states has been nothing more than the history of a 
class struggle which is the immediate driving force in history—‘“‘but it is 
the exaggeration of an important truth” (p. 117). Every system of govern- 
ment sustains a corresponding system of property, and to change the one is 
to change the other. Property rights are legal rights which exist only be- ` 
cause government recognizes and protects them. In this sense, it is govern- 
ment which creates property in any practical meaning of that term—for 
property is not merely the possession of wealth, but the right to control, ex- 
ploit, use, or otherwise enjoy it. And the latter is subject to the will of the 
state which gives it effect. : 

Thus, since the order which every state upholds is an order based funda- 
mentally on the existing distribution of property, any struggle to change ' 
that distribution becomes at once not merely an economic but also a politi- 
cal and social struggle. And the historical fact that property interests have 
always been vulnerable and are frequently on the defensive again negates 
the thesis that economic power is necessarily superior to any other form of 
social power. Moreover, while the economic issue is often the battle cry in 
the conflict of groups or classes, it is never an adequate explanation of such 
struggles since it is the groups which are contending—not simply their 
economic interests. The great task of democratic political organization is to 
effectuate the common interest, and thus to deny to any power group the 
right to impose its will on the rest, while at the same time reserving to all 
such groups the right of influencing public opinion in a direction consistent 
with their own interests. It is the “eternal problem” of democracy, says the 
author, to keep such groups in their place subject to the democratic code 
(p. 221). 

This, of course, raises the familiar problem of whether democracy as a 
political mechanism is necessarily related to any particular form of economic 
organization. The author’s conclusion is that ‘it is misleading and indeéd 
dangerous to identify democracy with any specific creed, beyond that which 
is the congenial and necessary spirit for the maintenance of democratic in- 
stitutions” (p. 206). To speak of economic democracy, or to identify politi- 
cal democracy with economic collectivism, and to say that any system of 
government which does not achieve this is no true democracy, is to muddy 
the terms. “A democracy,” says the author, “may approve a collectivist 
program or may reject it. It is still a democracy, and either way it is taking 
action ‘in the economic sphere.’ ‘The economic sphere’ can never be sepa- ` 
rated irom ‘the political sphere.’ What policy a democracy follows in this 
sphere’ depends on the conditions, and immediately upon public opinion” 
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i (p: 207). Those wh’ lose sight of this fact are guilty of identifying democ- 


- racy with what they would like democracy to do. 


~ The complete independence, of economic policy from the structure of the 
democratic mechanism is qualified, however, when the author comes to a 


.discussion of the functions of government. After looking at cultural and 
_ general welfare functions, he turns to the vital question of the functions of ` 


„economic: control: The main issue of today he sees as between those who 
stand for “economic planning” within a mixed socio-capitalistic system 


(there is no “pure” capitalistic system extant) and those who see no solu- 
tion except through socialization or nationalization of the whole machinery | 
of production. Laissez faire, in view of the growth of great’ and powerful 


. economic organizations and the i increasing severity of the business cycle, is 


no. longer a real contender. This raises two underlying problems: First, 


'- . whether the socio-capitalist state is inevitably moving by degrees toward 


full socialism; and second, whether democracy is compatible with the pre- 


l -ponderance of power which government must wield in a socialist system. 


The author concludes that further extensions of economic collectivism need 
not endanger the democratic system, and, if approved by the majority, 


_need not be'regarded as a perilous advance on “the road to serfdom.” 


Democracy, says Professor MacIver, is clearly compatible with some degree 


- of collectivism, for there is a sizable amount of it in all states at all times, 


At this point, however, he draws a sharp distinction between mere ex- . 
tension of the range of collectivism on the one hand and complete socializa- _ 


. tion on the other. The dangers to democracy arising from the latter are two- 


". fold. First, the total abolition of private property in the means of produc- 


tion “would evoke such an embittered resentment in those who suffered 
the final loss of their property rights that they would become an irreconcil- ° 
able opposition’”—an intransigent minority which, whether tolerated or 


Suppressed, would be a serious threat to democracy. Second, under complete 


economic collectivism, the administrative and executive powers of the 
government would be vastly increased, and the administrative determina- 
tions of a central planning body would be decisive for the well-being of the 
entire community. This the author considers “the more formidable threat 
to the existence of democracy” (p. 357). In a mixed economy there is no 
monopoly of power such as the socialist economy necessarily entails. “In 


the mixed economy every man’s livelihood and his economic position is not 


in the last resort dependent on the action of government. There are re-- 


sistance points at which in the relative independence of their economic posi- _ 


* tion men and groups can take a stand against the encroachments of political 


power. In the socialist economy only the effectiveness of. public opinion 
can curb the excesses of government” (p. 357). 
-If the problem of maintaining the public opinion safeguards could be ` 


l l effectively solved, the danger would disappear. But the very concentration 
.of power in the government, thinks the author, will make it harder to hold 


the cultural liberties that are the mainstay of democracy and the chief 
bulwark against tyranny. His conclusion is not that democracy would find 


. it impossible to survive under a system of complete collectivization, but 


rather that the evolution of democratic processes still has a long way to 
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go before it would be wise to “admit the marriage of the two without the 

imminent peril of a divorce of a kind that would leave collectivism in sole | 
possession of the national home” (p. 358). Since the major objectives can 

be achieved under a mixed economy through economic planning, gòvern- 

mental regulation and the nationalization of such specific areas as call for 

this type of treatment, “it would seem more reasonable to proceed in this 

way than to stake the great tradition of democratic liberty on the entirely 

speculative trust that it could be safeguarded within a new order that 

confers on government so complete a monopoly of power” (p. 359). 

The basic message of the book for those who are concerned with the prob- 
lems of broad political-economic policy today seems to this reader to be 
along the following lines: (1) It is impossible to separate economic and 
political considerations from each other or from the multifarious other 
facets of man’s life in society; (2) while the role of government in our eco- 
nomic life is increasing and must increase, we need to remember that govern- 
ment is not the whole of society and that important values are placed in 
jeopardy if the extension of governmental authority proceeds too fast or too 
far; (3) there are, however, no absolute or inherent limits to the possibility 
of reconciling economic collectivism with political democracy, with the 
actual resolution to be sought in terms of the conditions of the time and 
place—and with the recognition that the experience of no other society is 
wholly applicable to our own; and (4) there is, in general, a certain danger in 
the habit of thinking of the state as the answer to all problems. ‘‘Govern- | 
ment is always a difficult and often a baffling task. It is never wholly suc- 
cessful . . . it can reasonably prosecute its proper tasks only when it enters 
into cooperative relations with many other agencies of the community, in- 
stead of vainly trying to absorb them all. And it must in so doing realize 
that many matters of primary importance to human welfare are not directly 
amenable to its methods of control and should not~be subjected to them” 
(p. 440). 

The book, in short, is a thorough, careful and sincere effort to reassess 
some of these basic problems of our time in the broader setting of the nature 
of societies and human relationships as a whole. If its ultimate impact is to 
enjoin caution on behalf of the more valuable elements of our political and 
economic heritage, it is conservative only in the best sense of that term. It 
does not equate the best political or economic structure with the status quo, 
either conceptually or in terms of practical objectives. It strives only to 
point out the factors which must be taken into account in the effort of mod- 
ern man to fashion of his society and his government instruments which 
will meet the imperatives of today’s world without jettisoning in the process 

„the freedoms inseparable from political democracy. A study of Professor 
MaclIver’s insights, suggestions and conclusions will be highly valuable for 
all those who concern themselves with these problems—whether they call 
themselves economists, political scientists, historians, sociologists, or stu- 
dents of any other of the social “disciplines” whose inevitably interlocking 
interests this volume so cogently demonstrates. 

. VINCENT M. BARNETT, JR. 

Wiliams College 
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. Towards World Prosperity: through I ndustrial and A gricultural Development 
and Expansion. Edited by MORDECAI EZEKIEL. (New York and 
' London: Harper. 1947. Pp. xiv, 455. $3.00.) i 


“Though the needs of peace are large,” concludes Mordecai Ezekiel on 
' the last page of this symposium which he has edited, “they are small com- 
paréd to.the needs of war. The United States:alone has spent on each major , 
war ten times as much as on the preceding war—3 billions on the Civil War, 
-32 billions on World War I, and now 325 billions on World War IL.. 
Compared to what we have spent to win the war, and what another world 
war might cost us, our plans for investment in the peace seem puny indeed.” 
In introductory and concluding chapters the editor sketches the econ-. 
omic effects of the war in world perspective and develops an argument for 
_ world-wide industrialization and economic expansion. The bulk of the book 
‘consists of nineteen chapters on separate countries or groups of countries in 
every part of the globe—Western Europe, defeated Central Europe, Eastern 
Europe and the Soviet Union, the Mediterranean Basin, Asia, the Southern 
` Hemisphere dominions, and the Americas. It is, of course, impossible to 
avoid the standard cliché for a work of this sort: the contributions are of 
. very uneven quality. All give a reasonably good summary of the war’s im- 
pact on the economies of the countries dealt with. Some discuss economic 
.. prospects largely in terms of current .situations and plans at the time the 
chapter was written, without probing very deeply into fundamental prob- 
’ lems. Where this is the case, as in the ‘chapters on China and India, rapid 
political developments have already in some instances seriously outdated 
the material in the interval required for editing, publishing, and getting it 
- under the’ eyes of a somewhat procrastinating reviewer. For example, on 
‘China: “As war expenditures are terminated and as the products of Chinese 
industfy become-increasingly available for domestic consumption and ex- 
port, the wartime inflationary gap will diminish and inflation should cease 
to be such an unmanageable problem” (p. 290). 
Other contributions manage to convey an appreciation of the -deep-lying 


- „factors in the economic position of the area treated, even while discussing 


the current outlook, and such chapters offer more of lasting value. For ex- 
ample, among the chapters that interested me most are “Australia,” by E. 

Ronald Walker, with its illuminating comments on the development of 
secondary, industries, protectionism, the role of government, and the Aus- 
tralian version of the full-employment thesis; Mexico,” by Sanford A. 

Mosk, in which a definite critique of the government’s industrialization 
policy is advanced, pointing to the danger that the internal market may, be 
unable to ‘support industrialization at current and prospective rates of ex- 
pansion unless it is made more selective, with more emphasis on highway 
` and power development and on an agricultural program to increase the- 
buying power of farmers; and “Modernization of Industry in Britain,” in 
which E. M. H. Lloyd diagnoses the economic ills that have subsequently 
come so acutely to public notice and considers the ‘central problem of in- 
creasing productive efficiency. Incidentally, a reading of this essay, written 
just as the Labor government was taking over, should be a good antidote to 


e 4 i ~ 


BOOK REVIEWS ‘ 961 


the superficial view that Britain’s economic woes have been paused by 
“socialism.” j 

The introductory chapters in which Mordecai Ezekiel provides the setting 
for the rest of the volume advance a thesis with which this reviewer wholly , 
sympathizes. The great economic task of the years ahead, above and beyond 
the restoration of devastated areas and the further advancement of the 
more highly developed countries, is “to complete the industrial revolution, 
complete it by spreading industrial opportunity throughout the world, 
putting the means and mechanisms of large-volume modern production, 
agricultural and industrial, into the hands of peoples in all countries and 
aiding them to learn to control and use them wisely and effectively” (p. 19). 
As part of the process of raising productivity in the unmodernized regions 
there must be a large-scale shift from agricultural occupations into industry’ 
and commerce. Ezekiel correctly points out that the construction and 
operation of factories is only one phase of the necessary transformation, 
which also will involve drastic changes in agriculture and must include 
important social changes to match industrial development, if the result is to 
be a real improvement in levels of living. 

The undeveloped areas in greatest need of industrialization, says Ezekiel, 
are Eastern Europe, the Near and Middle East, China, India, Central and 
South America, and Mexico. Some one and one-half billion people, about 
three-fourths of the population of the world, live in these areas. At present 
an estimated 60 per cent of the working population in these countries are 
engaged in agriculture. If the percentage in non-agricultural employment 
were to increase from 40 to 55 this would mean a shift into non-farm em- 
ployment of 60,000,000 people, about as many workers as are in the total 
present labor force of the United States. This is suggested as a sort of target 
for the first postwar decade. The capital needed for equipment, figuring 
roughly $1,000 per worker, comes out at $60 billion. Ezekiel also gives an- 
other estimate of $50 billion for the investment needs of these areas in the 
first postwar decade, arrived at by adding separate estimates obtained from 
experts of different countries at the Bretton Woods conference. About $30 
to $35 billions, he continues, would probably have to come from the indus- 
trialized nations in the form of capital goods, possibly half from the United 

‘States and the balance from England, France, and perhaps eventually even 
from German industry. The share of the needed investment to be provided 
by the undeveloped countries internally might total $25 to $30 billions. 
U. S. equipment exports for industrialization might run $2 billion to $3 
billion a year, which is considerably higher than prewar but nothing like 
the rate of wartime shipment. “In fact, the rate of U. S. shipments of fight- 
ing stuff at the 1944 peak could provide the materials to industrialize all the 
backward nations of all the world in a single year—if its composition could be 
magically changed ... ” and if it could be assimilated that rapidly. 

The timing envisaged in this sketch of “Industrial Possibilities Ahead” 
seems to me to err on the side of expecting too much in the first decade after 
the war. One reason appears to be that, like many other discussions of econ- 
omic modernization in “backward” countries, this one is focussed too 
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sharply on the capital’ and equipment side of the problem. Bringing the 
industrial revolution to undeveloped countries of dense population—and the 
greatest part of the unfinished business of the industrial revolution is in 
densely settled countries—is mainly a massive problem in human education 
and social adjustment. Capital and equipment are important, but the limit- 
ing factor in their fruitful employment is likely to be the speed with which - 
changes can take place “in the minds of men” (to quote the UNESCO 
charter). From this point of view, it would be better to measure the size of 
the task of economic modernization in terms of the number of persons that 
have to be trained up to various levels of technical and administrative skill 
and the speed that can be made in that job, rather than in terms of the 
number of billions of dollars of capital equipment which has to be installed. 
And, of course, technical training is only part of the problem of economic 
modernization on the human side. 

As indicated above, the chapters on individual countries are in some re- 
spects bound to become outdated rather soon. Nevertheless, they do provide 
a handy background survey of wartime changes and immediate postwar 
situations, When used in conjunction with more recent data, the book as a 
whole should be useful to economists in interpreting problems now before 
the American people, especially proposals for cooperation in world economic 
reconstruction and development now being debated under the heag of “the 
Marshall plan.” 

i EUGENE Sites 

San Francisco, California 
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Au-delà du Capitalisme. By Perre DIETERLEN. (Paris: Presses Univ. de 
France. 1946. Pp. 458. 500 fr.) 


‘Beyond capitalism is capital; and beyond mercantilism and classical 
economic doctrine there must be a “common denominator” which, “resolv- 
ing their antimony,” will provide a formula applicable to all economic ` 
- societies. The first two parts of this book are an. effort to find the formula. 

While in many respects incomplete, the theory as developed is original and 
provocative. 

Capital, according to the author, is created “by consenting to the use of a 
present service in exchange for the prospect of a future service.” Time 
elapses between supply, or loan, and compensation. Capital, being ‘‘in the 
last analysis nothing more than non-instantaneous exchange, the theory of 
capital is nothing more than a theory of non-instantaneous exchanges” 
(p. 22). By analyzing exchanges into three time-phases, initial, intermediate 
and terminal, the author moves without loss of continuity from static 
economics to the dynamics of disequilibrium, and, because financial data 
permit combination and summation of individual situations, from the ‘“ec- 
onomic microcosm” of the firm to the global “economic macrocosm,” 

_ _ Financial disequilibrium exists in the intermediate phase of exchange in 
which we live and work, and is roughly measured by the volume of debt.. 
Money is not, as Mill thought, neutral, but the source of disequilibrium. In 
the final phase—the very long run, when capital has not only been created, 
_but also used up, completely amortized—equilibrium is, or would be re-estab- 
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lished, by the extinction of debt, by repayment if the capital was used pro- ' 
ductively, or, if it was used unproductively, by destruction of values. Thus 
inthe very long run, price equals cost, and Walras’. equations hold true. 

With his eye particularly on the experience of France in the period 
between the two world wars, the author analyzes the factors which lead to 
economic collapse. The “breaking point” is reached when the excess of debt 
(above what can be repaid) attains such magnitude that it encompasses the 
entire economy, “an hypothesis which, twenty years ago, would have 
seemed absurd,” This unhappy evolution is explained by the following five 
factors, or “conclusions,” which the author draws from the preceding an- 
alysis (pp. 115-16): (1) the factors which cause financial disequilibrium tend 
toward its indefinite increase; (2) financial disequilibruim generates succes- 
sive rises and falls of prices; (3) the fall of prices determines the breaking 
point; (4) only productivity operates to prevent “this triple consequence”; 
(5) “The fact that the breaking point is reached is proof of the predomi- 
nance of unproductive markets.” 

Productivity then is the key to the economic puzzle. Productivity, which 
is not the same as profitability, is the “ability to create a product which can 
find a market” (p. 88). Capital is used productively only if its products or 
services are, (1) effectively created, and (2) find a market or sale, which 
replaces the original value of the capital. A “normal,” or healthy economy, 
is distinguished from a ‘‘crisis’” economy by the predominance in the former 
of productive markets “which permit a spontaneous and quasi-continuous 
reabsorption of creative indebtedness,” and in the latter of unproductive 
markets (p. 135). Even in a normal economy there are unproductive uses of 
capital, and therefore “moments of monetary tension”; but if unproductive - 
markets do not predominate, the purging is effected without unleashing the 
crisis in full extent. Meanwhile the size of the public debt and its growth, in 
such a country as France, give an approximate idea of mie extent of financial 
disequilibrium. 

At the “breaking point,” irrecoverable indeitedieas’ is eliminated “more 
or less brutally.” Devaluation is a purge “without pain”; but, while it cures 
momentarily the disequilibrium of the financial “superstructure,” it leaves 
the economic base as unproductive as it was before the crisis (pp. 127-28). 

In Part II, Dieterlen is concerned with the relation of capital to other 
phases of economic life, particularly savings, credit and profit. The profit of 
capital is the value of the product, over the entire life of the capital, minus 
all costs of production including the subsistence of the owners of the capital. 
“The cost of capital, in the sense in which it is here understood, is the in- 
come which the capitalist requires to provide his subsistence and without 
which he would be forced to disinvest this capital” (p. 230). Considering 
“global” aggregates, the author postulates a “fourfold equality of credit, 
investment, profit and consumption,” a “tautology” wherein, “beyond the 
instantaneous equilibrium of the statics of Walras, dynamic equilibrium is 
ultimately attained” (pp. 268-69). 

In the third part of the book, the author discusses the “Transformation 
. of Capitalism,” its “uncertainty, disorder, weakness” in the present “Period 
of Anxiety.” 4 
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The two poles of economic organization are pure competition’ and inte- 

gral planning. Liberal capitalism depends on perfect competition and the 
discipline of the market. But changing modes of production—in particular 
the extension of markets beyond “the stature of man’”’—determine changes 
_in economic ‘organization; specifically the increasing intervention of the 
state. “The economic role of the State grows because the number of eco- 
nomic operations which are not directly profitable, but none the less indis- 
pensable multiplies ....To deny this is to state that the problems of fi- 
“nancing in a world which is lighted by systems of electricity representing 
. investments of billions are the same as the problems of financing in the day 
of candles” (p. 351). 

After the. transformation of MEA and the state, Dieterlen considers 
` the “transformation of man,” more specifically the capitalist. The possessor 
of capital today seeks security, the preservation of his capital, whereas he 
once in the pursuit of profit creatively accepted risks. Thus the function of 
production devolves largely upon the state, while individual enterprise is 
relegated to the interstices of economic life. Capitalism in short, as we knew 
it, is dead; but the existence of capital is not dependent on capitalism. 

` There is a distinct dichotomy between the first two parts of the book and 
the final part. The author says that the earlier. parts are a “basis” for the 

final part, but may be omitted by the reader who is “hurried,” or repelled by 
their “dryness.” Are they, then, a basis or rather an appendix to the main 
theme of the book, where the author boldly emerges from his ivory tower to 

“think with his heart”? : 

In his introduction, Dieterlen asics either apologetic or. pejorative pur- 
‘poses. He points out that Keynes, though one of the first to recognize that 
. the age of (economic) liberalism was past, thought in a climate which was 
specifically British, ‘destined within a brief period to be profoundly 
changed” (pp. 8-9). In not dissimilar manner, the author’s own thought is, 
. in this reviewer’s opinion, colored by the political and economic climate of 
France between the’ wars; of a time and place, that is, where capitalism, 
beaten by.the storm of one war, cowered apprehensively before the oncom- 
ing greater fury. The mood of the book is nostalgic, and the author’s thought 
heavy with the conviction that capitalism really is dead. ` 
-~ It is not possible to disagree with the author’s claim that, in his search 
for a “pragmatic of disequilibrium,” he has studied the history of the last 
decades. In fact he is overwhelmingly influenced by the experience of France 
in the years 1920 to 1940; and his discussion in Part IT, for all its spirit of 
compromise between “integral planning” and vestigial individualism, is, I 
think, essentially exhortation and prognostication; to which the analysis of 
the earlier sections appears to be a posteriori foundation for conclusions 
formed when the author was “thinking with his heart.” This judgment is 
intended in no way to deny the interest or value of the theories developed in 

the earlier chapters. 
`. In view of the extended horizons of the author’s theoretical and practical 
conclusions, it seems meaningless to quarrel with minor errors, as for in- 
stance the statement that, under perfect competition, the sale of a product,. 
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if produced without use of credit at reduced cost, will exercise no influence 
on prices or on the total quantity sold (p. 237), or that “the bourgeoisie is a 
specifically European phenomenon, .... There is, speaking exactly, no 
bourgeois in the United States” (p. 310, footnote). i 

More objectionable is the basic if perhaps unconscious assumption of the 
` author of the ineluctability of historical, including economic, development. 

Finally I would take exception to the author’s definition of “economic 
liberty.” Economic liberty, he says, consists ‘in the deepest sense of the 
term,” not so much in juridical rights of property as in the “liberation from 
material servitudes. ... From the point of view solely of economics, from 
which we should view this, the essential is not the right of property, but . .. 
the power to enjoy it. What counts is that men consume. ... I am more or ` 
less free according as I earn my daily bread more or less painfully” (pp. 
444-47), : 

It is easy to understand that in a France and in a Europe which is hungry 
the question: whence my daily bread? is vastly more urgent than the tradi- 
tional problems of the individual versus the state. But that still does not 
mean that that man is free who has enough to eat. There is still a birthright 
of liberty, particularly in the classic land of its pronouncement, and a mess 
of pottage. Whatever its merit, however, the author’s concept of liberty, as 
well as his deterministic view of history and his opinion that capitalism has 
lived its day are all evidence of a deep conviction which gives this book its 
vigorous—and polemic—flavor. 

C. W. EFROYMSON ` 

Butler University 
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America’s Needs and Resources. A Twentieth Century Fund Survey. By J. 
FREDERIC DEwHurRST and associates. (New York: Twentieth Century 
Fund. 1947. Pp. xxviii, 812. $5.00.) 


It is a familiar parlor pastime to concoct fantastic animal pictures by 
using a head drawn by one person, a body independently drawn by another, 
legs by another, and so on. Multiple authorship of books all too often yields 
a similar product. When the book has the length and scope of the one here 
under review, integration taxes the capacity and tact of any one individual. 
Dr. Dewhurst’s success in this connection is attested by the fact that this 
volume, embodying the direct contributions of nearly fifty persons over 
three years’ time, gives the impression of having been conceived and 
written by a single author. The style is uniform, the central purpose clear 
and the structure of statistical estimates fits together in an intricate but 
mainly consistent whole. 

The survey is built around a forecast of possible production and consump- 
tion patterns for the United States in 1950 and 1960. Several distinctive 
features, however, give it a special place among the many “predictions,” 
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“goals,” and “models” which have been developed 4 in ‘the past few years. 
The Twentieth Century Fund study is not primarily an attempt to gauge ` 

_ ‘the maximum: possible output of our resources under high-pressure: condi- 
„ tions ‘like those of 1941-45 or under really full employment. Consequently 


` its estimates are lower than some others which have been based on “‘capac- `, 


. ity” output. On the other hand, the present.study gives more than a pro- 
` jection of the trend of performance of a chronically under-utilized economy. 
Its results, consequently, come out higher than estimates based on an aver- 
‘aging of prosperity and depression according to past experience. The ap- © 
. proach here, in the words of the survey itself, is “to assume a level of employ- 
ment and economic activity comparable to the high plateau actually, i 
maintained through the late 1920's.” Those who are skeptical concerning - 
our ability to match the performance of the Coolidge era in terms of utili- - 
zation of resources are warned not to regard the Twentieth Fund figures as 
. forecasts. 
Impressive statistical detail is another distinctive feature, to wdc it is 
difficult to do justice in a brief review. In addition to estimates of popula- 
' tion, labor force, employment, working hours, productivity, savings, and 
overall spending by. individuals, business, and governments, separate ' 
` figures are given for 1950 and 1960 for subcategories of current consumption . 
expenditures, public and private capital expenditures, general government 
expenditure, and international payment items, Nearly ninety different 
subcategories of consumer expenditure alone are estimated. Estimates are 
_. shown generally both in current dollars and in deflated form, with data for 
‘earlier years through 1944 presented for comparison. 
The most noteworthy feature of the study is its ambitious attempt to` 
_ compare “demand” (expected expenditure under the indicated assumptions) 
with- “needs.” As the title indicates, a primary aim of the study 1 is to find 
` out how close we may come in 1950 and.1960 to the’ provision of adequate 
“consumption standards for all. Finally, the survey examines the possible 
limits of further expansion of output under emergency conditions. i 
_ The principal findings of the study are worth summarizing here. Popula- 
tion and the labor force will continue to expand, but at a diminishing rate, 
through 1960. Since only 5 per cent unemployment is assumed for 1950 and © 
1960, the number of people at work in those years will be 122 and 128 per 
cent, respectively, of 1940 employment. Continued shortening of the work- 
` ing week, however, will mean that the annual input of man-hours in 1950 
. will be only 15 per cent greater.than in 1940. In 1960 it will be even less than 
- in 1950. 
The greatest uncertainty attaches to the estimate of future trends- in | 
-output per man-hour. The survey assumes that productivity will rise at the 
` rate of 18 per cent per decade in the 1940’s and the 1950’s. This is simply 
the average rate of increase over the period 1850—1940, and was considerably 
exceeded in the 1920’s and the 1930’s, On this perhaps conservative basis, 
national income in real terms will surpass the 1940 level by 37 per cent in 
_ 1950 and 57 per. cent in 1960. Real consumer expenditures: will exceed | 
those of 1940 by 34 per cent in 1950 and by 55 p cent in 1960; total capital ` 
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expenditures and nearly all iuieganes of government spending will increase 
at a more rapid rate still. By 1950, public spending by all levels of govern- 
ment will be at twice the 1940 rate after adjustment for price changes. , 

Estimated consumer expenditure is broken down into categories in 
accordance with past trends and relationships of parts to the whole. Growth 
will be most rapid in expenditures for recreation, household equipment and 
operation, and consumer transportation; while religion and private social 
welfare, housing and utilities, private education, and medical, insurance and 
death expenses will increase least rapidly. ' 

All major categories of public expenditure are expected to be considerably 
_ above prewar levels with the exception of welfare payments; the anticipated 
decrease there will be more than offset by increased social insurance out- 
lays. 

In estimating capital expenditures, the investigators have assumed the 
persistence of a long-term downward trend in the ratio of aggregate capital 
outlays to gross national product. This ratio is assumed to be 16 per cent in 
1950 and 1960, which is below the ratio of the 1920’s but above that of either 
the 1930’s or the year 1940. Total capital expenditures are assumed to show 
a functional breakdown similar to that of 1929 (65 per cent in productive 
facilities, 26 per cent in consumer construction, and 9 per cent in develop- ` 
mental works), but a much larger proportion of the total will represent 
public investment. 

The balance of international payments assumed for 1950 and 1960 in- 
volves net credits on account of merchandise trade, interest and dividend 
receipts, and shipping and freight charges, balanced by net capital outflow 
at the rate of over a billion 1940 dollars per year plus travel expenditures, 
remittances, and contributions. It is pointed out that increased exports and 
inflow of returns on past investments will require increased imports, but the 
survey does not expect an “unfavorable” merchandise balance of trade. 
Continued net investment abroad, plus increasing net expenditures on 
foreign travel, are expected to provide the rest of the world with the 
dollars necessary to buy our excess of merchandise exports. 

For each category of consumer expenditure, minimum standards of need 
based on the judgment of recognized specialists in the field have been used. 
The estimated deficiency of “demand” below needs is the amount that 
would be required to bring all substandard consumer units up to the mini- 
mum standard, while leaving unchanged the consumption of those above 
the minimum. 

This gauging of needs is naturally the least objective and most contro- 
versial part of the analysis. As the survey states, “a ‘minimum standard of 
living’ in the twentieth-century world is a social concept rather than a 
physiological one.” In a number of expenditure categories such as liquor and 
tobacco, jewelry and personal care, domestic service, financial and legal 
expenses, informal education, contributions to political organizations and 
foundations, consumer transportation, gas and water, and remittances 
abroad, no attempt has been made to distinguish between effective demand 
and needs. 
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In absolute magnitude the largest prospective deficiencies are found in 
food, housing and health expenditures. Household equipment and operation 
and clothing show considerably smaller deficiencies. Between 1950 and 
1960, the food consumption deficiency will be reduced from 5.5 to 3.8 
billion 1940 dollars and the housing deficiency (ascribed in large part to the 
lag in construction during the War) will fall from 2.9 to 1.6 billion. 

` The survey makes the assumption that the percentage deficiency in 
` productive facilities as a whole is the same as the percentage deficiency in 
_ finished consumer goods as a whole. This is equivalent to assuming that any 
- program of boosting the expected 1950 or 1960 production to meet needs 


more fully could not reckon on any further improvement in utilization of , 


productive capacity. 

Estimated real gross national product in 1950 would have to be increased 
by 13 per cent to meet minimum needs, but by 1960 the deficiency will have 
narrowed to 8 per cent. This calculation assumes, of course, a fixed concept 

~of “minimum needs” though as income rises it is to be expected that our 
ideas of what constitutes an adequate minimum standard will also be 
revised upward. 

The study addresses itself further to the question of how much output 


might be increased over the expected levels under emergency conditions. - 


Here the experience of 1940-44 is relevant, and is examined in detail. In- 


those four years the national product was doubled; but this did not reflect. 
any increase in man-hour productivity at all. After allowance is made for . 


price changes, the real increase was only about 55 per cent, which is fully 
accounted for by increased employment and longer working hours. The 
expected 1950 gross national product of 134 billion 1940 dollars under “‘nor- 
mal’ conditions could be expanded in an emergency to 182 billions by in- 
creased labor-force participation, by cutting unemployment to 1 per cent, 
and by lengthening the working week from 40.8 to 47 hours. Such a level of 
gross national product far exceeds the wartime peak and also the total of 
1950 “needs.” Presumably, however, it could be attained only by stringent 
controls of the wartime type, and if a large part of the product were for 


`- military use it might not suffice to bring civilian consumption up to the © 


-minimum for all groups. 

The only way in which the goal of minimum needs might be attained 
under “normal” peacetime conditions, then, is through a more rapid ad- 
vance in productivity. If ‘output per man-hour were to rise not merely 18 


per cent per decade, but about 30 per cent per decade—which it did in the. 
period 1920-40—our output of goods and services in 1950 would be large’ 


enough to reach the goal. It would still be necessary, however, to direct all 
the additional output into the proper forms and to see that none of it got 
into the hands of consumer groups already at or above minimum levels. 

One may expect that this book, or at any rate its summary and conclu- 
sions, will reach a wide audience. This justifies the emphasis it places upon 
certain basic findings and interpretations which will have less novelty for 
professional economists than for the general public. Few of the former group 
will be startled to hear that the national output increased by 27 times 
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between 1850 and 1944; that productivity remained stationary during the 
War while total output rose in proportion to a large increase in man-hour 
input; that the leading factor in our greatly increased productivity over the 
long run has been the harnessing of more and more energy from mineral 
sources; that shorter hours go hand in hand with higher income; that over 
the long run “it is only through technological disemployment that material 
progress is possible”; or that increased exports must be balanced by in- 
creased imports, more investment abroad, or more foreign travel expendi- 
ture. š 

The professional reader, whether interested in the operations of the 
economy as a whole or in the prospects of some particular industry or sec- 
tor, will fnd this volume an invaluable reference book. The 225 tables in the 
text, and the 32 technical appendices elucidating such points as the con- 
struction of a deflating index for government expenditures, provide an 
extraordinarily comprehensive and well-indexed compilation of basic_ 
economic data and estimates from 1850 to 1960. 

Even this survey does not, of course, cover everything. There is little or 
no discussion of appropriate measures for maintaining the 95 per cent 
employment which is assumed, and no detailed analysis of the relation ‘of 
investment or fiscal policy to aggregate income. Nor is it explained how 
increases in aggregate output may best be directed into the correct forms of 
output and to the correct consumer groups for economical fulfilment of the 
“minimum needs” goal. The Leontief system of inter-industry input-output 
relations is not used to build up estimates of the production of intermediate 
products; in fact, so far as this reviewer could discover, that technique is 
not even mentioned. These omissions, however, are cited not by way of 
criticism but to indicate more clearly to the reader the boundaries of the 
survey’s coverage. 

Critical comment is in order, however, on the survey’s account of the 
way in which the elaborate interlocking patterns of the 1950-1960 high- 
employment economy were built up. As one traces the methods, it is clear 
that the initial set of estimates of consumer, business, and government. 
expenditure could not have yielded (unless by sheer coincidence) a total 
consistent with the initially assumed levels of income, output and em- 
ployment. There must have been a discrepancy one way or the other, 
which was then closed by revising some of the initial estimates. Other 
builders of full-employment models (for example the National Planning 
Association and the Bureau of Labor Statistics) have generally closed their 
gaps in full view of the spectators, and have even presented a choice be- 
tween adjustment by higher investment or adjustment by increased con- 
sumer spending. The Twentieth Century Fund study, by glossing over the 
whole procedure, will mislead many readers. The sophisticated reader will 
naturally wonder which of the stated projections of expenditures, invest- 
ment, productivity and so on have been “forced” into consistency, and how 
great departures from the initial projections of past relations were entailed. 

Further problems of internal consistency are involved iri the projections 
of rates of output in selected industries, presented in the chapter on 
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“Industrial Capacity. ” These estimates give the impression de an after- 


-` thought, and no attempt has been made to reconcile them with the rest of 
the statistical structure or with one another. At separate points in the 
volume, for example, one finds future estimates of (2) domestic expenditures 
for electricity, (b) total electricity output, and (c) plant and equipment out- 
_ lays by electric utilities. Each is quite independent. Further, in the table 
.on page 636, it is surprising to find steel production slated for a smaller 


increase of output over 1940 than any of the listed industries which account ` 


for significant proportions of steel consumption. Many such apparent in- 

consistencies appear without comment. In the absence of any’ explicit 

recognition of inter-industry output relations, and relations between invest- 
_ ment outlays and capacities, it might have been better to omit the projec- 

„tions of industry outputs altogether. 

: Epcar M. Hoover 
Washington, D. C. i > 


l National Income: A Summary of Findings. By Simon Kuznets. (New York: 


. Nat. Bur. of Econ. Research. 1946. Pp. 144. $1.50.) 


Simon Kuznets, ore of his associates has said, is an extremely paien 
man—impatient at the detailed statistical grubbing which has necessarily 
been a part of his pioneer work in preparing national income estimates; 
impatient to be at the job of analysis. If so, he must have greatly enjoyed 
, writing NW ational Income: A Summary of Findings. 

In this slender volume Kuznets presents statistical crystals precipitated 
from the national income data developed by the National Bureau of Eco- 


nomic Research during its existence, and from National Industrial Confer- ' 
` ence Board data, Federal income tax returns, and the income distribution - 


. studies of the National Resources Committee. He manipulates his crystals 
-ingeniously to‘reveal new relationships, and speculates on the meaning of 
- the patterns he portrays. 


Part I, “Structure, 1919-1938,” deals mainly with the distribution of > 


-` income. For example, table and text analyze the percentage distribution of 
total income payments and of each type of’ income payment between the 
` upper 1 per cent and the upper 5 per cent of income recipients (based on 
federal income tax returns) and the lower 95 per cent. Again, table and text 
- discuss the percentage distribution among types of income of the total 


income originating in each of four broad industry groups: those composed ` 


‘predominantly of unincorporated firms, of private corporations, of semi- 
public corporations, and of public enterprises. The distributions differ 

` significantly; Mr. Kuznets speculates concerning the reasons for the differ- 
` ences. 


Unfortunately, i in each of these two analyses, the distifbution presented . 
\is the average for the twenty-year period 1919-38. Such averages may’ 


conceal significant characteristics of prosperity on. the one hand and de- ` 
pression on the other, and it is difficult to know what the hybrid average is | 


representative of. Yet the analysis as presented is of considerable value. 
. The final sections of the chapter study the complex of factors inflyencing 
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the 1934-36 distribution of income between families—a complex “made up 
of regional, community-size, occupational, industrial, and noneconomic 
(race, nativity, etc.) group differences.” 

Perhaps the most striking feature of Part II, “Long Term Changes, 1869- 
1938,” is a breakdown of the increase in real national income from 1869 to, 
1938 into parts attributed to increase in employment, to shifts from low- 
to high-output industries, and to intra-industry increases in productivity. 
The method used in deriving the breakdown is ingenious, but possibly 
biased, and certainly subject to a considerable margin of error. On the basis 
of this analysis, Mr. Kuznets concludes that there is a declining secular 
trend in the rate of increase in productivity, and that the rate of increase in 
productivity as well as in output fluctuated in three distinct cycles between 
1869 and 1938. Mr. Kuznets’ data are for overlapping decades, the source 
materials being too crude for annual averages: According to those data, 
productivity increased at an extremely rapid rate during the twenty years 
following the Civil War. The rate of increase then fell, and remained low for 
a decade or somewhat more, rose to a new but lower plateau at and follow- 
ing the turn of the century, fell again, remained low during the decade 1910— 
20, rose after World War I to a plateau lower than either of the two earlier 
ones, and fell again in the 1930’s. Through the data for 1869-1928 (ignoring 
the 1930’s), Mr. Kuznets draws a declining trend line. 

The last statistical section, Part III, lays bare the anatomy, as Mr. 
Kuznets sees it, of the five cycles in business activity which occurred be- 
tween 1919 and 1938. Illustrative of the material presented are analyses of | 
the secular trend in the amplitude of the cyclical swings, and analyses of the 
dffferences in amplitude among industries, among types of payment, and 
among upper- and lower-income groups. Cyclical changes in the share of 
income going to upper-income groups, Mr. Kuznets concludes; are due to 
changes over cycles both in the relative size.of various types of income, and 
in higher-income groups’ share of a given type of payments. 

Part IV discusses basic assumptions underlying national income esti- 
mates, and suggests the directions in which future work must move. Under . 
the former rubric, it analyzes penetratingly the general distinction between 
nei and gross in income measurement; discusses specifically the use of 
national income versus that of. gross national product; explains why national 
iùcome is not an unqualified measure of welfare; and summarizes the con- 
ceptual barriers to comparisons of real income over time, over space, and 
among industries. 

My references to the scope of the book are illustrative, not exhaustive. 

- Yet so concise is the presentation that the text, including tables and index, 
occupies only 144 small pages. Occasionally, though not so frequently as in 
Mr, Kuznets’ earlier works, the conciseness is purchased at the price of easy 
reading: the phrasing is sometimes too elliptical to be easily understood. 

To the economist well acquainted with national income data, this small 
volume will give new insights. To the economist with an analytical bent of 
mind, and with a general knowledge of national income concepts but with- 
out detailed acquaintance with the data, the volume will give a stimulating 
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i TEE to ie field. But the latter reader should be warned not to 


-accept on faith the conclusions presented. In my judgment the concepts 
used: are not always those best suited to the analysis, and some of the con- 
clusions are’ no more consistent with the data than are alternative and 
sharply differing hypotheses. 

One example, among several, of a concept ill-conceived for the purpose at 
hand ‘is the definition of consumer purchases of goods and services as in- 
cluding services purchased from the government—personal taxes being 
regarded as the purchase price. This is a part of the elegant scheme by which 
Mr. Kuznets forces measurement of the value of government output into 
strict analogy with measurement of the value of private output. But, letting 
this elegance carry him away, he compares the cyclical fluctuation in the 
flow to consumers of services so defined, with the cyclical swings in the flow 
of goods to consumers. ‘Surely such a comparison, which lumps consumer 
purchases of services in the market with consumer tax.payments in one 

. category, obscures rather than reveals the cyclical behavior. 

Among the more precarious of the conclusions drawn is the qne which is 
central in Part II—that since 1869 productivity has increased at a secularly 
declining rate. A slightly altered analysis leads to a significantly different 
conclusion. The.average rate of productivity increase in the economic 
system as a whole is always low during depression, because of ‘‘private 
boondoggling”—-unproductive activities engaged in by individuals with no 
alternative but total unemployment. This accounts for the low rate of pro- 
ductivity increase during the period between about 1883 and 1897. The 
increase in productivity from this period to thé decade 1900-10 was only ` 
in part a secular advance, primarily it was a cyclical phenomenon. To 
eliminate the cyclical effect and estimate the true secular rate of increase, the 
average increase during the four overlapping decades:centering on 1889~ 
1904 may be calculated. The average increase for this period is found to be 
no greater (strictly speaking, one-tenth of one per cent per year greater) 
than during the 1920’s. Thus absence of any secular decline in the rate of, 
‘productivity increase is suggested. The rate of ‘increase during 1910-20, | 
which was not a depressed period, was, however, lower. 
` The entire theory of secular decline thus rests upon the spectacular rate - 

of growth following the Civil War, and the puzzling and interesting retar- 
dation during the decade following 1910. With the evidence reduced to this 
limited basis, the theory which Mr. Kuznets advances with considerable 
confidence, and on which he bases momentous judgments concerning the 
future, ‘should not be dismissed; but it must be regarded as at best a very 
tentative hypothesis. 

A final critical comment: in his discussion of methodology in Part IV, 
Mr. Kuznets commits one oversight which, in view of his high standards of 
thoroughness,.puzzles me. In discussing the use of gross national product 
(as opposed to national income), he completely omits reference to one con- ' 
sideration which many advocates of the general use of gross national product 
regardřas one of its strongest justifications: the belief that while gross na- 
- tional product contains duplication, it provides a better measure of the year- 
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to-year or decade-to-decade change in true national income than does the 
series called national income. 

Whatever the merit of these and certain other strictures which I would 
advance, they serve to illustrate one of my two basic comments concerning 
the small volume: a number of the analyses and conclusions so brilliantly 
presented are subject to challenge. The other basic comment is that no 
student of national income can afford not to read and study the volume. 


Everett E. HAGEN 
Washington, D. C. 


The Indusirial Study of Economic Progress. By Hmam S. Davis. (Philadel- 
phia: Univ. of Pennsylvania Press. 1947. Pp. viii. 187. $2.75.) 


Graduate students of economics and their counselors will appreciate this 
manual for the planning of industry studies prepared by the director of the 
justly celebrated Industrial Research Department of the Wharton School. 
Much of the past investigation of individual industries, whether by univer- 
sity or governmental agencies, has been singularly uninspiring. The reader 
of these products constantly finds himself asking “So what?” The staff of 
the Wharton School evidently felt the same way. To meet their need Pro- 
fessor Davis has attempted to provide a significant common denominator 
for such studies by this ‘‘general statement of the concepts, methods and 
objectives of a systematic study of economic progress” which can be fol- 
lowed in representative industries. 

Basic to the idea of economic progress—although not co-extensive with 
the idea—is the concept of increasing efficiency in the use of scarce resources. 
But which resources: factory labor? all labor? management effort? land? 
capital equipment? savings? mechanical energy? or all of these together? In 
tackling these issues (Chap. IV), Professor Davis criticizes as an oversimpli- 
fication the common use of factory employment or man-hours as the divisor 
of output. He favors the concept of “costs at constant prices,” as advanced 
by Copeland, Martin and the Committee on Price Determination of the 
National Bureau of Economic Research (1943). He acknowledges however 
the difficulty of finding adequate price deflators and actually proposes a 
series of multiple ratios of output to each of the distinguishable cost factors, 

At this point appears one of the troubles with this proposal for an over- 
all plan of industry studies. Although the author leads with a general defi- 
nition of economic progress, he follows immediately with the chapter on the 
measurement of efficiency before making any more specific statement of the 
various fruitful purposes of industrial research. Consequently, the very 
wise discussion of measuring efficiency proceeds in somewhat of a vacuum. 

For the purpose of measuring and explaining economy in the use of human 
labor, a ratio of output to man-hours is quite appropriate—as is tacitly 
acknowledged when this ratio is advocated as one of the multiple sets of 
ratios which should be obtained. To some economists, the ratio of output to 
labor input will continue to be the key test of industrial efficiency—with 
appropriate calculation or allowance for the labor embodied in the capital 
equipment used in each productive process. Other economists may be in- 
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qed in the economy of equipment, energy, land or EEE But 3 
these are all diferent problems and Hik industrial researcher cannot wee 
-a choice of objectives. 
` Why not solve the whole obie by taking account of àll industrial 
costs as they occur? One difficulty, of course, is ‘the fact of fluctuating 
prices. To meet this difficulty, the recommendation is to deflate if you can. 
‘A more basic problem is whether labor and non-labor costs ever can be 
equated satisfactorily. The only guide we have is the relative market prices 
' for the -various instruments of production. Whether ‘these market-price 
ratios really measure the true costs of the factors of production i is one`of the 
< great questions of economics. On the whole, this,question is passed over by 
Professor Davis. 
. In spite of its preoccupation with an overall measure of efficiency; this 
guide for industry studies should prove extremely valuable to economists, 
` It stresses the need for going far beyond mere description—into the expla- 
~ nation of the conditions of efficiency, the conditions of re-employment of 


released resources, the- possibilities of sharing the benefits of increased - 


efficiency. and the social costs‘of industrial progress. Anyone who plans to 
` undertake a piece of industrial research ought to check his plans against the 
-issues raised in this book. While there is no attempt to bring together the . 
. findings of past studies, the most significant ones are dealt with in the course 
\ of the discussion and in the excellent selective bibliography. A unique classi- 
fication of representative industries is provided in the appendix; but there 
is no topical index. ai) 
Bohs aes oon N. ARNOLD TOLLES 

' Cornell University ; 


Business Cycles and Fluctuations 


E For Profit—-A Technique for Business Management. By WILSON 
Wricut, (New York: Wiley. 1947. Pp. vi, 169. $2.75.) 


In this book Wilson Wright describes the methods he has used at the 
Armstrong Cork Company in preparing forecasts for company planning. 

- “The description is intended to outline the different economic factors which 
should be considered in making forecasts, how information on these factors 
‘can be organized, where data can be obtained, how forecasts may be de- 
veloped, and how these estimates can be made useful” (p. 9). These clear 

` and practical objectives are achieved in a competent and thorough fashion. 
--At the same time, the author makes a timely, calm, and. disciplined con- 
tribution to the neglected task of applying economic theory to the de- 
velopment of a program of individual firm action for dealing with cyclical ` 
fluctuations. : 

~ The analysis begins with a discussion of the factors which have made 
' economic forecasting more widely used in business, the nature of the fore- 
. caster’s tools, a general description of the kinds of forecasts and their appli- 
` cation and an examination of the factors determining sales and profits. The 
Bernal processes of preparing the forecast are introduced in terms qf pre- 
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paring an “‘estimate of the economic situation” determining the state of con- 
sumer and producer expectations and the degree of tension or divergence 
from equilibrium (not precisely in the economics principles sense). 

There follows a useful description and analysis of a number of statistical 
series. The sources, organization and application as well as their limitations 
are presented. The coverage of available data is comprehensive and their 
interrelationship well considered. 

The need to think of the probable actions of competitors is indicated and 
methods of doing so are offered. In measuring the effects of inter-industry 
competition, he suggests the correlation of particular product sales with 
some measure of general demand and the projection of regression curves 
fitted to the deviations arranged in chronological order. 

With regard to the business cycle Mr. Wright concludes there is more than 
one kind, there is no rigid periodicity or rhythm, and “the only common mo- 
tivating factor i in all business cycles is human expectation which, in turn, is 
affected by both reason and emotion” .(p. 82). He separates the short- and 
long-term cycles.-With regard to the former he believes, ‘‘On the basis of 
experience, it may be assumed that enough business managers in the econ- 
omy will grow over-optimistic regarding the prospects for their businesses 
over the course of 24 to 36 months of rising activity to produce an appre- 
clable amount of disequilbrium in the economy, and, during the same period, 
consumers will acquire what they consider to be temporarily adequate stocks 
of commodities” (p. 84). 

He suggests determining an approximate level of equilibrium for a 41- 
month period, determining the degree of tension after an 18- to 24-month 
rise and then looking for events that will precipitate a decline. Related ob- 
servations are made with respect to a rige after a decline. 

In forecasting the long-term cycle—ten to fifteen years—emphasis should 
be placed on “the volume of investment in fixed assets by business enter- 
prise and all factors bearing on this matter...” (p. 87). The factors in- 
fluencing the duration and those initiating changes in the direction of the 
movement are considered. 

A chapter unusual in books on business forecasting is one on “Cultural 
Dynamics.” It is concerned with forecasting changes in government policies 
and legislation, and changes in demand for different types of products 
through analyzing cultural changes. ‘ 

In his comments, on specific forecasting techniques and devices Mr. 
Wright points out whether they are useful and for what purpose. He cau- 
tions against the use of economic models to prove a point; suggests that 
the person who uses the models should remember “the mathematics em- 
ployed are symbols of the results of human behavior” and if we are to have 
confidence in this device “the mathematical measurements must be derived 
from a realistic evaluation of how persons performing different economic and 

‘political functions presumably will act in the situation under consideration” 
(p. 93). He believes “a majority of the economic models published are 
based on the assumption that either perfect equilibrium or a desired situa- 
tion in the economy will obtain” (p. 94). 
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He believes mechanical forecasting devices have a limited valid. life, in- 
volve a deceptive simplification of theory and are difficult to interpret. 
Méchanical cycles are useful if we do not assume past experience will al- 
ways be repeated at.exactly the same intervals. He finds little reason to 
believe inventory and. new order series will be of great importance in 
forecasting future recoveries and recessions. An examination is made of a 
` number of other devices: barometers, security prices, interest rates, and 
solar radiation. A method of forecasting new product profits is presented. 

` Special attention is given the problem of price forecasting with emphasis 
on integrating various prices and the money supply. Here again application 
of forecasting to the problem of the particular company is highlighted: the 
. author indicates the factors to be considered in forecasting selling prices and 
_ discusses the consequences of specific price policies; he suggests raw ma- 
terial price forecasts might be made by the purchasing department; and 
‘Points out the importance of equity prices to management. 

Of particular interest to forecasters is Mr. Wright’s list of the factors 
which led him to anticipate the rise in business which began in 1933 and 
decline which began in 1937. Turning points are the heart of the forecasting 
_ problem and long-term forecasts are needed to tell the:importance of short- 
term movements. The author points out things to look for when turns are 
expected. He warns, however, against expecting unwavering accuracy from 
the forecaster. “Turning points in neither the short-term nor the long-term 
future can be forecast exactly and with certainty. About the best perform- 
ance to be expected in this respect is to understand approximately when 
` such changes may be anticipated and under what conditions. Yet this 

limited knowledge is invaluable” (p. 128). 
~  ‘Twovery useful chapters are those concerned with classification of products 
for forecasting purposes'and with assembling the sales forecast. The latter 
describes in helpful detail how the forecast may be prepared, analyzed and ` 
put to work in company operations. In his conclusion Mr. Wright expresses 
his belief that “The development and use of adequate economic forecasting 
by business enterprise may be expected to become a factor tending to 
stabilize productive activity and employment” (pp. 165-66). 

The economic literature of direct interest to the forecaster embraces 
books concerned with business cycle data ‘and history as well as those which 
deal with relevant economic theory and those describing various tech- 
niques of projection. Mr. Wright’s book is devoted primarily to the appli- 
cation of available data and knowledge to forecasting for a business enter- 
prise. In this field it is a completely competent and highly useful book. It is 
well organized, logical in content and argument and modest in its claims. 

This reviewer agrees with the emphasis on judgment and human motiva- 
tion in making forecasts. Every analyst must, of necessity, select or develop 
his own techniques, as well as interpret the significance of the data he uses 
and the factors upon which he believes the greatest weight should be placed. 

In doing this Forecasting Jor Profit will be helpful. 

‘This book is encouraging to those economists who have some hope that 
the operation of the economy as a whole may benefit from the efforts of 
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economists in applying their particular knowledge and experience to the 
problems of the individual firm or business. unit. No amount of a priori 
speculation about the overall economic effects of the general application of 
known single company devices can be conclusive. Neither can it take the 
place of an honest and widespread attempt by economists to develop busi- 
ness (as well as governmental) policies for dealing with recurrent economic 
fluctuations. 
A. G. ABRAMSON 
Philadelphia, Pa. 


The Mechanics of Full Production and Full Employment: A Solution to De- 
pressions. By Evcrn Berxovits in collaboration with GEORGE C. 
ATKINS. (New York and Chicago: Wilcox and Follett Co. 1946. Pp. 
71. $2.00.) 


This little book presents a plan for returning “idle savings” to the income 
flow “in such a manner as not to impose a burdensome liability on the 
nation” (p. 11). The plan is offered with the sweeping promise that its 
adoption would free private enterprise of government intervention and 
banish depressions and unemployment forever. 

Full employment during the war is attributed to the government’s bor- 
rowing of “idle savings.” This mechanism of maintaining the circular flow 
of funds, however, according to the authors, “constitutes a continuing heavy 
national burden” because of interest on the created debt. The theoretical 
approach and economic assumptions underlying the plan are sketchily 
presented. Not only is the fundamental problem of causation of “idle 
savings” ignored but confidence in federal programs other than spending to 
induce private enterprise to close in whole or in part this gap at full em- 
ployment levels is completely lacking. But because of the widespread belief 
that deflation and unemployment are related to withdrawals from the in- 
come stream a practical plan for discouraging such withdrawals would be 
welcomed by those concerned with the formulation of federal economic 
policy. i 

The authors estimate the deflationary gap, “idle savings,” in the post- 
conversion period at $16 billion a year (8 per cent of a probable $200 billion 
gross national product). The plan offered for returning this savings to the 
income stream consists of (1) balancing the federal budget, (2) compelling 
financial institutions to use their funds, savings, exclusively for productive 
investment, (3) forcing financial institutions to remit automatically and 
immediately that portion of savings not so utilized to the Federal Invest- 
ment Bank (a proposed new federal government agency directed by an 
independent National Welfare Board), and (4) using these forced loans with- 
out delay to finance “useful projects” and extend credits to foreign coun- 
tries. 

While meaningful in overall quantitative economic analyses, “‘idle sav- 
ings” are difficult to identify and capture. The tools offered for preventing” 
inflation appear inadequate in the light of present accumulations and, on the 
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basis x the authors’ estimates of the quantity of new “idle savings” to be | 
‘turned over to the Federal Investment Bank’ subject to call at any time by 
. the owner. , 
It is unrealistic to assume’ the flexibility called for in a federal works pro- 
i gram of upwards of $16 billion administered even by an independent Federal 
. Investment Bank. Those familiar with federal programming realize that, at ` 
best, time is required to manage a modest public works program. The im- 
plications of these projects, even skillfully chosen; on private enterprise are 
too glibly ignored. The second general compensatory expenditure program 
` of the Federal Investment Bank would be to extend credit to foreign coun- 
tries. Yet ‘the criterion set forth of “reasonable chance of repayment’ ’ would 
‘limit that area as a long-run proposition. 
` Finally, if worthy of trial, it appears to the reviewer that compulsory 


. interest-free loaning.of “idle savings” to the federal government could more . . 


practically be achieved through existing instrumentalities than via a new 
legally dubious agency independent of executive and congressional controls. 
_ This possibility was not considered by the authors. 
G. W. ENSLEY 
errs Virginia 


Money and Banking; Short-Term Credit 


“Le M onnaie ei la Formation des Prix. By Lour Bavnin. (Paris: Recueil 
Agi Sirey. 1947. 2nd ed. Pp. xi,-672.) 


" This book is the first half of the volume on money in the monumental 
Treatise on Political Economy (Traité, d’Economie Politique), on which a 
group of. French economists under the direction of H. Truchy, professor at 
the Faculty of Law at Paris, have been working since the early ’thirties. Six 

` volumes, including the original edition of the present one, were published 
between .1934 and 1938;! a seventh, by Professor Truchy himself, dealing 
‘with international economic relations (Les Relations Economiques Inter- 
nationales) is now in the press, and another, by Professor Bousquet from the 
Faculty of Law at Algiers, on the general mechanism of economic phe- 
nomena (Le Mécanisme Général des Faits Economiques), is in preparation. 
‘The present volume, by Professor Baudin of the Faculty of Law of Paris, is 
the second edition, revised and enlarged, of the contribution published i in - 
1936. 
- The very fact that Professor Baudin’s book, dealing with money and the 
‘ formation of prices, is but the first half of what is to be the volume on money 
_ (the second half is to cover “monetary systems and manipulation”), makes 
. it difficult to review. Moreover, the book consists, as the title suggests, 
l of two parts which, because of their conception and methods of treatment 


1 Les Conditions Géntrales de P Activité Economique by L. Brocard, 1934; Les Formes d'En- 
` kreprises by E. James, 1935; Les Ententes et La Concentration de la "Production Industrielle et 
Agricole by J. Saint-Germes, 1941; Le Commerce ef V Organisation des Marchés by FL Laufen- 
burger, 1938; Le Crédit et F Organisation Bancasre by R. Petit, 1938; in addition to the original 
edition of the‘present volume. With the exception of the first, all are out of print. ° 
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and exposition, are actually two separate works. In the first 240 pages 
Professor Baudin reviews the theories of prices and value; and in the re- 
maining 400 presents a study of the various aspects of money, and advances 
his own synthesis of monetary doctrines. A number of points in the present 
study refer the reader to the second unpublished half; and the conclusions 
reached and the criticisms offered in this review are therefore ey 
tentative. 

The treatment of prices and the approach to the theory of value are ua 
ditional ones, largely along Marshallian lines, but Professor Baudin en- 
deavors to synthesize some of the modern interpretations of the function- 
ing of the price system. In a series of chapters on the formation of prices in 
perfect, monopolistic and imperfect markets, the author not only shows his 
vast erudition, but also injects new and refreshing observations. The for- 
mation of prices is looked upon as a “process of life” rather than as a mathe- 
matical formula. Prices—‘‘vigilant witnesses and an alarm ready for im- 
mediate warning’—are the “key to the individualistic system that has 
prevailed up to now in civilized countries and which, however distorted, 
still has great vitality.” The study of price formation is based primarily on 
the consideration. both of past phenomena and of psychological factors. 
“Price not only reflects the past, but also anticipates the future... It is 
not only the resultant of statistical positions; it captures and absorbs all the 
currents of human thought and spirit as soon as they exercise an influence on 
the market.” Although the outline of the theory of prices is somewhat 
sketchy, the result is a coherent and well-balanced introduction to the sub- 
ject. 

The second half of the book, dealing with money, consists of five sections 
devoted to its evolution, its value, the precious metals, the relations between 
money and prices, and money in relation to the economic cycle. Most of 
the material in the historical section is already known, but it is very well 
presented. The chapter on gold and silver brings together a wealth of in- 
formation, especially as regards the monetary developments in French Indo- 
China, Morocco and other French overseas territories; but the survey of the 
Rand is also of much interest. Quotations from the London Economist of - 
1849 as to the prospective gold output in California and Australia are 
illuminating examples of the mistakes in judgment made by contemporary 
commentators. The chapter on note and gold hoarding in France, its 
technique and its magnitude, contains material not available elsewhere. 

By far the most interesting part of the book, however, is the survey of 
modern monetary theories. Like prices, money slowly evolves with time. 
To analyze and explain it, however summarily, the author deems it neces- 
sary to go back to the most distant past. No monetary reformer, in his 
opinion, can neglect these historical phenomena without being unrealistic: 
“The power of the authorities is limited by the hold on them of a past that 
is beyond their reach.” But this evolution tends to render money more 
easily controllable because it goes on in the direction of the latter’s “‘dema- 
terialization.” Is this progress? The author says so, “to the extent that the 
limitation from without heretofore imposed by the use of precious metals 
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would be replaced by an internal discipline freely agreed upon. H However, 
the prevailing confusion of ideas, he says, is such that some wish-to grant , 
the State absolute monetary Control, and are therefore close to the socialists, 
and others proclaim the necessity of eliminating, so far.as possible, any 
power in the hands of the authorities, and are thus in fact advocating an 
anarchic conception of money. “The former see the State as it should be, 
the latter as it too often is.” Among the various monies, gold still holds its ` 
- own, the author affirms. “The appeal of gold becomes all the greater as the 
- monetary authorities are So to. it. Gold hoarding i is homage ren- . 
dered to it.” GE 
` Professor Baudin then studies ihe relations betwen prices and money. ` 
` After squarely facing the dilemma between quantitative and anti-quantita- 
tive theories, both in their doctrinal exposition and in their implications for 
general economic theory, he endeavors to formulate a synthesis of his own. 
. As a sequel to his theory of prices, he amplifies the psychological elements 
in -Fisher’s formula that are inherent in the concept of the velocity of 
_ circulation. Whenever in the past, he notes, the State endeavored to in- 
crease the volume of money in line with the general economic policy of the 
moment, as in the depression of the ’thirties, this effort was frustrated by the 
refusal of the individual to respond by maintaining an appropriate velocity 
of circulation. “The individual, master of velocity, triumphs over the State, 
master of the volume.” In our economy it is the defensive weapon of the ` 
individual that enables him to wreck government’s monetary policy. On the 
other hand, he elaborates, in agreement with Professor Aftalion, the theory ` 
that the movements of money do not act mechanically-and automatically 
on prices, but only as they affect incomes and the anticipations of indi- ` 
viduals, 

In another section of the book a study is made of the place of money in 
the economic cycle. Faithful to French thinking on the subject, Professor 
Baudin rejects the “Anglo-Saxon” idea of making money the “pivot” of 
economics. Money does not properly occupy the center. of the stage; but 
neither does it have a mere walk-on part. It is rather an instrument em- 
.- ployed by man, who, not only holds it and gives it velocity, but also uses it 
for his own purposes. The way it is thus employed is to be studied in the 
unpublished half of the book dealing with “monetary systems and manipu- 

lation.” 3 
- It will be extremely interesting to see how Professor Baudin accomplishes 


5 this second half of his assignment. Present-day France, and, for that 


matter, the rest of the world, are immense laboratories in which the most 


`. diverse monetary experiences are being conducted daily on a scale unsur- 


passed even after the First World War. The opportunistic monetary policies 
currently being pursued under a variety of conditions, can thus be tested in 
the light of monetary doctrine. Since F rance offers (unfortunately) an al- 
most unexplored field for scientific investigation of “monetary manipula- 
tion,” Professor Baudin’s project is of the utniost interest both to the econo- 
mist and to the banker. But will Professor Baudin seize this opportunity, for . 
` a pioneer study? After reading the first half of his volume one cannot zefrain . 
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from feeling that since the theoretical analysis is largely framed in terms of 
the discussions that prevailed among economists in the ‘thirties, the resultant 
approach to the study of monetary systems and policies will likewise be 
colored by the conceptions, and predilections, of fifteen years ago. The use 
of the words “monetary manipulation,” with the pejorative connotation 
they have in French, is a bad omen in this respect. The tools of monetary 
analysis have been further refined since the beginning of the war, and we 
now know more about the behavior of monetary systems. But although the 
revised and enlarged edition of Professor Baudin’s book bears the date of 
1947, the new literature on the subject is almost completely ignored. A 
perusal of the bibliography, which is extraordinarily complete for the - 
*twenties and the ’thirties, leads to the conclusion either that Professor 
Baudin did not have access to recent literature with the exception of the 
French and German books, or that he neglected to incorporate recent eco- 
nomic thinking into his own approach. It is hardly believable, for example, 
that in analyzing the White and Keynes plans which ultimately led to the 
Bretton Woods Agreements, Professor Baudin still quotes as his source a 
German translation of these documents that appeared in 1943 in a German 
newspaper, The factual background analyzed in the book likewise extends 
only in few instances beyond the ’thirties. There is, for instance, a table of 
gold dehoarding in India and China reproduced from an annual report of the 
Bank for International Settlements, but a subsequent B.I.S. report con- 
tained a more up-to-date table which would have been very simple to quote. 
The analysis of the price of gold, and of gold production costs, is carried 
only to 1943, and the comments on the gold black market cover only the . 
period up to the liberation of France. Briefly, both the descriptive parts and 
the doctrinal exposition are somewhat out of date. Let us hope that 
Professor Baudin will find it possible in the second half of his volume to 
present a more recent picture of monetary systems and policies. 

To summarize, Professor Baudin’s book represents a prodigious effort of 
research, reading, and reflection; and is an admirably balanced work in the 
best French tradition. To an American economist, the book presents a 
double interest: It contains a wealth of information on money in France 
and the French overseas territories; and because of the peculiar qualities of 
its thought and presentation, it offers us an inspiring incentive to confront 
our own theories, and predilections, with those of the French scholar. _ 

M. A. Kriz 

New York, N.Y. 


La Banca: Principii di Economia delle Aziende di Credito. By UGO CAPRARA. 
(Milan: A. Giuffré. 1946. Pp. xvi, 486. 600 lire.) 


Professor Caprara of Turin and Bocconi Universities is one of the group 
of sound technical economists that make up the Zappa school. His La 
Banca is the fourth in a series of books in the Biblioteca di Economia 
Aziendale edited by Professor Gino Zappa. The leader of this school, 
Gino Zappa, is not only an outstanding leader in accounting theory and 
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a ebrpomtion finance but one of Italy’ s most affective and humorous univer- 


sity teachers. l 
La Banca could be alied: a rhapsody on free enterprise and how bank 


‘credit and the corporation work hand in hand for the good of. mankind. 


It contains a brilliant dialectic treatment of the wonders of the exchange 


economy or the credit economy. It should be stressed that Italian banks sup-. _ 


ply both short- and long-term credit to firms to a much greater degree than 


., they do in the United States. The author draws on his long experience in © 


the management of industrial firms and banks. He pays little attention to 


- the mistakes of fascism. In a few modest words of introduction, he says 


the book was started and finished in the-torment of World War II. He hopes’ 


. - that his work will help in the economic reconstruction and will convince all 
- that “in'the free development of human energy, only in the restitution of _. 
` freedom of initiative in private economic activity willbe found the prime 
é guaranty for the future of an era of peace and social prosperity” (p: 11). 
.Just' as De Maria'and others wrote even in the midst of war that Italy’s . 


hope for its economy lay in free trade at home'and abroad, rather thanina . 


` controlled economy, so Caprara’s book describes in almost Utopian terms 


how well the liberal economy works, supported by a flexible banking system. 
Caprara has given us a thorough-going treatment of the free-exchange 
economy, the interrelationships of the market, of firm’ and firm, and of | 
firm and bank. The plan of the work is to give a rather complete and de- 
tailed account of credit relationships with industry, financial and commer- 


’ cial ‘markets in Part I. Part II treats of particular types of banks, such as 


< 


E Monti di Pegno (philanthropic pawnbrokers), commercial banks, savings 
banks, central banks and international credit institutions. The work ends 


with å summary chapter on the dynamic nature. of banking. ; 
There will be found little that is new in credit and monetary theory i in 


- this work. What is found is a new enthusiasm for.the place of banking in the 


free credit economy. What Veblen and Mitchell called a money economy, 
Caprara calls a credit economy. He says, “Exchange through credit is the 


typical transaction of modern economic life” (p. 465). 


_ Certain differences found in European banking procedures from our own. 
should be remembered. Fewer payments are made by check. The Conto 


' corrente which permits overdrafts is quite different from anything in our 


i ditions that give life to the bank.” 


own banking system, unless it is the line of credit which is handled dif- 


` ferently. The English noblewoman who recently wrote checks on an Ameri- . 

‘can bank for amounts beyond her deposits, was astonished to find herself 

_ arrested for what would be common practice abroad. Further, interest pay- 
` ments on deposits are still the rule in Italy’s banks. 


Caprara’s admiration of credit reaches dizzy heights occasionally. On page ` 


. 111 he says, “the system of credit institutions tends in its turn to become 
‘the most representative phenomenon of the modern market, the most 


sensitive ‘place’ in it, the center that gathers and propagates every impulse 
of economic life.” Again, on page 305, “The life of the firm is like the current 
of a river that is never made up of the same water. The credit capacity of 
the banks renews and modifies itself with renewing and changing con- 
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Weaknesses are to be found in Caprara’s book.’ One of these is the failure 
to define certain technical terms, when he first: introduces them: For ex- 
ample, debiti a vista (demand loans) are not defined until page 188, after long 
discussion of their use. Also, there is a good deal of repetition, particularly 
-in his treatment of exchange. Again, in the European tradition, a good deal 
of the writing is dialectic, in which discussion is carried on so far that 
points begin to lose meaning. 

To Caprara the bank is no mere handler of funds; it is rather the creator 
of credit for the dynamic development of the economy. In the division of 
labor, the bank’s particular task is credit creation. The bank is handmaiden 
to industry and trade at every turn from the smallest family enterprise to 
the largest holding company. Risk is essential to free enterprise and larger 
returns will come only from greater risks. He is an ardent admirer of the 
holding company device and calls it (p. 346) “truly one of the most ex- 
pressive manifestations of modern economic civilization” and considers 
“bitter criticisms of it childish, as coming from admirers of new economic- . 
social orders.” In his analysis of risk, however, Caprara has forgotten that 
the holding company and cartel arrangements can reduce risks considerably, 
while they increase returns. Italian banks are very active in the stock 


markets, both as commission agents, launchers of new issues and as in-. `’ 


vestors. In fact, they have much greater freedom of action in this field than 
our own banks. - 

In his treatment of central banks, Caprara does say that state agencies 
would finance themselves through the bank of emission and that the central 
bank would be the fiscal agent of the government. But he insists that, in 
the free economy, the bank of emission is not the regulator of the credit 
market. 

As to method the author feels he is most realistic and that he avoids the 
“nebulous abstractions that reveal the infertility of methods followed by 
the researchers.” What he means is that in the dynamics of credit, he has 


depicted credit relationships more as they actually occur than in theoretical - 


form. It does not mean that he has paid much attention to current banking 
problems of Italy. For example, there is no mention of the Istituto per la 
Reconstruzione Indusiriale which is somewhat similar to our Reconstruction 
Finance Corporation. The fascists organized the I.R.J. in the 1930’s to help 
industries and therefore banks through the depression. The I.R.I. took over 
the three largest Italian commercial banks, since most of their assets were 
of industrial nature and had lost most of their value. These three banks, 
the Banca Commerciale Italiana, the Credito Italiano and the Banco di Roma 
are still “banks of public interest” under the control of the I.R.I. The tran- 
sition to a free economy has indeed been slow. The present government 
understands the problem, but is proceeding cautiously, since I.R.I. not 
only controls these important banks but most of the steel and shipping in- 
dustry as well. Caprara’s banking theory is vitalized by his thorough knowl- 
edge of the techniques of the Italian credit economy. But it is still theory. 
For booms and depressions he advises banking prudence. He sees no cure 
for them. They are simply “alternatives that the continuity of life requires.” 

This is a stimulating book that gives promise of continued strength in 
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Italian economic thinking. The book is handsomely printed in large-type. 
with a generous format, which is amazing, when we consider world paper 
Shortages and our own wartime and postwar skimpy editionś. i 
“Henry S, MOLER. 
Queens College, . 


La-Naissance et le Développement de V Etalon-Or, 1696-1922: Les Faits et i 
Théories; Essai de Synthese Economique et Sociologique. By Jacques E. 
Mertens. (Paris: Presses Univ. de France. 1944. Pp. 475.) 


In view of the abundance of literature on the gold standard and in view 


- of the diminished interest in this subject, it may be wondered why another 


r 


sizeable study on the origin and development of the gold standard has been 
made, by an economist living in a war-torn country and writing in the midst 
of war.`The fact, however, is that the author, Professor Mertens of the 
University of Louvain, is not interested in the gold standard per se. Rather 
he appears to have selected the subject of gold for certain méthodological 


. purposes. His chief purpose, it seems, is an attack upon the “rationalist” 


approach to the explanation of the economic institutions of the past, not 


only in the monetary sphere but also, by implication, elsewhere. The reader ` ` 


is given the impression that the gold standard furnishes a good example for 
the not unfamiliar contention that “theory” runs behind the facts and 
amounts to no more than a justification or “rationalization” of what 


_ happened. 


In particular, the nineteenth-century victory of gold over silver, and espe- 
cially over bimetallic systems, is said to be inexplicable in rational terms, if 


: , by the latter is meant something more than individual or group self-interest 


(“subjective” rationalism), #.¢., the fruit of systematic public welfare- 
minded reasoning as to what constitutes, for the -time being, the best 
possible monetary solution, both with regard to objectives and operational 


‘capacities. The author takes great pains in attempting to show that the 


case against bimetallism has not been proven. “This standard, said to be 


. dependent—for its true usefulness—on adoption on an international scale, 


never got a chance. The great increase in the producticn of gold during the 
middle of the nineteenth century, rather than being the “cause” of the 
worldwide adoption of gold, merely favored the then prevalent prejudice 
for gold. England’s early turn toward gold is claimed to have been the result 
of fortuitous circumstances. The later spread of the gold standard on the 
European continent, and elsewhere, the author presents as a case of “tra- 
ditionalism.” England’s prestige as an industrial and commercial center 
formed semi-rational elements in the campaign for gold; in the eyes of the 


‘monetary authorities of Germany, the Scandinavian countries, and later 


members in the family of gold-standard nations, to adopt this standard was 
to emulate the then most powerful] and economically advanced country. It 


_ is from this point of view that Professor Mertens embarks upon a case 


study, and he does so, in the reviewer’s judgment, merely in the form of 
demonstrating a conclusion which, in his case, is a foregone one. If the 
authorities were influenced by any theory of the gold standard, it was—so 


” BOOK REVIEWS | l Daai i 985 


the pahor a E the old di E which concerned itself 
primarily with international monetary aspects, whereas, presumably, the 


monetary reforms of the more recent epld sander countries were meant 


to follow primarily ‘ ‘national” needs. 
The author is not so much concerned with the way in which: the gold 


standard functioned (apparently he thinks that it performed creditably for ` 


some time) but rather with the alleged fact that this standard was the 
fruit of “hazard.” It belongs in the era of Jatssez-faire which receives the 
author’s round condemnation on the following scores: its failure to treat 


monetary matters as “a domain essentially dependent on human interven- ~ 
tions” (p. 366) and to make them the subject of constant deliberate and 


_determined reform in accordance with clearly defined objectives of monetary 
policy; its tendency to compromise and to give excessive weight, in the 
shaping of monetary systems, to fortuitous circumstances and ‘narrowly 
perceived technical issues; its mistaken identification of the problems of 


monetary systems and the ‘problems of precious metals; finally, its tendency . 
not to be concerned with monetary evolution as long as existing arrange- 


ments failed to lead.to open crises. 
The study ends with a strong plea for the assumption of a rational atti- 


tude toward monetary policy and readiness to constantly examine existing 


monetary arrangements in the light of changing needs. 
. WALTER EGLE 
University of Cincinnati f í ' 


`The Molding of American Banking: Men and Ideas. History of American 
Business Leaders Stud. Ser., Vol. 2, Pt. I, 1781-1840. By Frirz 
Repuicu. (New York: Hafner Publishing Co. 1947. Pp. viii, 334. $5.00.) 


The purpose of this volume is to offer further evidence in support of the - 


thesis presented by the author several years ago in his Essays in Economic 
History—that “determinism and the working of blind forces” cannot ex- 
plain the course of economic history, but rather that human beings, and 
more specifically business leaders, are the controlling element in economic 
development because they “determine its spirit and its strategy by making 
_ its major decisions.” This point of view is perhaps the outgrowth of the 


‘author’s earlier interest in the theory of advertising. He does not go so far’ - 
as to accept the Great Men interpretation of history in its radical form. He - 


even admits in the introductory statement that individuals are themselves 
_ the product of the society in which they function. Unfortunately in the body 
of the work he sometimes forgets this important qualification, and presents 


the evidence for his views in a more dogmatic form and a more controversial 


tone than in the earlier versions. 
In presenting the -businessman as the determing factor in economic de- 
velopment, the author is careful to distinguish the mere businessman from 


the entrepreneur in the Schumpeter sense of the word. Indeed he prefers.to ` 
use the phrases “creative entrepreneur,” “creative manager” and “creative . 


capitalist” in order to emphasize the functions of this group. This emphasis 
upon function leads into difficulties, however, since the author is obliged 
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toadmit that businessmen, no.matter how creative, could not by themselves 
have created such an institution as the Bank of the United States without 
the aid of the Congressmen, Senators and goverriment officials who passed 
. the law and administered it. He adds, therefore, a category of creative 
statesmen to his groups of individuals who-determine and control economic 
development. His valiant effort to prove the:primacy of the personal ele- 
ment sometimes, strains the evidence to the point of absurdity. In discussing 
the fall of the first Bank of the United States, for example, the author de- 
clares: “The fact that America’s first central‘bank was destroyed by the’ 
_ rvote cast by Vice-President Clinton, a personal enemy of its champion, 
'. Gallatin, provides a striking example of the personal element in economic 
development”’—as if the other votes cast had no influence at all. 

A secondary thesis in this volume is that American banking was in- 
> fluenced in its formative years by mercantilist theory in the form of Sir 
James Steuart’s Inguiry inio the Principles of Political Economy: The sup- 
porting evidence is not always convincing, and sometimes reduces to the 
lack of any other well-formulated banking theory in written form. The 
“choice” of mercantile credit as a basis for the operations of the early 
commercial banks in this country was due in large part to the unfortunate 
expérience with other types of credit in the colonial period, and not only 
to mercantilist exhortation on the part of Steuart. 

Some other generalizations seem to be unjustified by the evidence offered. 
A banking systém is claimed to have existed in 1810 because by that time 
“Gf one bank in a city reduced its discounts the others had to follow.” It 
was rather that the regional monopolies enjoyed by the earliest banks had 
been undermined by the establishment of new banks and the growth of 
-competition in the banking business. This hardly constituted a banking 
system in any sénse of the word. Even for an earlier period the author 
claims the existence of a banking system: “The speed with which the First « 
Bank of the United States moved into a central position almost simul- 
taneously with the emergence of an American banking system in the 1790’s 
is‘truly astonishing. . . .” There is of course nothing astonishing about it, 
since what little banking system there was in that period was due entirely 
_ to'the' existence of the Bank of the United States and to its unpopular 
. habit of presenting promptly for redemption the notes of other banks which 


- , came into its possession. 


` This book offers some interesting material on the development of banking 
techniques. The rise to prominence of the cashier in place of the “sitting 
_ director,” the increasing importance of the president among the directors, 
and the decline of the stockholder are traced with lively. detail. Every 
teacher of banking is aware that too many of our textbooks are full of 
_ generalities with periods and institutions presented like so many mummies 
completely lacking in juice. This volume would fill a large gap in the reading 
_ list for students, if it were not so heavily encumbered with the author’s ' 
“philosophy” and so completely lacking in adequate economic background 
for its characters. 

‘There is an extensive bibliography, an nidik of footnotes which 
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comprises nearly one-fourth of the volume, but no index, possibly because 
a second volume is in prospect to carry the story beyond 1840. 
MARGARET G. MYERS 
Vassar College 


Bankenverstaatlichung—Zur Frage des Gestuften Zinses. By Anton TAUT- 
SCHER. (Salzburg: Otto Müller. 1946. Pp. 171.) . 


In spite of its detached scientific tone, this little volume is essentially a 
plea for, the creation of a nationalized banking system, from the central 
bank down to special-purpose credit institutions providing funds for needy 
mountain peasants. The purpose of this nationalized banking structure is 
to insure “that the economy through proportional and harmonious pro- 
vision with a capital of its various branches be brought to the highest 
level of productivity and thus create the broadest basis for the welfare of 
the people” (p. 151). 

This conclusion is arrived at by the following steps. Capital is productive. 
The rate of interest depends on the return of capital. The classical econo- 
mists argued as if there were only one rate of interest. There exists, how- 
ever, an interest rate structure. Thus far the argument does not gobeyonda . 
rather elementary version of Béhm-Bawerck. In the next forty pages, 
however, the author follows a more original path. The argument pre- 
sented in a.chapter entitled “Critique of the Law of the Equalization of the 
Interest Rate,” and illustrated with some statistics, claims that capital 
yields vary in different employments independently of maturities, expec- 
tations, etc. “This difference in productivity is characteristic not only of 

_ this or that year, not only for this or that country; the difference in the 
productivity of capital in industry and agriculture is permanent.” (besteht 
an sich) (p. 52). The superiority of industry exists “in spite of the theoreti- 
cally possible mobility of capital and labour, and in spite of the theoretical 
equalization between agriculture and industry” (p. 53). 

_ Thus the different yields of industries are for the author not a phenome- 
non leading to a more economical distribution of resources, but an equilib- 
rium phenomenon. For “the chief reason for the different productivity 
of capital (Kapitalzins) is the different rate of turnover of the employed 
capital” (p. 54, italicized in the original), which is technologically de- 
termined. Various figures are cited to support this contention. “The various 
branches of production differ in their combination of fixed and circulating 
capital in such a way that a gradation can be noticed from banking via 
trade, industry, crafts, to agriculture and forestry” (p. 60, italicized in the 
original), Therefore, capital yields are greatest in banking, smallest in 
agriculture and forestry. 

Interest rates should reflect these different yields. Otherwise the economy 
will be hurt, since the sectors of the economy needing capital most (¢.e., 
agriculture) have to pay too high rates, and industry, which has already 
enough capital, ig unduly favored. This is how Mr. Tautscher puts it: 
“Uniform interest rates do not work in the direction of an equalization of 
the proper proportions and the advancement of the correct and therefore 
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harmonious (ausgeglichen) structure of the different branches of production, . 
but may create the overdevelopment of highly productive (ertragsfahig) ` 
industries and firms beyond the degree necessary from the standpoint of- 
the economy as a whole. .. .! The economic consequences of a uniform in- 
terest rate show themselves partly in an overdevelopment of productive 
and highly profitable industries and firms, partly in the retardation of 
little productive and profitable ones, so that a uniform growth of all parts 

` of the economy is impossible” (p. 81). i 

This is the central point of the book. It is essentially a plea to move 
more capital into the unproductive channels of Austrian agriculture. It is a 
plea, in the name of science, to lend at low rates to firms which cannot pay 
high ones. “Only with differentiated interest rates and differentiated other 
credit conditions can loan capital fulfill its economic task of giving the 
correct amount of capital to all industries and firms so that a continuing 
increase in. productivity of the whole economy in all its branches may be 
achieved through the uniform growth of all economic sectors” (p. 140, 
italicized in the original). 

The rest follows easily. The State should take over the whole banking 
system, and use it and its tax power to ensure uniform growth throughout 
the economy. Each sector of the economy should pay a different interest 
rate depending on its profitability, which, it will be remembered, depends 
on the technologically given rate of turnover of capital. The interest rate 

„paid by the nationalized banking system to its depositors might be uniform 
depending ‘on the average productivity of the economy. “The nationalized 
credit banks are in a position to give the right amount of credit to the vari- _ 
ous industries at differential rates because they do not have to show a 
profit” (p. 133, italics in the original). Aside from a nationalized bank of 
issue, there should also be agricultural credit institutions, special-purpose .. 
banks for various trades (as exist in fact already) and so forth. These prac- 

, tical propositions are not absurd in themselves, but they hardly follow 

from the elaborate and not quite tenable theoretical foundation. f 

` Mr. Tautscher can not, of course, be blamed for not having at his dis- 

posal such standard sources of reference as Colin Clark’s Conditions of 

Economic Progress which gives a slightly different picture of reality than. the, 

. few facts presented by, or available to the author. Instead of a criticism, 
‘an abbreviated list of the author’s publications, taken from an appendix 
to the book, may be given as furnishing a clue to the particular outlook of 
the book: National and World Economy with German Mercantilists; The 
Dynamic Credit Theory. of the German Mercantilists; The Tax as a Creative 

. Means of Economic Policy with the German Mercantilisis; The Theory of 
Public Credit with the German Cameralists. Could it be that the consistent 
preoccupation of the author with mercantilist thought is responsible for the 
rather serious theoretical shortcomings of the book under review? It would ` 
not be the first time that the subject matter has dominated the author in- 


stead’ of the other way ’round. W F STOLPER 


sS warthmore College 


1P, 75. This sentence, italicized in the origina, has been somewhat shorted inte proces 
of translation. This is also true of the following sentence. 
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International Trade, Finance and Economic Policy 


La Communauté Internationale. By WILHELM RÖPKE. Sanepa Constant 
Bourquin. 1946. Pp. 337). 


La Communauté I niernationale is the third of a trilogy by Wilhelm Röpke _ 
begun in 1942 with La Crise de Notre Temps and continued with Civitas 
Humana in 1944. The present volume was completed towards the end of 
1944, and some inconsequential changes and additions in the manuscript 
were made as late as the spring of 1946. The author’s stated purpose is to 
understand, and to make clear to others, the nature of the world crisis. 
Since August, 1914, when he as a young German, along with millions of 
others, was exposed to the rigors and horrors of the modern battlefield, 
the author declares himself to have been devoted to the task of under- 
standing the causes for the crisis and of contributing to their removal. 
La Communauté Internationale presents his matured philosophical insight 
into these problems. 

Broadly speaking, Röpke is concerned with the same general questions 
that formed the starting point of such books as, Karl Polanyi’s The Great 
Transformation and E. H. Carr’s Twenty Years’ Crisis, but any similarity 
with these books ends abruptly at this point. Carr and Polanyi attribute 
the progress of the world crisis since 1914 to the hold which an allegedly 
outmoded and sinful economic liberalism exercised upon the leaders of 
mankind, whereas, on the other hand, Röpke insists that the prospects of 
building a peaceful and just world community are nil as long as we con- 
tinue to worship at the shrine of socialism in any of its many forms and 
disguises. Socialism, Röpke maintains, is necessarily national socialism, ~ 
because no one really believes in the practicability of world socialism; and 
national socialism builds up untrammeled national sovereignty and mass 
loyalty to the State, digs more deeply the economic frontiers of nations and 
enhances the arbitrary exercise of state power in the world economy. Short. 
of an acceptance of the central tenets of economic liberalism at home and 
abroad, mankind will continue to stumble blindly from one international 
catastrophe to the next, and each particular crisis will furnish plausible 
arguments for fastening the grip of national state bureaucracies ever more 
tightly upon the lives of people everywhere. 

In this connection Röpke points out that mere sentiment for international 
cooperation is not enough, because the source of our trouble lies deeper 
than a mere lack of desire to cooperate. As long as the minds of men are 
kept in bondage to the disastrously false diagnoses and slogans of, collec- 
tivism on the subject of capitalism and war, how can any amount of inter- 
nationalism and international organization end otherwise than in frus- ` 
tration? Under such circumstances, it is small wonder that the period of 
world economic disintegration has coincided in time with the period of 
international economic conferences. Much of what presently goes under the 
banner of international cooperation is foredoomed to disappointment and 
failure, because it gets the cart before the horse in by-passing objectionable 
and destructive national economic policies for the sake of nominal triumphs 
in international organization, which, if anything, are likely to promote still 
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further the powers of the national state in directing economic life. Répke 
cites the Monetary Fund as an illustration of this “false internationalism” 
which, in the end, is likely to contribute still further to our confusion and 
. the politicization of international economic life. 

Fundamentally, Röpke is not concerned so much with the details of post- 
war international organization as with the spirit and attitudes motivating 
mankind in facing the colossal tasks of building a durable world order. 
The most striking feature of his book is the emphasis he places upon what ° 
he calls the “grande erreur” of our times, namely, the tenacity with which 

influential segments of the community persist in the belief that imperialism `. 
< and war are the results of the system of private capitalism, and the in- 
ference that security can only be found by building up the powers of the 
state over economic life. Répke devotes the entire first section of his 
book—nearly one-half of the volume—to a destructive analysis of this 
hypothesis and to other questions bearing upon the relationship of eco- 
`. nomic problems to war and peace. The other problems singled out for spe- 
cial attention are raw materials and population. While Röpke does not break 

new ground in this part of the book, his contribution achieves a valuable. 
` ‘synthesis of the entire problem of the relationships of economic systems to 
world peace. Planners, collectivists and some Keynesians are likely to find 
this book irritating, but it raises pertinent questions which deserve an 


” answer. 


The second part of the book is organized under the heading of “La Peur 
de l'Économie Mondiale.” This section consists of an analysis of some of 
the psychological roots feeding modern distrust of the world market. Of 

. particular interest is the chapter on the almost pathological fears of 

passivity in the national balance of payments which dominates so much 
contemporary thinking on international economic relations. Röpke is in- 
clined to regard such fears as largely inspired by exponents of economic 
nationalism who play upon them to serve their own purposes. Why, 
‘asks Röpke, do not geographic areas other than those bounded by national 
frontiers have similar, intractable balance-of-payments problems in their 
‘economic relations with the rest of the economy? 

In the final section of the book Röpke discusses some of the main prob- 
lems and difficulties to be resolved in bringing to.life a new world economy . 
along liberal lines. He stakes much upon the ability of the United States to 
set its own house in order and to serve as a center for such development. 
The gold standard will have to be restored, preferably through the key- 
country approach to the establishment of international monetary stability. 
“Grossraumwirtschaft” in all its forms, from the German and Japanese 
prototypes: to the Soviet model or the British imperial system, is to be’ 

_ shunned. If this new liberal world economy is to have suitable opportunities 
for growth it will,-according to Röpke, be necessary for the key countries 
‘participating in this endeavor to establish a common front in defining the 
conditions under which tee trade with the Rasen economy will be 
carried on. 
> Max GMEONSE: 
Rutgers University 
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International Economics. By STEPHEN, ENKE and Vrrot Savera. (New~ 
York: Prentice-Hall. 1947. Pp. xii, 731. $5.35.) 


This book will probably become the most widely used ‘basic. text for 
undergraduate courses which attempt to combine international trade theory 
and international commercial policy. The material is presented in a simple 
and straightforward manner. It should, therefore, also prove a useful source 
of information on trade theory and policy for the general reader, though 
some sections of the book demand of the reader a familiarity with the tech- 
niques of modern economic theory. In addition, teachers in courses in 
elementary economics and in money and banking will find many chapters 
that should provide their students with excellent collateral reading. 

Satisfactory textbooks in the field of international economics have not 
been numerous. Ellsworth’s book was useful for a time, but it was published 
in 1938, and his discussion of such subjects as exchange control does not 
have the benefit of the recent literature in the field. Ellsworth’s work also 
suffers from the sketchy treatment of foreign investments. Haberler’s book 
was splendid but it is also outmoded. The book under review and Lawrence 
W: Towle’s International Trade and Commercial Policy’ were both published 
in 1947 and thus have the benefit of war and immediate postwar develop- 
ments. Both books are good, but the reviewer finds Enke and Salera the 
more satisfactory work. 

International Economics opens with a brief introductory section of three 
chapters describing the world economy. After discussing the nature and im- 
portance of foreign trade, a statistical review and recent history of trade 
is presented. Part II is devoted entirely to an analysis of international 
trade theory. Instead of beginning this discussion with a restatement of 
classical trade theories, the authors have chosen to develop their subject 
through the balance-of-payments.approach and by means of a description 
of foreign exchange practices. After this is done they present the usual 
equilibrium analysis and then proceed to show the modifications that are 
necessary because of the existence of monopolistic and monopsonistic con- 
ditions. This section is concluded by-one chapter giving a description of the - 
views of the mercantilists and the classicists and by another embodying 
national income concepts and the theory of the multiplier. 

Part IU is devoted to a presentation of international commercial policy. 
A chapter analyzing the tariff as a means of trade control is followed by two 
chapters analyzing the conventional arguments offered in support of pro- 
tection. Three chapters are devoted to a discussion of import quotas and 
exchange control, and a fourth chapter presents an excellent evaluation of 
trade controls as a national policy. It is to be regretted, however, that an 
otherwise thorough presentation of direct controls of trade omits the im- 
portant subject of American experience with exchange control during 
World War H. Furthermore, although a discussion of “a number of prac- 
tices which are collectively termed administrative protection” is promised 
(p. 258), it seems to be lacking. This is unfortunate, for the annoyance 
caused by the prevalence of this form of protection is well known. The sec- 


1 Reviewed on p, 995, 
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tion on commercial policy i is greatly, enriched by chapters on ‘utecuatintal 
cartels, international commodity agreements; maritime policy, and excellent. 
‘descriptions of the commercial policies pursued by three great trading areas: 


the United States, the United Kingdom and the Union of Soviet Socialist 


. Republics. . 
-Monetary and fascial policy is presented i in the final section of the book. 
' The truly contemporary character of the book is revealed: by such chapter 
` titles as “The Shortage of Dollars,” “The International Monetary Fund” 
` ‘and “The International Bank for Reconstruction and Development.” In 
„addition, the more conventional material on the international gold stand- ` 
_ atd, the gold exchange staridard and exchange stabilization funds is well 
ptesented. The choice of the American stabilization fund rather than the 
“British for the discussion of stabilization funds seems to the reviewer to be 
‘unfortunate. The-choice was no doubt made because of the likelihood that _ 
the book will be more widely used in this country than abroad, but the 
‘ longer history. and greater activity of the British fund would seem to have 
‘warranted a more complete account of the British experience. Appendices 
include an essay on Commodity Réserve Money (based in large part upon 
_the work of Professor Frank D. Graham) aid excerpts from the articles of 
agreement of the International Monetary Fund. 

‘The general i impression gained from reading the book was very favorable. 
‘The book’is intended for a two- -semester course in international economics, ` 
. but the authors were careful to arrange their material around certain “core” . 
-chapters in order that other clearly designated pages might be omitted. 

without destroying the continuity of the entire work. The “core” chapters 
‘might well form the basis for a one-semester course, and the remaining ma- ` 
-terial would serve as supplementary reading. 
The exhaustive treatment of international economics attempted in this 
book clearly indicates some of the neglected features of international trade 
_ theory. Although the weaknesses of the classical theories of international 
trade are clearly evident, the shortcomings of some of the recent analysis 
are also apparent. In the present work, international trade theory as first 
'. presented is based upon the assumption of pure competition. No one would - 
i quarrel with the author’s contention that such an assumption, though serv- 
ing as a useful point of departure; is unrealistic. The attempt to apply mod- 
. ern monopolistic competition analysis to the problem, however, is not | 
. entirely successful. It is a common error to assume that international trade. 
consists of trade between nations rather than trade between individuals. 
Admittedly governments during the past two decades have in many cases, 
_ exercised such complete control over foreign trade that international trade 
-often became primarily intergovernmental trade. Obviously the widespread 
prevalence of international cartels, of national valorization schemes and of: 
international commodity control agreements has added many new monopo- - 
‘listic elements to foreign. trade. The authors use governmental control 
‘schemes as examples of monopolistic selling tactics in international trade. 
-© This seems to be entirely justified. The illustrations of monopsonistic buy- 
. ing, however, do.not seem to be as happily chosen. It is true that the Ameri- 
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can people bought a large share of Japan’s silk exports and continue to buy 

a large share of Brazil’s coffee exports, and that the British people bought , 
a large share of the world’s meat exports. The mere fact that one country 

purchases the great majority of a particular product, however, does not 

prove the existence of monopsony as long as the importing country main- 

tains a relatively free economy. Actual monopsonistic conditions exist in 

these products only to the extent that competition is lacking among the 

major American (or British) individuals or firms importing the products. 

The classical views of international trade theory are lucidly presented 
and the assumptions upon which they were based are relentlessly exposed. 
An important additional modification of classical theory, however, may be ` 
suggested. It is simply not true that the classical simplified assumption of 
trade in two commodities between two countries yields the same conclu- ` 
sions as would have been reached through analyses based upon three or 
more countries and three or more commodities (p. 97). It has been clearly 
demonstrated that many of our confused ideas with respect to the determina- 
tion of the terms of trade, the cause of diversification rather than speciali- 
zation in export and the relative gains of “rich” and “poor” nations in 
international trade, arise from the oversimplification resulting from the as- 
sumption of two countries of equal size each capable of producing only two 
commodities for export. 

A few minor errors may be noted. Agreements concluded under the au- 
thority of the Reciprocal Trade Agreements Act of 1934 are misleadingly 
referred to as “treaties” (p. 515). Many students would not agree that “At 
present the United States is more off than on a gold-bullion standard” 
(p. 552). At one point economists who assume that complete application of 
the cost equalization provisions of Section 336 of the Tariff Act of 1930 
“would bring about a cessation of international trade” are called “careless” 
(p. 301). At another point it is indicated that “this provision, the equaliza- 
tion-of-cost rule, leads logically to the total elimination of international 
` trade” (p. 520). These points are noted largely because they stand out in 
bold relief against generally careful and conscientious work. 


CARL KREMER 
Goshen College 


2 Frank D. Graham, “The Theory of International Values Reexamined,” Quart. Jour. Econ., 
Vol. XXXVII, No. 1 (Nov., 1923), pp. 54-86. 


The Trade of Nations. By MICHAEL A. HEmPERN. (New York: Alfred A. 
Knopf. 1947. Pp. xix, 234. $3.00.) 


This is a courageous, timely and well-written book. It is divided into 
four parts. The first part, The Trade of Nations, offers an excellent intro- 
duction to the theory of international trade and finance. The second part, 
Economic Nationalism, criticizes old-fashioned protectionism as well as 
the newer kind connected with full-employment policies and national plan- 
ning. The third*part, Towards a World Economy, continues the criticism 
of economic nationalism but ends with a qualified support of the Interna- 
tioñal Trade Organization. The fourth part, The United States and the 
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‘World Economy, offers a short history of America’s rise to pre-eminence 


and then suggests the principal ways in which the United States can con- 
tribute to the growth of world trade and to general prosperity. 

With much of what Mr. Heilperin has to say I find myself in complete 
agreement. Many readers in the United States would fully support his six- 


_ point program enumerated on page 222. He is not an extremist and is will- 
-~ ing to compromise. He supports the Bretton Woods agreements and the 


ITO, with some exeusable uneasiness. If we add that the book is intelligible 
to the layman, it should be obvious that it is a most timely and necessary 
publication. 
It has one grave shortcoming, However While supporting atetiational 
economic cooperation and while willing to compromise. Mr. Heilperin may 
do as much harm as good to the cause of international economic organiza- 


- tion. It all depends who the reader is. Mr. Heilperin attacks severely what 


.he summarily refers to as economic nationalism. Economic nationalism com- 


prises many things from tariff policy to economic insulation of full-employ-_ 


_ment schemes and full-fledged state trade. 


of 


Whether it is possible to blame tariffs and cartels entirely on economic 
nationalism is questionable. It could be pointed out that the private enter- 
prise system which has produced these forms of economic nationalism is not 


_ free from blame. Import quotas and exchange controls, furthermore, cannot 


be blamed on totalitarianism and. planning alone. They are instruments of 
commercial policy: against whose temptations the private enterprise system 
is certainly not immune. 

Full-employment policies in general are held responsible for the damage 
they do to international trade, but Mr. Heilperin is obviously willing to 
concede that there are some measures which are more dangerous than oth- 
ers. Much of Mr. Heilperin’s criticism is justified but by no means all of it. 
His criticism, furthermore, remains vague and superficial because he refuses 


- to state the case for national full-employment policies as it could and should 


be done. The few quotations chosen from an early article by Keynes oran 


~ -occasional article’ from the London Economist are quite inadequate. It is 
‘a pity that Mr. Heilperin has not used his great skill in popularization 
(which he uses so admirably in the first part of the book) to explain the 


British viewpoint. He evades the full-employment problem by pointing 


_out that the term full employment is not a happy one and that our policy 


`- at home should rather be directed towards ‘high levels of economic activ- 


ity, production,.trade and employment.” Granted that this is by far the 
better formulation; but if Mr. Heilperin is willing to subscribe to such a 
policy he should be much less critical of others ‘who also want to achieve a 


. compromise, or reconciliation, between high levels oF domestic activity and 


multilateral international trade. 

If, indeed, the London Economist's stand is too se sided: so is Mr. Heil- 
perin’s who is so critical of other countries’ full-employment policies that it 
may well be doubted that his own anticyclical policies weuld go very far.’ 
Of these policies we hear practically nothing though we are told that an in- 
ternational agency for dealing with business cycles on a world scale is ur- 
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gently needed. Foreign readers, no doubt, would like to know what we have 
to offer, with which American policy they are supposed to coordinate their 
own policies. Mr. Heilperin admits that the question arises whether and 
how national economic policies can be coordinated and says that to this 
baffling question there is no ready answer at the present time. 

We can still go ahead with the attempt to rescue multilateral trade in 
spite of this insufficient coordination of national economic policies. But it 
cannot be done according to the ideas of just one country, however power- 
ful. Mr. Heilperin criticizes the American Proposals for the Expansion of 
World Trade and Employment because they were not “an outspoken and 
fearless statement of America’s own principles—principles of free markets 
and free enterprise, of complete nondiscrimination, of multilateral trade, 
and free international payments.” Would not similarly straightforward 
statements by France, England, Sweden, etc., only serve to show how far 
we are removed from that coordination of national economic policies on 
which Mr. Heilperin’s hopes rest? 

‘Before we can reach such a coordination in the future, we can only come 
to an agreement in international economic relations if we permit such ex- 
emptions from our ideals as currency depreciation, exchange controls, quo- 
tas, etc. Mr. Heilperin is willing to compromise. But he makes the neces- 
sary concessions so reluctantly and has so little understanding for the view- 
points of others that his viewpoints, in turn, would not be acceptable to 
others. Many economists in Britain would feel most uneasy if Mr. Heil- 
perin’s book contained the gist of all we have to sdy about our own domestic 
policies, And they know, of course, that not many are as clear-sighted as 
Mr. Heilperin when it comes to issues of international trade. 

Mr. Heilperin criticizes the “Proposals for an Expansion of World Trade 
and Employment” because “‘the great problem of how to attack interna- ` 
tionally the phenomenon of economic instability is left almost unanswered.” 
This is exactly the main point which has to be made against Mr. Heilperin’s 
book. ; 

GEORGE N. HALM 

Tufts College . 


| International Trade and Commercial Policy. By Lawrence W. TOWLE. 
(New York and London: Harper. 1947. Pp. xiii, 780. $4.50.) 


The very considerable value of this new text in a field well supplied with 
distinguished prewar works, lies in its comprehensive coverage of all leading 
theoretical approaches to foreign trade analysis, and its painstaking and 
cléar exposition of the mechanisms through which international transactions 
are facilitated, controlled or impeded by public and private policy. The 
author does not essay any substantial new contribution to international 
trade theory though his integration into the general body of older doctrine 
of relatively new concepts which have appeared in recent periodical litera- 
ture, such as the balance-of-payments approach to exchange rate determi- 
nation, and the various treatments of the income multiplier, will be appre- 
ciated by teachers of more advanced courses in this field. This, and, the 
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enpasis which Professor aoc places upon cartels, ee greenei; ; 
` shipping subsidies, clearing and payments agreements, exchange controls, . 
tariff preferences, and the rest of the array of measures which dominated 
international trade during the prewar decade and against which the pro- 
posed International Trade Organization is.in large part directed, are impor- 
tant contributions to textbook literature. 

The level of preparatory instruction assumed by this volume is high, 
and some instructors may find considerable readjustment of the chapter 
‘sequence desirable.for maximum results. It would seem, for example, that: 
the very good treatment of mercantilist and bullionist fallacies, both old. 
and new, presented in the second chapter, might well be deferred until the 
theoretical basis for their criticism has been established. On the other 
- hand,*the separation by sixteen chapters, and probably several months of. 
instructional time, of the discussion of foreign exchange and balance-of-. 
‘payments equilibria from the practical and historical exposition of inter- 

national investment and monetary policies, including the. International 
Monetary Fund and Bank, doés not appear pedagogically desirable..A bet- 
ter organization of the historical i in relation to the theoretical and descrip- 
tive material might well have conserved the reading time by reducing ~ 
repetition and possibly eliminating a few of the 780 closely printed pages of 
the volume. . 

As to the substantive content of this text, the contributions and short- 
comings of the classical theories of comparative advantage, capital move- 
ments, gold standard-specie flow mechanism, international payments 
adjustment, and foreign exchange rate determination under inconvertible 

` currencies, are clearly expounded as are the mutual interdependence theory . 
and the income and price adjustment analyses of more recent writers. The, 
discussion of the part played by short-tefm capital transfers as corrective 
factors in facilitating long-term capital movements, while preserving 
equilibrium in the balance of payments and relieving pressure on the ex- ` 
change rates, seemed to this reviewer particularly commendable. A doubt 
may be raised, however, as to the instructional merit of reviewing in detail 
and with the time-honored arithmetical devices, all facets of the compara- 

. tive cost theory, only to point up at the end its apparently irremediable 
shortcomings, namely its reliance on the labor theory of- value. Professor 
Taussig’s brilliant attempt to explain away the more fundamental objec- 
tions to the theory is well restated by Professor Towle (pp. 112~13), but, at 
‘least with respect to the problem of varying factor combinations in different 

. countries, Taussig’s omission of the situation where the proportions of fac- 
tors differ between industries within a given country, and between the same 
industries in different countries, surely the most common of all situations 

- experienced in. practice, might well have been brought out. Users of this . 

volume will also feel the need for a deeper appraisal than is furnished of 
the mutual interdependence theory before critical and acute students will 

-accept it as more than a surface explanation of the flow qf commodities in 

international trade. Perhaps a fuller discussion of the Haberler opportunity 
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cost analysis which seems to the reviewer to provide something of a bridge 
between Taussig and Ohlin, might have been used to good advantage. The 
brief sketch of the Haberler theory provided in this text is hardly com- 
mensurate with its importance. 

On the side of practical commercial policy, Professor Towle has provided 
an exceptionally full and clear discussion of the complexity and variety 

-of modern tariff systems, as well as quotas, drawbacks and similar non- 
monetary impedimenta of present day commercial transactions. The pros - 
and cons of the tariff issue are brought up to date with well balanced criti- 
cisms of the Graham analysis of tariffs in relation to increasing and de- 
creasing cost industries, and the income multiplier and full-employment 
arguments for the tariff. In the latter discussion, by emphasizing the prob- 
able decline in exports resulting from excluding imports, the author points 
a timely moral to those students inclined to draw mercantilist conclusions 
from the international trade-national income multiplier analysis of Machlup 
and others. ; l 

A subject not usually found in specialized texts, on the purely economic 
aspects of foreign trade, which is a valuable adjunct to this book, is a clear 
exposition of the significance of national and most-favored-nation treat- 
ment in commercial treaties, including various aspects other than merely 
foreign trade arrangements. In this time of peace treaty negotiations and 
reconstruction of safeguards to foreign investment, this discussion is a 
useful outline of the principles and problems involved. Also, Professor 
Towle’s discussion of the administrative techniques which various countries 
have used so extensively in raising the effective rates of duty by putting 
“teeth” into the tariff goes considerably beyond the usual sketchy treat- 
ment of the subject, though it might have profited from more attention 
to valuation devices on which the effectiveness of “dumping” duties and 
the like largely depend. However, this séction contains much valuable refer- 
ence material even if it does become somewhat involved for run-of-the-mill 
classroom use. 

As is inevitable in a work of this scope, critical users will take exception 
to many individual statements of fact, or interpretations of cause-and- 
effect relationships made by the author. The statement on page 620, for 
example, that British free trade in 1860 resulted from a series of commercial 
treaties, seems rather misleading. The rather low evaluation placed on colo- 
nies in the generally good discussion of this subject may be a result of the 
low price, “surplus economy” viewpoint of the 1930’s, rather than the 
under-production world scarcity atmosphere of today. However, taken as 
a whole, this work is a remarkably well balanced and accurate text, and a 
high level of scholarship, as well as readability, is maintained throughout. . 

The book ends with a recitation of the many post-World War II meas- 
ures and agencies for economic stability and commercial expansion. One 
cannot avoid the feeling that the author may be wearing tinted spectacles 
in his forecast of the postwar pattern as one favoring tariff reductions and 
greater freedom of international commercial intercourse. Pressure for im- 
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‘parts may be ineffectual i in a lowering. tariffs or removing trade preferences” 
if. pressure for dollars or, inversely, lack of export potential or invisible 
. trade income are even more compelling forces, as seems to be the cese at-this 
time in respect to the erstwhile great trading nations of Europe and Asia. 
O. J. McDrarmm 
"Washington, D.C. 


‘Ant ntroduction to World Economics. By meee Minor PATTERSON. (New 
-York: Macmillan. 1947. Pp. xv, 704. $5.00.) 


‘Professor Patterson offers in this book a comprehensive description of 
_ ` the international economic world. The volume is not so much a discussion 
of current problems or issues as a presentation of background and factual 
material. It also contains a considerable amount of explanation and inter- 
_ pretation. The book is written in non-technical language and can be readily 
. understood by the layman or beginning student. : 
The book is divided into eight máin parts: Population, Natural Re- 
_ sources, The Relation of Resources to People, International and Inter-Re- 
gional Accounts, World Trade, Capital Movements and Organization, Fi- 
nancial Mechanisms and Current World Conditions. 
The first three parts, which account for a little over 200 pages and twelve 

. chapters, are in the nature of economic geography and contain, a large 
` amount of interesting material in the fields of population, natural resources 
and the relations of one to the other: These chapters are especially valuable. 
The remaining five parts embracing twenty-eight additional chapters, deal 
with the fields.of international trade, balance of payments, foreign exchange 
„aid related subjects. They provide a general .survey of these fields, 

> In writing a book of this kind the difficulty of distinguishing subjects ` 
that are essentially national from those that are primarily international, is 
at times resolved by the author in favor of including the national. The au- 
_ thor says, “Much of the data is available only on a national basis and many 
` of the strains are national. Nevertheless, we are feeling our way toward a 


- reduction in the significance of national boundaries.” 


The increasing importance of international affairs and the extension into 
‘the international sphere of problems that were formerly regarded as essen- 
- tially national has expanded the area to be covered by a book of this type, , 
and has also added to the difficulty of determining what material should be 
included. Since almost every national problem has international aspects, 
_ the field of international economics has become so extensive-that its subject 
matter can be dealt with more and more effectively by specialized treat- 
` ment. The theory of international trade and of the exchanges, so long re- 
.tgarded as in a separate compartment, is now commonly recognized asan 
inherent part of general theory. In spite of its magnitude there is value in 
taking a bird’s-eye view of the entire field of international economic affairs, 
,- as is done by this book. Many students desire a broad Knowledge of the 
subject rather than intensive analysis of specific phases. , 

As for weak points, it would be helpful if more were offered i ‘in the field 
of industrial production, balancing the extensive discussion of agricultural 
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production. A fuller treatment of the differences in economic systems, of 
state trading and the expansion of govemmental activities in the interna- 
tional field would also be helpful. 

The description of the International Monetary Fund is in the future 
tense, although the Fund came into existence in December, 1945. Russia is 
referred to.as a subscriber to the “aggregate subscriptions of $8,800,000,000,” 
of the Fund, whereas Russia is in fact not a member, and the figure given 
is not the aggregate subscriptions, but is the total of the quotas of the coun- 
tries attending the Bretton Woods Conference, not identical with the quotas 
of countries that have become members. 

The Anglo-American Financial Agreement and its important commercial 
policy and monetary provisions, and the loan to the United Kingdom pro- 
vided for in the Agreement are referred to incidentally in a section on the 
United Kingdom Lend-Lease Settlement. The Financial ‘Agreement is 
considerably more important than the Lend-Lease Settlement, and merits 
more attention, especially the commercial policy and monetary provisions 
of the Agreement. The foreign lending program of the United States and: 
the activities of the Export-Import Bank receive minor mention, as do 
problems of economic development. The monetary sections do not give as 
much recognition to recent theoretical analyses, especially the contribution 
of Lord Keynes, as many economists would desire. 

These points should not be allowed to detract from the substantial nature 
and usefulness of the book. As a text the book is probably best suited for an 
introductory survey course in the field of international economics, as indi- 
cated by its title. The book is less adapted to a course in which theoretical 
` analysis is stressed than to beginning or survey courses. For such courses the 
book should be especially useful. 
Jonn Parke Younc 
Washington, D. C. 


Public Control of Business; Public Administration; 
National Defense and War 


The Limitist. By FRED I. RaymMonn. (New York: Norton. 1947. Pp. 166. 
$2.00.) \ 


In this short work Mr. Raymond presents the case for “limitism,”’ which 
might roughly be defined as a philosophy of restraining economic concentra- 
tion by placing an arbitrary maximum ceiling on the permissible size of 
firms or the proportion of an industry’s business which any individual firm 
or group of firms is permitted to hold. 

Limitism is by no means a novel doctrine in this country. Among its 
earliest adherents was the elder Senator LaFollette, who in 1911 proposed 
an amendment to the Sherman Act which would prohibit any firm from 
holding more than 40 per cent control of an industry.’ But in very recent 
years limitism his become a matter of major importance, both on the do- 


1 Gf. John D. Clark, The Federal Trust Policy (The Johns Hopkins Press, 1931), p. 148. 
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mestic and international scenes. The courts have been concerned, notably 
in the recent aluminum case, with what percentage of control of an in- 
dustry constitutes, per se, a violation of the Sherman Att, and various 
economists have struggled with the problem of defining limits of control 

' on economic grourids. On the international scene, the decartelization law 
for the British and American zones of Germany provides that if any Ger- 

- man firm reaches a size of 10,000 workers, a prima facie case exists for ex- 
amining the concern on the grounds that it possibly represents an exces- 
sive concentration of economic power. 

The heart of Mr. Raymond’s particular variant of limitism is a restric- 
tion upon the size of any large firm (public utilities excepted) to one “point 

` of delivery” or shipping point. “.., no person shall control one or more 
business organizations which deliver to purchasers at more than one point 
of delivery any of the commodities or services sold by any of such organi- 
zations unless and except in case the total of all employees engaged in and 

- for such organizations is less than 1,000.” 

. Behind the doctrine of limitism, and also behind all measures designed to 
‘check economic concentration, is a profound belief in the economic, social 
and political desirability of a widespread distribution of property. The ab- 
sence of any such diffusion should be apparent to all. The reasons for its 
absence, according to Mr. Raymond, are as follows: (1) Through the crea- 
tion of modern legal instrumentalities such as corporate trusteeship, the. 
„estate corporation, etc., the possibility of a dissipation of fortunes by incom- 
petent heirs has largely been eliminated; (2) Panics, bank failures and mone- 
tary inflation no longer result in a redistribution of wealth, since these up- 
heavals now have an equal if not greater effect upon small as upon large 
savers; (3) The redistribution of wealth which takes place as a result of the 
transfer of business from large, established firms to new and smaller con- 
cerns is of limited importance, owing to the multitudinous difficulties con- 
fronting the average small firm today; (4) The development of new means 
of transportation and communication has made it possible for large firms 
to operate on a nationwide basis without being seriously affected by the law 

_ of diminishing returns; (5) The rise in capital requirements of mass produc- 
- tion has made it increasingly difficult for enterprises to become established; 
_ (6) In the field of marketing the producer who makes only one product is 
at-a marked disadvantage as compared to the large, diversified concern 
which produces a variety of goods that can be advertised and distributed 
jointly; (7) Because of the difficulties facing small business, many small 
firms which develop new and improved products dispose of them on a roy- 
_ alty basis to established large concerns; (8) The advent of the chain store 
not only has had the obvious effect of eliminating numerous small retailers 
and wholesalers, but, in addition, has proved harmful to small producers 
since the chains tend to centralize their purchases, thereby reducing the — 
number of outlets available to small manufacturers; (9) Any small concern 


1 To accomplish the above objective, Mr. Raymond included a prop®sed bill in his book. 
Subsequent to the book’s publication he has introduced a number of important additions and 
improvements to the bill. Copies of this new bill may be obtained by writing to Mr. Fred L 

; Birtan pan Washington Boulevard, Chicago, Ilinois, f 
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which develops a new and improved product will, in all likelihood, be taken 
over by a giant corporation. “If the independent refuses to join when he 
has the invitation, he must face the probability that the large corporation 
will then introduce a similar product. This in turn will force each of the 
large corporation’s competitors to do so, and thus the independent’s com- 
petition will be so great as to endanger his continued success if he remains 
independent”’ (p. 40). 

This lack of alternatives open to the independent is part of what Mr. 
Raymond terms “Forced Growth.” Giant corporations are constantly en- 
larging their operations both forward toward the market and backward to- 
ward raw materials. The fear that some supplier of raw materials or parts, 
particularly critical items, might sell out to a rival impels the large corpora- 
tion to absorb or duplicate the facilities upon which he is dependent. 

Mr. Raymond makes the interesting point that this desire to obtain self- 
sufficiency has tended to increase unit costs. The large manufacturer “could 
not take the risk of being dependent on a machine that was owned by his 
competitor. Nor could he take the risk of being dependent on the machine 
owned by an independent. There was too much danger that the independent 
might sell out to one of his competitors. This condition has led to a marked 
duplication of costly machines which are operated at only a fraction of their . 
capacity. The capital charges for these machines have manifestly increased 
costs as compared with costs as they might have been with fewer machines 
operated at greater capacity” (p. 46). 

In Mr. Raymond’s view the increasing centralization of property result- 
ing from these forces must be reversed. Concentration has reached such 
heights that drastic action is necessitated. Limitism by legislation is his 
answer. 

Some thirty-three years ago John Bates Clark and John Maurice Clark 
advanced a somewhat similar limitist proposal. They felt, however, that it 
was impossible to formulate any single piece of legislation containing one 
specific limitation which would be applicable to:all of the nation’s widely 
varying industries. Instead, they held that the function of limiting size 
would have to be carried out by some administrative commission, and, in- 


cidentally, advanced an interesting suggestion for the implementation of 
this proposal. 


Here again is work for a commission. No fixed rule of size can be framed, 
for the present at least, which would work well. We cannot pass the 
country’s industries through a legal sieve with a mesh of just the right size _ 
to stop all monopolies and let all others pass. The law might take some 
notice of size. Any corporation controlling over half its field, for instance, 
may be required, as a condition of getting and keeping its license, to show 
affirmatively that there is enough competition remaining to safeguard the 
interests of the public. All smaller corporations should then be assumed to 
be free from monopoly unless some special complaint were brought against 
them. Such a rule would simplify the work Pg granting licenses, while it 
could still be adapted to the needs of particular cases, however varied.? 


R Bates Clark and Jobn Maurice Clark, The Control of Trusts (Macmillan, 1914), 
p- 19 
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“In refutation, Mr. Raymond: infers that “administrative” limitism would 
“not do the job; that the administrative commission would never be able to 


` reach all of the industries in which concentration is excessive; that it would 


-be severely hampered by a shortage of funds, political interference and ~ 


all of the forces which can be-generated by our modern pressure groups. . 


- But limitism, whether legislative or administrative in character, is only 
- one approach to the problem of concentration. It is in Mr: Raymond’s 


‘comparison of limitism with other possible approaches that his book is weak 
and unconvincing. His cursory dismissal of such alternatives as expanded 


antitrust activities, regulation and taxation, together with his failure to ex- 


amine the potential disadvantages .of his own proposal, greatly weakens his 
case, even with those who fully share his belief that some type. of action is 


i necessary. 


P a 


- But, in general, Mr. Raymond’ is off to a good start. In this concise, read- 
able, aca well-organized little book, he has forcibly reintroduced limitism 


-as a theory of social action. Whether or not the theory ever obtains any 


od 


‘widespread acceptance will largely depend upon whether this beginning is 


followed by an objective and critical analysis of limitism as compared with 


‘other possible alternatives. It is certainly to be hoped that Mr. Raymond * 


bills carry on his work by providing us with this needed analysis. 
, , Jom M. Pian 
“Washington, D.C. ; 


M onopolies and Patents—A Study of the History and Future of the Patent 


Monopoly. By Haron G. Fox. (Toronto: University of Toronto Press. 
PA 1947. Pp. xxv, 388. $10.00.) 
Inventions, Patents and Monopoly. By PETER Memeni (London: Ste- 
vens & Sons, Ltd. 1946. Pp. xvi, 352. 25s.) 


< The phase of the patent question which has attracted the least attention 


from economists concerns the standards employed i in the issuance of patents. 


~ and in their appraisal by the courts. Yet the issues presented by the cur- 
‘rent controversy in that field go to the heart of the problem of monopoly 


' and competition. This is made clear in the study by Dr. Fox, entitled Mo- 
_. nopolies and Patents. Dr. Fox does-not attempt an economic analysis of the 


questions which he presents, but his historical-legal survey serves to sharpen 
and focus the issues for economists. 
Dr. Fox was moved to undertake his present study by the evidence of a 


me growing disparity between the criteria employed by the Patent Office in is- 


- suing patents and those followed by the courts in passing upon them, as 
` reflected in the frequency with which issued patents are held invalid in de- 


cided cases. It ishis principal thesis that the difficulties, which we are now 


` experiencing are a result of the intrusion of “judicial legislation,” which has | 


had the effect of diverting the patent system from its original purposes, and 


`: of posing problems which were neither provided for nor foreseen. He reaches 


this conclusion on the basis of a thorough examination ef the origin of the 
patent system in sixteenth and seventeenth century England, and of sub- 


-sequent developments in England, the United States and Canada. + 
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To appreciate the original purposes of the patent system, Dr. Fox em- 
phasizes, it must be understood that at the time of the Tudors and the 
Stuarts the attitude toward monopoly differed greatly from that which 
now prevails. State monopolies were then regarded as.a proper revenue 
instrument for the Crown, and under the influence of the mercantile philos- 
ophy grants of exclusive privilege were generally accepted as a means of 
fostering new industries and trades and of safeguarding those which were 
essential to the national defense. These facts were reflected, Dr. Fox states, 
in‘the common law relating to patents, which was codified in the Statute of 
Monopolies in 1624, and which in turn became the statutory basis of the 
English patent system and the precursor of our own. 

Many regard the Statute of Monopolies as a product.of parliamentary 
efforts to resist the policy of mercantilism, in response to public dissatisfac- 
tion with the private monopolies to which that policy gave rise. But Dr. 
Fox contends that this isnot the case. He presents a detailed survey of the 
patents granted by Elizabeth and James I, the public criticism of these 
grants, their consideration by Parliament, and the reactions of the Crown 
to the objections raised against them. And he concludes that the public 
and parliamentary opposition related chiefly to excessive exercise, of the 
private rights of search and seizure conveyed under patents, particularly 
those granted by James, and the occasional interference of patents with 
established industries and trades. The Crown, he believes, was generally 
responsive to these criticisms, and revoked patents where the charges were 
substantiated. The Statute of Monopolies, he holds, merely brought patents 
under the jurisdiction of the common law courts, and did little to limit their 
use as part of the mercantile program. 

This is borne out, Dr. Fox states, by court interpretations of the Statute 
of Monopolies during the first century of its existence. The language of that 


statute provided that patents might be granted for: “... any manner of 
new manufactures, ...to the true and first inventor and inventors of such 
manufactures ...’’ (emphasis supplied). Dr. Fox shows that, in keeping 


with mercantile policy, the term “new manufactures” was originally inter- 
preted by the courts to cover first importation, and trades or lines of indus- 
try new in England, as well as scientific achievements, and that patents 
were overturned only where they interfered with established callings. With 
the beginning of the Industrial Revolution, however, and the rise of a phi- - 
losophy of freedom of enterprise, the courts gave a new interpretation to the 
meaning of that statute which affected the whole future course of the patent 
systems of the principal English speaking countries. 

As inventions grew in number, and industry and commerce were freed 
from many of the restrictions of the mercantile period, the courts shifted 
their attention from the effects of patents on the introduction of “new man- 
ufactures,” to evidence whether they had been granted for an “invention.” 
Dr. Fox seems to regard this as the chief reason why the United States 
, Constitution provided that patents might be granted only for “discoveries,” 
and why our basic patent act of 1790 limited the issuance of patents to 
those.who had “invented or discovered” certain specified forms of subject 
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matter. The full significance of this shift in patent policy became aoaea a 

Dr. Fox states, when the United States Supreme Court, in 1850 in the case 

. of Hotchkiss v. Greenwood, established a test: for. the patentability of inven- 
tions which since that time has come to bé goial accepted in the English 
speaking countries. 

_ The court in that case held that for an aahon to be patentable, it 
must display: “ . . . more ingenuity and skill in applying the old method . 
than were possessed by an ordinary mechanic acquainted with the busi- 
ness....”’ The effect of this decision was to emphasize clearly the fact 

. that patents were to be granted only for scientific achievements. The result 
was that the courts were called upon increasingly to decide involved tech- 
nical questions which grew in complexity with advances in the arts. Re- 

_. cently, a new complication was added, Dr. Fox points out, when the Su- 
` preme Court, in the Cuno case in 1941, expressed the dictum that for a 

patent to be valid: “... the new device, however useful it may be, must 

reveal the flash of creative genius, not merely the skill of the calling....” 


`` This decision was widely interpreted as foreclosing the issuance of patents 


for inventions developed through systematic research. And, while these 
fears were somewhat quieted when that court, in the Sinclair & Carroll 
case in 1945; held that the patent system: “... is not concerned with 
the quality of the inventor’s mind, but with the quality of his product . z 
there has survived a sharpened dissatisfaċtion with the frequency of 
patent-invalidity decisions. 

Dr. Fox ascribes these difficulties to a “misinterpretation” of the Statute à 
of Monopolies, and as a solution he advocates a return to the “simple prin- 
ciples” of that statute. However, he offers little to support this conclusion 
beyond his historical analysis of how the present policy was reached. In 
fact, in his survey of the economic considerations which during the Indus- 
trial Revolution brought about the shift of patent policy which he describes, 
he suggests the chief arguments against his own position. Dr. Fox seems to 
realize that what he proposes amounts to a re-establishment of the policies 
of the mercantile period. But his reaction to this fact may be summed up in 
his statement that: “ . . . monopoly is usually the best way of assuring ade- 
` quate supply, as any manufacturer will readily testify ....” (p. 171). 

Anyone who reads Monopolies and Patents will be impressed with the 
subtle influence of economic considerations on the development of. judge- 
made law in this field. But he will come away with serious doubts whether 
the law has been sensitively adapted to these considerations. The distinc- 
tions which the courts have evolved, between inventions which are apparent 
to skilled craftsmen and those which require a higher degree of inventive in- , 
genuity or effort; appears to be a proper one in social and economic terms. 
For it is only those inventions which require the risk of capital or effort that 
can be said to rest in any important degree on patents. It remains, however, 
to be determined how far the technical criteria now employed in the Patent 

_ Office and in the courts correspond with the economic nesessity for the grant 
_ of patents to assure the production of inventions and their disclosure. 
The study by Meinhardt, entitled Inventions, Patents and Monopoly, 


we 
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deals with a subject which has been more thoroughly explored by econo- 
mists: the problem of patent abuse., His analysis is confined chiefly to the 
legal phases of the problem and to the British experience, and its principal 
purpose is to provide a laymen’s guide to the British patent system. Much 
of the discussion is cast in terms of the issues set forth in the recent British 
Board of Trade report on patent abuse, but economists will find a much 
more satisfying analysis of the issues in the latter report. The Meinhardt 
volume may be recommended, however, to those who would like to famil- 
iarize themselves with the details of the British patent system. 
VICTOR ABRAMSON 
Washington, D. C. 


Small Business and the Webb-Pomerene Act—Report of the Foreign Trade 
Subcommittee of the Senate Special Committee to Study Problems of 
American Small Business. (Washington: Government Printing Office. 
1946, Pp. vii, 118.) 


This document combines four separate reports: a penetrating analysis 
by the Department of Justice, a study of small business experience with 
export associations by Herbert B. Woolley of the subcommittee staff, a 
weakly supported group of exhibits submitted by the Federal Trade Com- 
mission and a statement by the subcommittee itself. Although these four 
overlap, they nevertheless provide in brief space comprehensive and detailed 
information about the number of associations formed under the Webb- 
Pomerene act, and their membership, duration, functions, results and agree- 
ments with foreign producers. This document represents a considerable im- 
provement over the Report of the Federal Trade Commission on the Operation 
of the Export Trade Act (Webb-Pomerene Law) 1918-1940, which comprises 
most of the T.N.E.C, Monograph No. 6. 

One learns that the Webb-Pomerene act was advocated by the Federal 
Trade Commission and passed by Congress explicitly to improve the bar- 
gaining position and to lower the costs of small firms desiring to engage in 
foreign trade. The subcommittee concludes, however, that “the expected 
advantages for small business from participation in export associations 
have rarely materialized, that only rarely and under special circumstances 
can small business benefit from the Webb-Pomerene act and that on the 
contrary the preponderant effect of the act seems to have been to facilitate 
the concentration of industrial power in the hands of large enterprises to 
the detriment of small existing or potential competitors” (pp. 3, 4). The 
committee finds, on the other hand, that other means, especially combina- 
tion export-manager plans, which are legal without the ,Webb-Pomerene 
act have been obtaining cost economies for small firms. It further concludes 
that export associations have never been a dominant form of organization 
in the export trade of the United States, although they have monopolized 
particular fields; those associations which did exert great control over ex- 
ports were composed of large rather than small firms. The only two export 
associations composed of small firms that succeeded (Pacific Forest Indus- 
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tries and the Florida Hardrock Phosphate Export Association’) were in- 
dicted for violating the anti-trust laws. Their,success may have resulted: 
from their illegal practices rather than from the supposed economies of the 
association. (Incidentally, the “success” of an export association is not 
_ necessarily accompanied by increased exports after the formation of the 
, Association. Members of associations sometimes seek to maximize revenue 
’ by giving up some or all of their export markets in return for freedom from - 
foreign competition in other markets. Their “success” would be signaled by 
_ a drop rather than an increase in exports.) 
_. After presenting an acid view of the Webb-Pomerene act, the report 
Ten lamely suggests that export associations may be used more extensively i in 
_ the future and implies that the Webb-Pomerene act will be needed to enable 
` small. firms to obtain economies in-foreign trade. The subcommittee fails 
to call for. the revision of the act which its report justifies. ; 

If Congress desires to assist small firms to engage in foreign trade, ean 
not the right to form an export association be restricted to small firms? If 

' Congress aims to give general assistance to small firms, is it not logical to 
allow small business to combine in domestic markets where economies of 
operation and equality of bargaining power with some monopsonistic buyers 
‘might result? The report fails to consider other methods of achieving the 
act’s original purposes. 

Especially at this juncture of international economic negotiations, modi- 
fication or revocation of the Webb-Pomerene act would signal the sincere 
intention of the United States to carry out the spirit of the proposed charter 

- for the International Trade Organization which requires member countries 
-to curb restrictive business practices in international trade. Even if Con- 
gress is willing to use any possible method to help American business (large’ 
_ or small) to obtain larger shares of foreign markets, it would do well to re- 
examine the logical basis of the Webb-Pomerene act. Ultimately firms which 
organize for expanded foreign sale primarily gain not at the, expense of for- 
eign competitors but at the expense of other domestic exporters. The volume, 
` of exports by Americans is not limited by the bargaining position of our 
exporters but by the supply of dollar exchange or its equivalent held by for- 
eigners. Sales by one American exporter reduces the supply of dollars held 
abroad and therefore reduces the ability of other would-be-exporters to sell __ 
abroad. The most enduring method of helping American export industries 
is to allow greater imports which will give foreigners the dollars with which 
to buy American wares. 
ALFRED R. OXENFELDT 
Hofsira College 


. 1In its recent “Report on International Phosphate Cartels” (May 1, 1946) the Federal 
Trade Commission describes some of the activities of this association. Of especial interest is 
au analysis of the 1935 price war which this F.T.C. report attributes to the inability of the 
American firms to increase their export business because of their cartgl obligations and the re- 
sultant concentration on getting larger shares of the domestic market, It concludes “Conse- 
quently, it is apparent that the cartel agreements by restricting exports indirectly. depressed 
‘prices in the domestic market” B 58). 
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Frontiers, Peace Treaties, and International Organization. By Bric, GEN. 


Sm H. Osporne Mance. (London: Oxford Univ. Press. 1946. Pp. vi, >.. 


196. 12s. 6d.) 


This publication concludes a series of investigations inaugurated in 1940 
by the Royal Institute of International Affairs. The scope of the project 
is illustrated by the titles of the other studies, which are: International 
Telecommunications (1943), International Air Transport! (1943), Interna- 
tional River and Canal Transport (1944), International Sea Transport! (1945), 
International Rail Transport (1946), and International Road Transport, 

Postal, Electricity and Miscellaneous Questions (1947). 

' The volume being reviewed consists of three parts. The first considers 
frontiers in relation to international transport and communication. The 
second reviews the transportation articles in the peace treaties that con- 
cluded World War I. The author emphasizes the importance of distinguish- 
ing in the future between provisions for international cooperation on the 
one hand and security and reparations measures on the other. 

The third portion describes the international organizations for transport 
and communications that existed in 1939; and then reviews the conclusions 
and recommendations reached in previous volumes of the series, and sug- 
gests procedures for interrelating the proposed organizations with each 
other and with the Economic and Social Council and the Security Council 
of the United Nations. Naturally this latter is the most controversial sec- 
tion of the volume. The author has assumed explicitly “that there is a defi- 
nite will towards closer international co-ordination of effort to attain secur- 
. ity and solve economic problems in a spirit of fair play” (p. 136); and be- 
lieves that, “Just as inside a State particular interests may have to give 
way to the national ‘interest after all facts have been considered and fair 
compensation assessed where appropriate, so national interest may have to 
give way to the general interest” (p. 137). 

General Mance realizes that the world may not be ready for the forma- 
tion of world-wide or. regional international corporations to operate the 
world’s telecommunications, aviation, shipping, etc., which he envisages 
as the ultimate solution; so international organizations to regulate compe- 
tition and to coordinate technical and security considerations are also pro- 
posed. In the author’s own words, “Here we meet on the international plane 
the conflict between the conceptions of individualistic and planned serv- 
ices...” (p. 136). 

Some may question the realism of the author’s assumptions, and the ef- 
ficacy of his proposals; but it is difficult to dispute the copclusion that a so- 
lution to these problems will contribute to world peace, while the failure 
to achieve satisfactory international cooperation in these fields will subject 
the very industries that are the nexus of world trade, travel and cor- 
respondence to national restrictions and competitive subsidies, in which 


1 Reviewed in the June, 1947 issue of this journal, 
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cunhappy event there will be more ‘international friction na reduced in- 
comes for the peoples of the world. 

This volume, indeed the entire series, is a valuable source of facts and 
ideas for all who are interested in international economic organizations. 
American readers should find the cogent presentation of what appears to be 
the prevailing British point of view on these matters of especial interest. 

DANIEL Marx, Jr. 
` Dartmouth College 


-The French Railroads and the State. By Kimon A. Dovxas. (New York: 
Columbia Univ. Press. 1945. Pp. 287. $3.50.) 


The history:of railway development in France is of particular interest 
because of the peculiar nature of the participation of the national govern- 
ment in the early years and the complexities of the transition by stages to 
the so-called nationalization of 1937. As the author points out, the frequent 
financial and structural reorganizations which characterized French rail- 
road history were never exactly paralleled elsewhere. Their tortuous history 
is here chronicled in some detail, in respect particularly of the financial as- 
pects. The impact of political policy appears at every stage, the needs of 
the military impose their guiding hand, often overruling commercial con- 
ceptions, and the reluctance of capital is overcome by most unusual guoran: 
tees placing a heavy, and eventually impossible, burden upon the state. 

Though the means of coping with them are often unique, the problems 
„encountered in the building, equipment and adjustment to changing needs 
“and circumstances of the French railway system are strikingly similar to 
those prominent in the history of the railroads of Great Britain and North 
America. One cannot avoid noting some significant likenesses as well as 
contrasts with the stormy path of railway-government relationships in Can- 
ada. Outstanding in the French financial history, however, is the absence 
of equity capital as we know it, for subscriptions to the stock carrying con- 
trol of the several companies dispensed with all risk asto principal or in- 
come at an early date as a result of the government guarantee of minimum 
interest. Moreover, through successive reorganizations even in periods of 
heavy operating deficits, no write-down of capital seems to have occurred, 
no past losses were recognized. The explanation of the extraordinary solici- 
tude of the government for the investors in railway plant is not made wholly 

“clear, but the dangers of the policy adopted and the resulting disaster are 


vigorously pointed up, notably the paralyzing effect upon private initiative | 


and the continual growth of debt to unreasonable and insupportable levels. 
The extraordinarily cumbersome organizational devices, maintaining the 


i 


appearance of adherence to the French conception of democratic control, in — 


` fact completely lost direction of the significant phases of operating and 


traffic policy. Serious inefficiencies necessarily resulted. Politics were su-: 


preme, railway operation secondary, yet the partnership of government 
and private capital at least succeeded in building up an adequate network 
` of rail lines. Although at great cost, national needs were Served and served 
_ with tolerable adequacy. The author expresses the opinion, moreover, that 
_ the monopolistic structure of the French railway system eliminated certain 


° e -n 
« wr 


BOOK REVIEWS 1009 


of the costs and wastes with which we are familiar in the American railway 
system. These savings he considers to outweigh the advantages of compe- 
tition, but this important point is not supported by analysis. There is at 
least a considerable body of opinion that views the stimulus of competition 
as surpassing in its values the necessary wastes attendant upon its main- 
tenance. A more penetrating study of the French experience from this point 
of view might shed useful light on a point still controversial, in this country 
at least. It seems obvious that service suffered by comparison with that 
familiar in competitive systems, that cost controls were lacking, and that 
the rate structure lacked the flexibility and adaptability so notable in Amer- 
ican and Canadian practice. These were certainly significant counterbalanc- 
ing items. 

More directly pertinent to the scope of this particular work is the effect 
of partnership of government and the private companies upon the economi- 
cal administration and working of the railways. The author sheds some light 
upon this point, but his account lacks specific illustration. It is difficult to 
appraise the rapid growth of railway operating expenses, particularly in 
the years of World War I and those immediately following, without de- 
flation of data to remove the effects of changes in the price level. It is diff- 
cult to discern the nature of the inefficiencies which were undoubtedly pres- 
ent. Overstaffing obviously contributed. Of significant, but perhaps some- 
_ what lesser importance, was the disregard of capital costs exemplified by 
the failure fully to utilize plant and equipment. Implicit in data supplied 
by the author but not pointedly used for illustrative purposes, is the over- 
supply of rolling stock and particularly of locomotives. The low utilization 
of locomotives, in terms of daily mileage run, and the large surplus of 
motive power even in the face of the relatively heavy traffic of the late 
*twenties bespeak a lack of concern for minimizing investment and help 
to explain the growth of the burden of debt service. The single crew system, 
persisting in France long after its abandonment on all the major pairoad 
systems of the world, partially explains the former. 

As an essentially chronological account of a confused and Dapid 
history, the book provides a grasp of the fundamental facts. If there are | 
occasional minor errors and seeming deficiencies in organization, these may 
be excused in the face of accomplishment in capturing the threads of a de- 
velopment concealed in a maze of laws, decrees, and regulations produced 
by a government notorious for the abundance of its paper regulation. The 
author calls attention to numerous instances in which the evident intent 
a legislation fell far short of realization in its application. 

‘Ernest W. WILLIAMS, Jr. 

Columbia University 


Agriculture; Forestry; Fisheries 
The Farmer in the Second World War. By Warrer W. Witcox. (Ames: 
Towa State Gollege Press. 1947. Pp. xii, 410. $4.00.) 


This historical study was suggested by the Committee on War Studies 
_of tHe Social Science Research Council, and conducted in cooperation with 
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the Division of Statistical and Historical Research of the Bureau of Agri- 
cultural Economics. The author has had experience at several middle- 
western agricultural colleges and served a term with the War Food Admin- 
istration during, 1943. The book records, interprets, and in most cases ap- ~ 
praises the more significant information relating to fatmers and agriculture 
. inthe United States during the second World War. ' 
' The author starts out with a review of the agricultural situation at the 
outbreak of World War II, and concludes that it was good. Few of the “ac- 
tion agencies” of the United States Department of Agriculture were adapted 
_ to war needs, but agriculture was oriented to wartime goals with the aid of 
‘new devices—high commodity loans and forward price guarantees, produc- ` 
tion goals, etc. Food production increased at an unprecedented rate during . 
the war, to reach a level 50 per cent higher than in World War I, with 10 per 
cent fewer workers on farms. 

Achievements in marketing were more spotty than in production; retro- 
gression took place in some respects, asin the reduced use of grades with 
price ceilings and floors. Interstate trade barriers were reduced only slightly 
and temporarily. ` 

Two chapters describe the wartime use of manpower on farms and effects 
.ofthe war on the use of farm land. 

Seven central chapters relate to agricultural price policies, five of them 
dealing separately with separate groups of commodities. The first price 

chapter deals with the conflicts that were encountered in the formulation of 
` wartime agricultural price policies—conflicts over the imposition of ceilings 
on wages as well as prices, over the veto power of the Secretary of Agricul- 
ture over price ceilings on farm products, over 110 per cent of parity and 
other bases for ceilings, and over “General Max.” The picture of Congres- . 
’ sional action during this period does not look too pretty to the unbiassed eye. 

- The last of the price chapters presents an appraisal of the wartime agri- 
cultural price policies, concluding that in an overall sense they were intelli- 
gent and successful. The author criticizes however, two policies: (1) con- 
tinued favorable livestock feeding ratios when reserves of cereals should’ 
- have been accumulated for direct human consumption in famine areas and 
. (2) failure to remove food subsidies and allow price rises in February, 1946, 
when wage rates were allowed to rise. He also offers some adverse comments 
on the management of food supplies, particularly after the end of the war. 

The last few chapters review technological developments affecting agri- 
culture,-changes in the size of farms, tenancy, farm prices, health, and edu- - 
educational facilities, international agricultural procunn and trade, and 
industrial expansion in relation to agriculture. 

Two of the most interesting chapters deal with the dandan role of the 
_ United States Department of Agriculture, and with the growth of influence 
of farm organizations. The final chapter compares farm problems at the 
ends of World Wars I and IT; it concludes that farmers now arè much better 


` * off than they were after World War I, but that farmers’ basic problems are 


not yet solved. 
This is a handy reference book. It covers the whole field of agriculture 
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during the war, plowing it about as deeply as one. moderate-sized volume 
can. Admittedly it deals with a war period that we hope will not be repre- 
sentative of future years, but many of the lessons learned in wartime can be 
applied in peacetime. The book is clearly written and easy to read. It isa 
mine of factual information, or rather a warehouse where newly mined 
material is assembled, classified, and more or less completely analyzed. 

GEOFFREY SHEPHERD 
Iowa State College 


Labor and Industrial Relations 


M anagement Functions under Collective Bargaining—the Rights and Respon- 
sibilities of Management in a Union Relationship. By Lupwic TELLER. 
. (New York: Baker, Voorhis, 1947. Pp. xvi, 468.) 


This book should be of great aid to those who seek to evaluate the Labor 
Management Relations Act of 1947 as the most recent and inclusive ex- 
pression of public policy on labor and industrial relations. In this volume, 
which resembles in method and style his earlier A Labor Policy for America,* 
Dr. Teller attacks a problem which he describes as the “allocation of func- 
tions to management and to organized labor in a collective bargaining rela- 
tionship and in a society dedicated on the one hand to a private economy 
and on the other to responsibility for the well-being of its members.” He 
seeks means of attaining and maintaining national objectives of freedom 
for the individual and for unions, opportunity for private initiative, and 
high levels of productivity and economic and social security, all within an 
inclusive framework of public policy. 

The study begins with an assessment of the status accorded collective 
bargaining by law and judicial decisions, from which the author concludes 
that collective bargaining has been'reserved as a private relationship largely 
to avoid bureaucratic regulation and dictatorship. As a result, however, 
labor organization has found it possible in recent years to regulate. manage- 
ment, in this private relationship, without itself being subject to regulation. 
The question now facing the nation, as the author sees it, is how to allocate 
functions to management and to unions with assurance of high levels of 
productivity and economic security and a maximum of freedom from regu- 
lation. 

To this end, attention is directed, in Part I (seven chapters), to the possi+ 
bility of excluding certain management functions from the area of collective 
bargaining. From a careful analysis of War Labor Board orders and opinions 
and arbitration awards, however, the author concludes that no definable 
area of management functions can be ruled out of bounds. 

Since this approach to the problem appears fruitless, Part II (five chap- 
ters) considers the development of an inclusive labor policy that by law and 
custom will so regulate and direct collective bargaining as to assure the 
desired objectives. Such a policy, the author holds, must be integral, com- 


* Reviewed in this journal, March, 1947. f 
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ethane: and coordinated; it cannot be provided by extending anti-trust 
laws here and anti-racketeering laws there.-On the basis of a careful analysis . 
of historic and current practice with respect to the closed shop, jurisdic- 
tional disputes, organization of foremen, industry-wide bargaining, guaran- 
. teed annual wages, and steps taken to secure full employment, the author 
outlines a proposed national policy. He suggests creation of a national, 
quasi-judicial labor court to administer congressionally declared policy. As 
major elements in the policy, he would forbid the closed shop, limit juris- 
dictional disputes, encourage a self-imposed rule on the part of unions 
respecting the organization of foremen, require responsibility of both parties 
under collective agreements, and provide an independent conciliation serv- 
ice, to mention only the most important proposals. He would not extend, 
the use of “‘cooling off periods” and is skeptical of the value of fact-finding 
as means of settling disputes. He sees no place for compulsory arbitration. 
Voluntary arbitration Sarde would be enforceable through the special 
labor court. 
However one may react to these and other specific proposals, it must be 
recognized that Dr. Teller presents an unusually keen, careful and logical 
analysis that represents a major contribution to current thinking in this 
area. It is refreshing indeed and most encouraging to find a lawyer who 
recognizes and emphasizes functions to be performed instead of rights and 
prerogatives to be protected. Most of his points are so clearly presented and 
so effectively buttressed with fact and logic that the few exceptions stand 
out sharply, as for example ‘his assertion that anti-trust laws should be 
restricted to business restraints because problems in the two fields are 
“radically different” (p..186) and his conclusion that unions may properly 
require employers of their members to join specified employers’ associations 
_ (p. 316). This reviewer hesitates to mention these items, in part because 
they are minor considerations, but more particularly because the study as a 
whole is so thorough, exhaustive and carefully considered. 


DALE YODER 
Universtiy of Minnesota ay 


Economie et Legislation Industrielles. By ROBERT Mossé. (Paris: Aahir, 
1940. Pp. 402. 35 fr.) 


‘Robert Mossé, now with the United Nn has been a E in 
Grenoble University, an arbitrator of labor disputes, and a well-known 
writer on labor problems and collective economies. He brought to the writ- 
ing of this general textbook on labor problems and labor legislation a high 
degree of professional competence and an abundance of practical experience. 
in the field of industrial relations. 

The book is divided into an introduction and two parts. In the introduc- 

‘tion, Professor Mossé traces very simply and in broad outlines the historical 
development of current labor institutions, conditions and ideology, through 
_ the stages of slavery, serfdom and unfettered freedom, and into what he 
calls the present Democratic period. State intervention in the Democratic . 
period has made the unfettered legal freedom of the eighteenth and nine- 
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teenth centuries effective by promoting collective bargaining, by enacting 
and enforcing laws ameliorating working conditions and by establishing 
fairly comprehensive systems of social insurance. 

Part I is devoted to the problems of the individual worker. There is first a 
simple description of methods of wage payment, with a bit of information 
to indicate current wage levels. Wage ‘theories—subsistence, wages fund, 
Marxian, and marginal productivity—are briefly analyzed. The productiv- 
ity theory is described only as it is supposed to operate in a perfectly com- 
petitive economy. Then follows a discussion of wage policies, of the effects 
of low and high wages, and of the purchasing power theory. Too little 
space is devoted to the last subject to develop it effectively. 

Legal aspects of the individual labor contract and French labor legisla- 

~tion on wages, hours and working conditions are briefly outlined. Compen- 
sation for industrial accidents and the settlement of individual contract 
disputes in labor courts are treated in this connection. Vocational guidance 
and training and public employment offices are also discussed. Part I is 
concluded with a treatment of unemployment, its nature, results, causes, 
and proposed cures. Only brief mention is made of unemployment compen- 
sation. The author believes that cyclical unemployment results from a gen- , 
eral lack of purchasing power, although he does not develop the idea. 

Part II is devoted to collective aspects of labor problems. It deals first 
with the State, which is considered to be the most important collective 
institution, and a strong case for State intervention in labor matters is_ 
presented. Space is also devoted to describing the State agencies in France 
that are concerned with industrial relations. The structure and functions of 
employers’ associations and unions, the legal framework within which they 
operate, and the legal and economic aspects of collective agreements are ` 
treated at some length. Then comes a discussion of strikes and lockouts, 
their effects on the economy, and their regulation and settlement, including 
a general analysis of the legislation and a brief description of the agencies in- 
volved. Professor Mossé favors the use of compulsory arbitration. A brief 
view of methods of handling industrial disputes in different types of socie- 
ties is given. The book is concluded with a description of the provisions of 
French social insurance legislation. 

The topics included in this textbook do not differ appreciably from those 
found in the most commonly used American labor texts. Relatively more 
space is devoted to labor legislation and State intervention than in our 
texts, partly no doubt because Professor Mossé is trained in law and is 
probably writing primarily for lawyers, but partly perhaps because in 
France legislation and intervention may be of relatively greater importance. 
There is relatively less emphasis on what we call personnel management. 
And all subjects are naturally treated less intensively°in a book that is 
roughly only half as long as ours usually are. There is some reference to 
foreign experience and institutions, but not a great deal, and less to Ameri- 
can than to British. 

In the treatment of the subject matter, there is less theoretical analysis 

„than is found in the better American labor texts, less than most of us think 
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is poadiie. aud necessary. What theoretical „analysis there i is TA not go 
. beyond the most elementary concepts, and it ‘could easily be grasped by the 
average American’ college student who has had a ‘course in elementary 
economics. There is very little information on the operations of labor 
institutions and laws. so 

These are not suggested as being detects in the book. The brief, elemen- 
ary, and eminently clear description of major aspects of labor problems ' 
‘given by Professor Mossé no doubt meets very well the needs of those French 
students and officials for whom the book was written. The reviewer senses a 
. considerably firmer grasp of the legal than of the economic and sociological 

aspects of labor ‘problems. 
© „In general, the positions taken by Professor Mossé appeat sound to the 

, reviewer. But it is hard to see much strength in the view that today the 
o Individual labor agreement is too often oppressive because hunger and: 

, Misery exercise a moral violence that weakens the power to resist. It is also 
difficult to accept the conclusion that without social insurance the worker in 
a capitalistic economy is in a less favorable situation than were the slaves of 
curler times because slaves were valuable capital. f 

DomeEntco GAGLIARDO 
“Uy niversity of Kansas 


“I ndustry and Society. Edited by Wii F. Wavre. (New ` York: McGraw- 
A Hill. 1946. Pp. vi, 211. $2.50.) 


_ Industry and Society grew, out of a lecture § series on “Human Relations 
in Industry.” The eight lectures were delivered by Chester I. Barnard, 
Mark Starr and six faculty members of the University of Chicago i in the 


`. Summer of 1945. 


- Tam ordinarily not enthusiastic about the publication i in one volume of a 
series of lectures by different. people, even when six of them are colleagues in , 
‘a university cooperating in a general program of research: A single lecture 
rarely affords an opportunity to develop a thesis adequately; and unless 


`, the editor plays a more positive role than is normally acceptable, the reader 


gets a confused impression. By contrast, a lecture series on one topic by a 

distinguished scholar sometimes results in a very interesting and important 
_ book ‘as, for example, Professor Barnett’s lectures at Harvard on “Labor 
- and Machinery” and President Conant’s recent lectures at Yale on “Under- 
< _ standing Science.” 

Indusiry and Society, however, should perhaps be judged more on what it 
reveals concerning the future promise of the Committee on Human Rela- 
tions in Industry, organized in 1943 at the University of Chicago. The com- 
mittee represents an interesting experiment in interdisciplinary research. It 
. is composed of representatives of the departments of anthropology, sociol- 
_ ogy, business administration and economics. Judging from this volume, the 

sociologists have a dominating influence. The discipline. of economics is 
`. apparently not very heavily weighted; and, curiously enough, there are no’ 
representatives from the department of psychology. I should think, for 
example, that Professor Whyte’s study of restaurant workers as reported in 
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a chapter entitled “When Workers and Customers Meet” would have 
profited by the contributions of the psychologists. Dr. Whyte directs his 
attention toward the nervous tensions which are developed by waitresses 
and discusses in particular and at some length the “crying waitress.” 

Perhaps I can give the flavor of this discussion by one or two quotations: 
“As we concentrate our attention upon the crying problem, we must re- 
member that that is only one of a number of possible waitress reactions. To 
work out her problems, the waitress may (1) talk back to the customers; 
(2) yell at service pantry workers and bartenders; (3) break down and cry, 
get “the shakes,” or other nervous reactions; (4) take the pressure off herself 
by controlling her customers; or (5) blow off steam to the supervisors... .” 
Whyte then proceeds to ask, “What can be done to improve the social skills 
of the waitress? Most managements have grappled with this problem in one 
form or another. Many of them have tried to solve it through inspirational 
talks on the psychology of salesmanship. . . . Inspirational or not, a lecture 
is a lecture; and the salesman who is falling down on the job because he is 
not adjusting well to customers or is preoccupied with some personal prob- 
lem, will see in the lecture only just so much more pressure bearing down on 
him... . How then can management act to take the pressure off? That is a 
problem i in supervision, and it has many aspects that we cannot take up here; 
but it should be emphasized that skilful supervision begins with giving 
employees an opportunity to talk their problems off their chest.” 

One difficulty in criticizing this particular discussion is that it is apparent- 
ly an abbreviated version of a more ambitious volume by Dr. Whyte 
entitled Human Problems of the Restaurant Indusiry. Nevertheless, I do not 
get an impression of a very intimate understanding of the problems of the 
waitress. This is perhaps because, as a sociologist, Whyte is dealing more 
with problems of status than of personality adjustment. 

In another chapter, W. Lloyd Warner and J. O. Low draw on their rich 
experience in Newburyport to report on the “Factory in the Community.” 
Their approach is historical, tracing the changes in the social structure of 
Yankee City from the early ninetéenth century to the present time. They 
find in this a substantial deterioration. “In ‘the good old days,’ the people of 
Yankee City felt that they all shared in a common way of life, in which 
business and industry were closely integrated into the community.... 
When New York financiers assumed control of the industrial hierarchy, the 
social and civic leaders of Yankee City were no longer active in local man- 
agement.... What happened in Yankee City appears to have been hap- 
pening throughout the country. With advances in technology and the devel- 
opment of big-city capitalism, the social distance between workers and 
management has been increasing; and we seem to be witnessing the emer- . 
gence of an industrial working class.” 

To me the most interesting chapter in the book is that contributed by 
Chester Barnard entitled “Functions and Pathology of Status Systems in 
Formal Organizations.” Chester Barnard is a business man with wide 
experience who is ħighly literate in the field of sociology. 

Barnard believes that men have a profound need for “integrating their 
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personal history” by the conferring of satis: This need is exceptionally 
important to those who by determined effort acquire superior knowledge, 
skill or experience. ‘“The need is for an endorsement of the individual’s past 
history as a creditable element in his existing personality. The granting and ' 
- attainment of improved or different status here is not reward but anoint- 
ment.... To be a member of a good organization is a personal asset. It is 
among the claims to distinction of most men... . Individuals of superior 
ability and those of inferior ability can comfortably work together only on a 
basis of physical or social segregation... . The inferior will group them- 
selves and command respect by various means, if they are not protected by 
being assigned a formal status, which though inferior, recognizes their 
position as being more or less indispensable. . . ..Concordantly, the other 
individuals press for segregation corresponding to the observed differerices 
in abilities and in contributions.” 

Having established his belief that systems of status are indispensable to 


: - ‘effective organization, Barnard goes on to examine some of their pathologi- 
- cal aspects. ‘Experience shows” that status tends to be imputed to the man 


himself rather than to his “role.” “When inferior status is assigned on this 

< basis, it is transferred to the individual generally and similarly when 

superior status is assigned. Thus exaggeration of personal inferiority and 

superiority results. The effect upon the characteristics of the individual 

contributors to an organization is deleterious—depressing and limiting those 

. of inferior status, stimulating and sometimes intoxicating those of. superior 
status. Restoring or creating morale in the one, restraining the other, then 
becomes a major problem of organization.” 

Among other undesirable effects of systems of status, in Barnard’s view, 
is the inevitable overvaluation of administration as opposed to leadership. 
This is an important point which Barnard does not elaborate. The growth 
of large-scale enterprise involving the-application of more formal systems of 
‘status has, I believe, had a limiting effect on the innovating aspects of en- 

trepreneurship. . 
It-is curious that in a study published under the title Industry and Society 
so little attention is given to the dynamic aspects of business development. 
The lectures are concerned with the causes of friction in human relations, 
~ but do not treat the creative drives which make our American industrial 

society so forceful and so full of tensions., 
a W. RUPERT MACLAURIN 
M assachusetis I nstitute of Technology 


Union Policies in the Leather Industry. By Leo Cyrit BROWN, S. J. (Com- 
bridge: Harvard Univ. Press. 1947. Pp. xviii, 246. $3.50.) 


. The investigation for this study was made before the war and deals for 
` the most part with the years 1921 through 1939. A concluding chapter con- 
tains some general observations with respect to changes in recent years. 
‘From his orderly examination of economic trends in this industry, Father 
‘Brown concludes that “... leather production, aparf from cycles, will 

remain fairly stable and increase only slightly and slowly” (p. 103). This is 
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based on evidence indicating a long-run reduction of exports and a decrease 
‘in the use of leather in domestic shoe manufacturing, the major consumer of 
tannery products. The latter development has been the result of style 
changes shifting demand to lighter shoes and to footwear made of substitute’ 
materials. An accompanying increase in labor productivity has diminished 
employment opportunities but, according to the author, the necessary 
reduction in the labor force has been impeded by union policies penalizing 
overtime. By encouraging work sharing, a larger number of workers has, 
remained attached to the industry than is desirable. - 

Since future employment in the leather industry will depend not only on 
trends in production and in labor productivity but also on shifts in the 
location of plants, a considerable part of the study is devoted to an analysis | 
of locational factors. The perishability of hides encourages the location of 
tanneries near sources of supplies where assembly costs (mainly transport) 
are minimized. This explains the concentration of plants in the middle 
west near the packing houses and in the northeast close to the ports of entry 
of foreign hides. Product differences within the industry and varying degrees 
of sensitivity to style and market changes make for unequal responsitivity 
to changes in locational factors. It is suggested that “a differential of 10 
per cent in labor costs . . . outweighs the advantages of location at the site 
of minimum assembly costs, and is of sufficient importance to displace the 
manufacture of side-leather more than 350 miles and the manufacture of 
sheepskin and calfskin more than 600 miles” (p. 129). 

Jf true, one would expect to find significant locational changes since, in 
the period surveyed, as Father Brown points out, average labor costs varied 
by at least 10 per cent between the midwest and the northeastern states. In 
fact, the data show no clear net shifts between states and regions for leather 
manufacturing as a whole (as measured by employment) although there is 
some evidence of movement in certain sections of the industry from organ- 
ized to unorganized areas within certain states, notably, Massachusetts. In 
explanation, the author notes that “When style is important, location seems 
to be determined by circumstances which permit the manufacturer to keep 
abreast of fashion. When style is of less moment, location shows a tendency 
to seek sites of lower costs” (pp. 129-30). Since the major part of the tan- 
neries’ products are devoted to supplying a style-demand, it would seem 
that the tolerances available to organized labor in seeking wage increases 
that are not disruptive, are somewhat greater than the author suggests. It 
is to be regretted that despite the title of this study, only two short chapters 
are devoted to an analysis of actual union wage and hour policies and to the 
consequences of these policies. 

The study closes on what seems to this reviewer to be an unexplained 
note of pessimism with respect to organized labor’s prospects. “If,” writes 
the author, “thdt Act (National Labor Relations Act) were repealed or 
substantially modified, the weight of the problems pressing on the union 
would probably destroy it” (p.222). In the absence of a fuller discussion than 
is presented, the*reader finds it difficult to understand why the Fur and 
Leather Workers Union will be unable to cope with the stresses and strains 
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day. (London: E. Arnold. 1947. Pp. 64. 2s, 6d.) 


Sours, G. Prosperity decade, 1917-1929: From war to depression. Vol. VILL, The economic history 
of the United States series. (New York: Rinehart. 1947. Pp. xiv, 365. $4.) ‘ 
National Economies 


BLANSHARD, P. Democracy and the empire in the Caribbean. (New York: Macmillan. 1947. Pp. 
xi, 379, $5.) 


CHAMBERLIN, W. C. Economic development of Iceland through World Wer II. Stud. in bist., 
econ. and public law, no. 531. (New York: Columbia Univ. Press. 1947. Pp. 141. $2. 25.) 


Coats, R. H., editor. Features of present-day Canada. The Annals, vol. 253. (Philadelphia: 
Am, Acad. of Pol. and Soc. Sci. Sept., 1947. Pp. 199.) 


JATHAR, G, B. and Berr, S, G. Elements of Indian economics. (Bombay: Oxford Univ. Press. 
1947. Pp. 192. 6s.) 


Scuwartz, H. Russta’s postwar economy. (Syracuse: Syracuse Univ. Pæss. 1947. Pp. 119. $1.) 


Siz, E. Le relèvement économique et financier de la Hollande—un succès du dirigisme. Pub. no. 20. - 
(Paris: Centre d'Études de Politique Étrangère. 1947. Pp. 101.) 


Economic controls and commercial policy in Nicaragua. Tariff Commission. (Washington: Supt. 
Docs. 1947. Pp. 25, 10c.) 


German and Japanese industry. Reports published to May 31, 1947. (London: H. M. Stat. 
Off. 1947. sag 
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Gono "economic fusion of American and British zones of occupation. TET of nes 
- ment between the United States of America and the United Kingdom, signed Dec. 2, 1946. 

>, Pub. 2740: Treaties and other internat. acts ser. 1575. (Washington: Dept. of State. 1947.. 

- > Pp. 5: 5c) 

i Déconomie ds la Ruhr. Etude ger. D-1 par la Direction de la Conjoncture de PInstitut Na- | 
tional de la Statistique et des -Études Economiques. (Paris: Presses Univ. de France. 1947. 
Pp. 113) 

L’économie de la Sarre. Etude ser. D-2 par la Direction de la Conjoncture de PInstitat National 
de la Statistique et des Etudes Economiques. (Paris: Presses Univ. de France. nee Pp. 147. 

` 280 fr.) 

_ Occupation of Germany: policy and progress 1945-46, Dept. of State, pub. ae, European ser, 

_. 23. (Washington: Supt. Docs. 1947. Pp. viii, 241. 75¢.) 

`- Report and recommendations of the Joint Philippine-A merican Finance Commission., With tech- 

‘ical memorandum, Philippine economic development, prepared by T. Hinnen. 80th Cong., 

~ Üst sess, H. doc. 390. (Washington: Supt. Docs. 1947. Pp. vi, 222.) 7 


Economic Systems; Postwar Planning 

EATEN C. Theory of national economic paming, (Berkeley: Univ. of California Press. 1947. , 
Pp, 282. $4.) 

ae Statistical Methods; Econometrics; Economic 

Mathematics; Accounting pei 


= PA L E. and Arworp, S. Practical rules for graphic presentation of business statistics. 
. (Columbus: Ohio State Univ. Bur. of Bus, Research, 1947. Pp. xii, 89. $2.) 


Vaw Sicxte, C. L: Cost accounting —fundamenials and procedures. 2nd ed. New York: Hopes 
“1947, Pp, ix, 889. $7.50.) 
`- VATTER, W. J. The fund theory of accounting and its implications for financial reports. Suppl to. 
- Jour, Bus. Univ. Chicago, vol. xx, no. ea pt. 2. (Chicago: Univ. of Chicago Press. 1947. Pp. - 
-"123,) 
Chapter in population som pling. Bur. of the Census. (Washington: Supt. Docs. 1947, Pp. 141, . 
$1.) : 
© N ional Income and Product; Income Distribution; 
ii» © Consumption Statistics 
Food consumption lends i in the United Kingdom. (London: H. M. ‘Stat. Off. 1947, 64) 


` Business Cycles and Fluctuations 
Moraan, T. Teame and employment. (New York: Prentice-Hall 1947. Pp. xv, 280. $3. 25.) 


’ Nucxnt, R, DEwine, A. S. and Zauniser, B. Stabilization of production and employment. 
`, Am. econ. pol. ser. (New Wilmington: Econ. and Bus, Foundation. 1947. Pp. 28. 754.) 


+ 


Wholesale prices, aid Bur. of Lab. Stat., bull. 877: (Washington: Supt. Docs, 1947. Pp. 121. 
s , 256.) vo 


Public Finance; Fiscal Policy; Taxation. 


Bravok; R., and others. The meaning of the new tax policy. Transcript no. 482. (Chicago: 
Univ... of Chicago Round Table. 1947, Pp. 21. 10¢.) . / 


Mann, F. C., editor. Studies in public finance and taxation. Vol: I: Current issues is taxation. 
Papers of’ ‘the 1946 Institute on Federal Taxes, (Washington: Ameriqan Univ. Press. 1947, 
Pp. 322, mimeo.) , 

: Subjects: Capital gains and losses; organization of the Treasury for settling tax utes; 
‘tax Pee atising out of separation and divorce; the Clifford regulations; prepakation | 
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and trial of cases in the Tax Court of the U. S.; tax problems relating to the purchase, sale 
and reorganization of a business; excess profits tax; corporate redistribution; trusts under 
estate and gift taxes; possible changes in tax laws. 


Gronts-in-aid and other federal expenditures within the states. (Chicago: Council of State Govern- 
ments, 1947, Pp. 27. $1.) ` 

Individual income tax reduction act of 1947. With explanation and new pay-as-you-go with- 
holding tables. (New York: Prentice-Hall. 1947. Pp. 44. Apply.) 

International double taxation. Report of the LC.C. Committee on Taxation, prepared by F. 
Bower, Feb., 1947. Brochure no. 116. (Paris: Internat. Chamber of Commerce. 1947. Pp. 11.) 

Our national debt after great wars. Nat. debt ser. 1. (New York: Committee on Public Debt 
Policy. 1947. Pp. 12. 25¢.) 

Our national debt and interest rates, Nat. debt ser. 3. (New York: Committee on Public Debt 
Policy. 1947. Pp. 19. 25¢.) : 

Our national debt and the banks. Nat: debt ser. 2. (New York: Committee on Public Debt 
Policy. 1947. Pp. 18. 25¢.) 

Our national debt and the budget. Nat.. debt ser. 4. (New York: Committee on Public Debt 
Policy. 1947. Pp. 20. 25¢) 

Postwar stata taxation and finance. Report and recommendations of the tax committee of the 
Council of State Governments. (Chicago: Council of State Governments. 1947. Pp. 38, 
mimeo. $1.) 


Money and Banking; Short-Term Credit 

Gouvita DE Buiydes, O. O banco central no Brasil. (Rio de Janeiro: Ministério da Fazenda. 
1946. Pp. 64, mimeo.) 

Loutmarore, G. F., CHANDLER, L. V. and Cring, D. C. Money, credit and finance. Econ. and 
soc. institutions, vol. IV; rev. (Boston: D. C. Heath, 1947. Pp. x, 389. $2.75.) 

OLARIAGA, L. Æ} dinero. Vol. 1: Teorta del dinero. Madrid: Moneda y Crédito. 1947. Pp. 188. 
37 ptas.) 

A competent survey of recent theoretical writings on money. To be followed by a volume 

on moretary policy. , 

Pepprm, J. T. The wealth standard. (London: Williams and Nelson. 1947. Pp. 235. 15s.) 

Annual report of the Federal Deposit Insurance Corporation for the year ended December 31, 1946. 
(Washington: Fed. Deposit Ins. Corp. 1947. Pp. xiv, 189.) 

Monetary problems in the world of today. Resolution of the I.C.C. Council and report of Com- 
mittee, prepared by P. Jaconsson, Dec., 1946. Brochure no. 104. (Paris: Internat. Chamber 
of Commerce. 1947. Pp. 66.) 


International Trade, Finance and Economic Policy 


Acarwata, A. N., editor. Position and prospects of India’s foreign irade. (Allahabad: East End 
Publishers. 1947. Pp. x, 319. 21s; 12 rs.) 

HAWTRey, R. G. Bretton Woods—for better or worse. (New York: Longmans, Green. 1947, 
Pp. viii, 142. $2.) . s 

Torr, W. L. Problems of United States foreign economic policy. Dept. of State pub. 2750, . 
comm. ser. 104. (Washington: Supt. Docs, 1947. Pp. 26. 104) k 


WELLER, J. Problèmes d'économie internationale: les échanges du capitalisme libéral. (Paris: 
Presses Univ. de France. 1946. Pp. 227. 240 fr.) 


Le controle des changes. Vol. 11, Rapports nationaux: i oe Amérique Latine, Argentine 
et Bulgarie. (Paris: Internat. Stud. Conference. 1947. Pp. 283. 250 fr.) 
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__-Repulations ua to Foreign Funds: embol in. the United ‘States. ale: Bank for Internat. i f 
E Settlements. 1947. Pp. 119.) . ; 7 
Second ‘annual report of the ‘director-general ‘tothe FAO Conjirens. (Washington: Foa and 
g _ Agric. Organization of-the U.N. 1947. Pp. ix, 33. 50¢) `> 
The stats of food and agriculture: 1947, Prepared for the 3d session of the FAO inferne; 
-' Geneva, Switzerland, -Aug. 25, Du (Washington: Food and Agric. Organization ‘of He -, 
“U.N. 1947. Pp..27, mimeo.) i yý 
7 ` Trade ond employment. Arreview of thie Draft Charter of the ITO of the U.N. Brochure no. 106. 
:(Paris:, Internat. Chamber of Commerce. 1947. Pp. 62.) 
, Trade of the United. Kingdom with British countries. and foreign countries. Annual statement, 
ag _compared, with 1941-44, vol. 3. Customs and Excise. (London: H. M, Stat. Off. 1947. 20s.) se 


ane Business Firiance; Insurance; Investments; Bt 
A i . - Securities Markets : 
E Arai, C. A. Cor porétion’ finance. (London: Macmillan.- -1947. Pp.’ vil, 250. 12s.) 
po 218) Thetnternal finance sical wanderings (London: Pitman. 1947. “Pp. xiv, 
. $ 


_ Forecasting financial raputfemehi: Financial management ger. no. 87: a York: Am. Man... 
š agement Assoc. 1947. Pp. 52. $1.) ` 


- Public Control of Business; Public Administration; © . `. 
`- ` National Defense and War ` 


“ Boce, B, Small. fishies and regulation of pricing practices. ‘Dept. of Commerce. econ. (call 
- business) ser. no. 61. (Washington: Supt. Docs. 1947. Pp. 32. 15¢.) ` 
_ FRANxs, O. Central planning and control ù in war and peace. Lectures delivered at the London.. 
n School of Economics. (Cambridge: Harvard Univ. Press. Pub. for London School af Econ. “4 
- 1947. Pp. 61. T5) : , 
` Cartels and combines in the ‘occupied areas: tT EN ENEE ET TA 
:- . dissolution of Japon’s feudal combines. Dept. of State pub. 2889, comm. pol.'ser. 103. (Wash- 
~ ington: Supt. Docs. 1947. Pp. 13. 10¢.) ‘ 
Copper policies of the War Production Board and predecessor agencies, May 1940 to November 
1945. Hist. rept. on war administration, WPB, spec. stud. no. 29, (Washington: Civilian . 
- Prod, Admin., Bur. of Demobilization. 1947. Pp. 198, ‘mimeo.) ye _ 
Import policies and programs of the War Production Board and predecéssor agencies, May ‘1940 
to November 1945. Hist. rept. on war administration, WPB, spec. stud. no. 30. (Washington: 
Civilian Prod. Admin., Bur. of Demobilization. 1947. Pp. 253, mimeo.) 


` Investigation of government patent practices and policies. Report and recommendations of the, : 
` attorney general to the President, Vols. I, L, IIT. Dept. of Justice. (Washington: Supt. Doca. - 
1947. Pp. vii, 146; 508; 328. 354; $1; 65¢.) 
Selene and public policy. Vol. 1, A program for the nation. Report’ to the President by I R. 
Steelman, chairman,.The President’s Scientific Pencae pain (Washington: ‘Supt. Docs. 
_ 1947. Pp. x, 73. 208), ~- 


Industrial Organization; Price and Production . 
"Policies; Business Methods | ` Pia 


Conn, W. 3. Organieation nd management in industry and busines. 3d ed. (lew York: 
“Ronald Press. 1947. Pp. 836. $5.) i : tag 


` ' SomeävrreR, W. HL The low of business. (New York: Rinehart. 1947. Pp. xviii, 679. oe 


` Spron, H. A. Adminisiratios bekavior—a study af decision-making proceéses in admisistraties 
een: Re nt ee eee? Poke : . 
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Planning the price structure: economic factors confronting marketing executives. Marketing ser., 
no. 67. (New York: Am. Management Assoc. 1947. Pp. 27. 75¢.) 

Production policies for increased output. Production ser., no. 169. (New York: Am. Management 
Assoc. 1947. Pp. 36. 75¢.) 

Marketing and Domestic Trade 

Dunppy, E. A. and Revzan, D. A. Marketing—an institutional approach. (New York: McGraw- 
Hill. 1947. Pp. xii, 675. $4.50.) 

Mining; Manufacturing; Construction 

SHEPPARD, M. E. Cloud by day—the story of coal and coke and people. (Chapel Hill: Univ. of 
North Carolina Press. 1947. Pp. xv, 266. $4.25.) 

Transportation; Communication; Public Utilities 

Tracuser, H. H. Public utility regulation. (Chicago: Richard Irwin. 1947. Pp. x, 538. $5.) 

A statement of certain policies of the executive branch of the government in the general field of avia- 
tion. Prepared for the President by the Air Coordinating Committee, Aug. 1, 1947. (Wash- 
ington: Supt. Docs, 1947. Pp. 17. 10¢.) 

Background information on President's Temporary Air Policy Commission and the Joint Con- 
gressional Air Policy Board. (Washington: Aircraft Industries Assoc. 1947, Pp. 32.) 

Interterritorial freight rates. Law and Contemp. Probs., vol. xii, no. 3. (Durham: School of Law, 
Duke Univ. 1947. Pp. 247.) 

Statistics of railways in the United States for the year ended December 31, 1944. Fifty-eighth , 
annual report, prepared by the Bur. of Transport Econ. and Stat., Interstate Commerce 
Commission. (Washington: Supt. Docs, 1946. Pp. 578. $2.25.) 

Statistics of railways in the United States for the year ended December 31, 1945. Fifty-ninth 
annual report, prepared by the Bur. of Transport Econ. and Stat., Interstate Commerce 
Commission. (Washington: Supt. Docs. 1947. Pp. 608. $2.25.) 


Agriculture; Forestry; Fisheries 

Brack, J. D. and Corson, C. T. Sugar: produce or import? Carmegie Endowment for Internat, 
Peace, Div. of Econ. and Hist., agric. ser. no. 6. (Berkeley: Univ. of California Press. 1947, 
Pp. 68. Apply.) 

Gorpscramor, W. As you sow. (New York: Harcourt, Brace. 1947. Pp. xvi, 288. $4.) 

How industrialized farming is changing the American way of life. 

Jones, R. L. History of agriculture in Ontario, 1613-1880. (Toronto: Univ. of Toronto Press. 
1946. Pp. xvi, 420. $4.25.) 

Rosen, J. Wartime food developments in Switzerland. |. War-peace pamph. no. 9. Gans 
University: Food Research Inst. 1947. Pp. v, 104. 50¢.) 

WALFORD, L. A., editor. Fiskery resources of the United States. (Washington: Public Affairs Press, 
1947. Pp. 134, $5.) 


The balance sheet of agriculture, 1947. (Washington: Bur. of Agric. Econ., Dept of Agriculture. 
1947. Pp. 67, mimeo.) 


Economic Geography; Regional Planning; 
Urban Land; Housing 


Devon and Cornwall—a preliminary survey. Report of the Survey Committee of the University 
College of the South West, Exeter. (Exeter: A .Wheaton & Co. 1947. Pp. iv, 318. 1£, 11s, 6d.) 


Nonprofit housing projects in the United States. Bur. of Lab. Stat. bull. 906. (Washington: 
Supt. Docs. 1947. Pp. 91. 25¢.) . 


j -Labor and Industrial Relations 
- Bowrzy, A. L. Wages, earnings and hours of work, 1914-1947, United Kingdom. Spec. memo. 
no. 50. (London: Exec, Committee of London and Cambridge Econ. Svce. 1947. Pp. 16. 5s.) 


CABE, J. C. Foremen’s untons—a new development in industrial relations. Bur. of Econ. and 
Bus. Research bull. no. 65. (Urbana: Univ. of Ilinois College of Commerce and Bus. Admin, 
_ 1947. Pp. 74.) 


CRUTROO, L. Suitable work under the New York Unemployment Insurance law. Case book of 
Appeal Board and court decisions. (New York: N. Y. State Unemployment Insurance Ad- 
2 visory Council 1947. Pp. 158, mimeo.) 


Errr, T. and Reap, T. T. Labor standards ond metal mining: a study of the ofects of the Folr 
Labor Standards act of 1938 on the non-ferrous metal mining industry. (New York: King’s 
Crown Press, 1947. Pp. 81. $1.50.) 


- Harsey, G. D. Handbook of personnel management. (New York: Harper. 1947. Pp. ix, 402. $6.) 


Jonnson, R. W. Or forfeit freedom. (New York: Doubleday. 1947, Pp. xi, 271. $2.50.) 
A book on labor-management relations by the chairman of the board of Johnson -and 
. Johnson. 


Jocus, M. J. Personnel management. (Chicago: Richard D, Irwin. 1947, Pp. xii, 696. $5.) 


Kaptan, A. D. H. The guarantes of annual wages. (Washington: Brookings Inst. 1947. Pp. ix, 
, 269, $3.50.) 


Parkin, A. L. The origins of the Russian-Jewish labour movement. (New York: Bloch. ‘1947, 
Pp. 275. $3.50.) i 
SCHULTE, Sister M. Y. Wage theories before certain industry committees of the wage jana kour 
administration. Stud. in econ., vol. 19, (Washington: Catholic Univ. of America Press. 1946. 
Pp. 341.) 
_ Sricuter, S. H. Basic criteria used in wage negotiations. (Chicago: Chicago Assoc. of Commerce 
and Industry. 1947. Pp. 56. 50¢.) 


Tayior, G. W. and Paxson, A. M. A pattern for industrial peace. Am. econ. jal ser, (New 
Wilmington: Econ. and Bus. Foundation. 1947. Pp. 15. 75¢.) 


ZISMAN, J. Workmen's compensation and the protection of seamen. Bur. of Lab. Stat., bull. 869, 
(Washington: Supt. Docs. 1946. Pp.-93. 20¢.) 


Digest and index of decisions of the National Labor Relations Board. Vols. 46-70. (Washington: 
Supt. Docs. 1947. Pp. 948. $2.50.) 


Directory of labor unions in the United States, national and international unions, stots labor 
organizations and union research directors, May 1947. Bur. of Lab. Stat., bull. 901. (Wash- 
ington: Supt. Docs. 1947. Pp, 30. 10¢.) 


Economics of minimum wage legislation. Report of Committee on Economic Policy. (W: aia 
ton: Chamber of Commerce, 1947. Pp. 41. 50¢.) 


First annual report of the director of the Institute of Industrial Relations, University of Toronto. 
" (Toronto: Univ. of Toronto Inst. of Indus. Relations. 1947. Pp. 16.) 


Guaranteed wage or employment plons. Bur. of Lab. Stat., bull. 906. (Washington: Supt. Docs. , 
1947. Pp. 17. 15¢.) 


Labor laws and their administration, 1946. Proceedings of 29th convention of International 
` Association of Governmental Labor Officials, Milwaukee, Sept. 30-Oct. 2, 1946. Labor 
Standards Div. bull. 88. (Washington: Supt. Docs. 1947. Pp. 194. 40¢.) i 


The miners’ case and the public interest. A documented chronology by E. A: Wieck with intro- 
duction by M, von Kiezcx. (New York: Russell Sage Foundation. 1947. Pp. 92. 50¢.) 
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Social Insurance; Relief; Pensions; Public Welfare 

Ketty, M. A. and Benjam, H. C. Social security. Selected list of references on unemploy- 
ment, old age and survivors’ and health insurance. Rev. ed., bibliog. ser. no. 78. (Princeton: 
Princeton Univ. Indus. Relations Sec. 1947. Pp. 60. 754.) 

RADOMSKI, A. L. Work relief in New York State, 1931-1935, (New York: King’s Crown Press. 
1947, Pp. xi, 332. $3.50.) 

Problems of social security. Report I of the preparatory Asiatic regional conference of the 
International Labour Organisation. (New Delhi: Internat. Lab. Oire; 1947. Pp. iii, 123.) 


: Consumption; Cooperation 
Fowrer, B. B. The co-operative challenge. (Boston: Little, Brown. 1947. Pp. 265. $2.75.) 


Population; Migration; Vital Statistics 


Kirk, D, Europe's population in the interwar years. League of Nations econ. and fin pub. 1946, 
IL.A.8. (Princeton: League of Nations. 1946. Pp. xii, 307. $4; paper, $3.50.) 


Les transferis internationaux de populations. Etude ser. B-2 pub. par 1a Direction de la Con- 
joncture de l'Institut National de la Statistique et des Études mnomiques. (Paris: Presses 
Univ. de France. 1946. Pp. 556. 600 fr.) , 

Postwar problems in migration. Papers presented at the Round Table on Population Problems, 
Milbank Memorial Fund Conference, Oct. 29-30, 1946. (New York: Milbank Memorial 
Fund. 1947. Pp. 173. $1.) 


' Unclassified Items 


Cox, U. L. Wealth through education. New York: Stephen-Paul Pubs. 1947. Pp. xiv, 331. 
$3.75.) ; 

Mayo, E. The political problem of industrial civilization: I, The modernization of primitive com- 
munity; I, Change and its social consequences. Lectures delivered at a Conference on Human 
Relations and Administration, May, 1947. (Cambridge: Harvard Univ. Grad. School of 
Bus. Admin. 1947: Pp. 26. 50¢.) 


ae T  Reohomic Theory; G Genital Works- l 
C BERNÁCER, G. Sobre la concepción keynasians. Trimestre Econ., July-Sept., 1947. Pp. 25. k 
“Brum, F. H. Marginalism ond'economic policy. Am: Econ. Rev., Sept., 1947. Pp. 7. a 
Coase, R.:H. The ‘marginal cost controversy: somes further’ comments, Pranoni May, 1947. 
Pp. 4. , 
< Exar, G.A. The P of the general ery of. employment, interest nd money. Canadian 
~ Jour. Econ. and Pol. Sci., Aug., 1947. Pp. 7 $ 
U FELLNER, W. Prices nd wages under bilateral monopoly. Quart. Jour. Econ., Aug., 1947. Pp. 30. 
_Lacemany, L. M. Complementarity ond substitution i: in the theory of capital. Economica, May, 
` 1947..Pp. 12. 
` Macenrrosm, W. A Keynes as a public servant Canadian Jour Econ. and Pol Şin, Aug., 
a 1947, Pp. 5. 
? MARRANA, V. Some harian on Professor Langes analysis. Tania, May, ‘1947, Pp. 14. rk 
Norom,. J. A. The marginal cost controversy: a reply. Economica, May, 1947. Pp. 16. 
.G. La teoria del salore-tavoro nell economia sa cee I Critica Econ., Apr. 3 
1947. Pp. “27. k i: 
Proeres, A. F-W. Keynes iw Cambridge Canadian Joa. Econ. and Pol. Sci., , Aug, 1947.. 
Pp. ; 
Roy, R La distribution n revenu enire les divers biens. ponni Jay, 1947. Pp. a1. = 
+ Ruegr, J. The fallacies of Lord Keynes’ general theory. Quart. Jour. Econ. , May, 1947. Èp. 25.: 
` SALOMON, A. Karl Mannheim, 1893-1947. Soc. Research, Sept., 1947. Pp. 15. ` ae 
. STIGLER, G. J. Stuart Wood and e mórginal ‘productivity theory. Quart. Jour. Econ., Aug., ‘ 
. 1947. Pp. 10. . 
; . Thm, M. F. Jobe Monioré Kajik Canadian Jour. Econ. and Pol, Sci. Aig. 1947. Pp. 3. 
g TINBEROFN, J: Some problems, in the explandtion of interest rates. Gut Jom: Econ., “May, 
“1947. Pp, 42, . : 
> ` Woortey, H. R The general elasticity of demand. Econometrica, July, 1947, Pp. 5. - 


ae 7 œ < Economic-History =. ~ °° > 
Harrin, I E. W. The patent system and agrarian discontent, 1875-1888. Missisippi Valley Hist, ` 
Rev., June, 1947. Pp. 24 S 
“Lennan, R. The economic, position of Domesday Sakemen. Econ. Jour., June, 1947. Pp. 17, 


ee National Economies 


. BAVER, P. y Malayan rubber policies. Economica, May, 1947. Pp. 27. , 
, _BEIOEL, E. France moves toward national planning. Pol ‘Sci. Quart., Sept., 1947. Pp. 17. . 
_ BRESCIANI-TURRONI, e; Foreign loons and Tialian Economy. Rev. ‘Econ. Conditions in Italy, 
'- May, 1947..Pp. 9. - 
- Corpora D'ANNA, F. Eeoionie progress and capital imsesiments. Rey. Econ. Conditions in 
-~ Italy, July, 1947. Pp. 12. a Ei 
ear E. I. France: wage trends and wage policies, 1938-47. Mo. Lab. Rev., Aug., 1947. 


, Pp. 9.. 
S.H. Whiihet South Africo? —an economic approach So. African Jour. Eom, Mar, 
| 1947, Pp: 13. °. 


‘Hoon, A. L. Great Britain's economic problem. Harvard Bus. Rev., Autumn, i947, Pp: 12. be eae 
` ` Krave, L B. and MINTES, ‘J. Soviet Union: trends in prices, rations, and eee: Mo. Lab. ne 


. t Rey., July, 1947. Pp. 8. ‘ 
Pause, E. W. The finance of reconstrución 1 “London and Cae Econ. eal Feb. 10, 
ate : 
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Paii D.E N stionalization of key industries and credit in France after the liberation. Pol. 
Sci. Quart.” Sept., 1947. Pp. 13. 
REUBENS, E. Small-scale indusiry in Japan. Quart. Jour. Econ., Aug., 1947. Pp. 28.. 
Rozerts, D. T. The Dutch-Belgian economic union. For. Affairs, July, 1947. Pp. 3. 
SARACENO, P. La reconstruction industrielle en Italie. Critica Econ., Apr., 1947. Pp. 16. 
ScHOKKING, J. J. The Netherlands in a changing world. Internat. Affairs, July, 1947. Pp. 14. 
SCHWEITZER, A. On depression and war: nazi phase. Pol. Sci. Quart., Sept., 1947. Pp. 33. 
Argentina’s planned economy and world trade. Am. Perspective, June, 1947. Pp. 18. 


Economic Systems; Postwar Planning 

BAERWALD, F. The economics of control: a clarification of tts fundamental aspects. Rev. Soc. 
Economy, No. 1, 1947. Pp. 14. 

CHLEPNER, B. S. Reconstruction das économies nationales. Rev. d’E:con. Pol., Mar.-Apr., 1947. 
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tember 8-10, 1947 at the Peace Palace in the Hague, Netherlands. The International 
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a , Pomona College, died September 23, 1947. 
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Kenneth M. Anderson has joined the faculty of the University of Minnesota as instructor in 
economics. 


David H. Arbeit has been appointed part-time instructor of economics, School of Commerce, 
Accounts, and Finance, New York University. 

Willard Ash has been appointed instructor in statistics in the College of Business and Public 
Administration, University of Maryland. 

Arthur G. Ashbrook, formerly instructor at the Massachusetts Institute of Technology, has 
been appointed assistant professor at Duke University. 

Karl E. Ashburn, has been appointed professor of economics at the Agricultural and Me- 
chanical College of Texas, 

L. D. Ashby bas been appointed assistant professor of economics at the University of North 
Carolina. 

C. A. Ashley has resumed his work as professor of economics at the University of Toronto 
after a year’s leave of absence. 

Roy Ashmen, formerly head of the marketing department at the American Institute of 
Foreign Trade, at Thunderbird Field, Phoenix, Arizona, bas been appointed visiting associate 
professor of marketing at the University of Kansas. — 

David Ashton has joined the staff of the College of Business Administration, Boston Uni- 
versity, as instructor in economics. 

Leonard H. Axe, professor of business law, has been named acting dean of the School of 
Business, University of Kansas. 

Harold M. Bailer, recently assistant professor of management engineering, Carnegie Insti- 
tute of Technology, has been appointed assistant professor of accounting in the School of 
Business Administration, University of Pittsburgh. 


Edward M. Barnet has been appłinted assistant professor of marketing at the University 
of Buffalo, 


James M. Barr, IO, is an instructor in accounting at the University of Virginia. 

Eric Beecroft, formerly special assistant to the Secretary of the Interior, is now on the staff 
of the loan department of the International Bank for Reconstruction and Development, in 
Washington. 

Leland L. Beik has been appointed instructor in economics at the University of Buffalo. 


J. E. Bennett is a part-time assistant in the department of economics of the University of 
Tinos. 


F. E. Berg has been appointed part-time assistant in the decane of economics of the 
University of Ilinois. 

Vincent W. Bladen, professor of political economy at the University of Toronto, is visiting 
professor of economics at the University of Buffalo. 

R L. Bliss is a part-time assistant in the department of economicsof the University of Ilinois, 

Paul B. Blomgren, formerly of the University of Iowa, is an instructor i in economics at De 
Pauw University. 

Kenneth E. Boulding has returned to Iowa State College as professor of economics after a 
year’s leave of absence at McGill University. He will participate in a gtaduate seminar in eco- 
nomic theory at the University of Buffalo in the second semester of the current academic year. 

William N. Bourne has been appointed instructor in economics at Northeastern University. 

Julia H. Boyd bas been appointed instructor in accounting, College of Business Administra- 
tion, University of Tennessee. 

Warren C. Bray, formerly associate professor of economics at Heidelberg College, is now 
assistant professor of economics at Washington and Jefferson College. 
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Wiliam N. Breswick, of the Wharton School of Finance and pe has been upik 
instructor at Duke University. 

‘Tony Brouwer is an instructor in economics at Michigan State College. 

Yale Brozen has been appointed professor of economics at Northwestem University. 

Mary R. Burns hag rejoined the faculty of the University of Minnesota as lecturer in eco- 
nomics and finance. 

Robert E. Carlson has joined the staff of the University of Minnesota as teaching assistant 
~in economics. 
Pri F. Casey is a part-time assistant in the department of economics of the University of 

ois. 
Delmas R. Cawthorne has been promoted from associate professor to professor of economics 


- at Miami University. ~- 


Edward H. Chamberlin, of Harvárd University, will participate in a graduate seminar in 
economic theory at the University of Buffalo in the second semester of the current academic 
year. 

‘Lester V. Chandler, of Amherst College, will participate in a graduate seminar in economic 
theory at the University of Buffalo in the second semester of the current academic year. 

William H. Chartener, formerly of Harvard University, has been appointed instructor in 
economics and statistics at the University of Buffalo. ; 
se Chernick has been appointed assistant professor of economics at the University of 

ansas, 

Ely Chinoy has been appointed lecturer in sociology in the departiment of political economy 
of the University of Toronto. : 

William Christy is an instructor in economics at the University of Maine. 

Aaron H. Chute has resigned as professor of marketing at the University of Toledo to accept 
a chair as professor of retailing at the University of Texas. : 
- Edwin C, Clarke, recently of the School of Business Administration of the University of 
Pittsburgh, has become head of the department of economics at Geneva College. 

P Foes V. Clemence has been appointed assistant professor of economics at ‘Wellesley 
ollege 

Carl W. Cloe, of the University of Iowa, is now assistant professo of economics and statistics 
at the University of Buffalo. 

R. H: Coats has resigned as visiting Didieisor of economics in the department of political 
economy of the University of Toronto. 

Robert Cojeen has been appointed instructor in accounting at the University of Florida. ` 
` Richard Colwell has been appointed assistant professor of business administration in the 
department of economics of the University of Massachusetts. 

Inez M. Conley has been appointed assistant professor of statistics and business research in 
the College of Business Administration, University of Nebraska. 


‘ William S. Connor, formerly associated with Davidson College, is now associate professor of 
` economics at the University of Kentucky. 


Robert G. Connors, of St. Louis University, has become a membe of the department of eco- 
„nomics of Loyola University School of Commerce in Chicago. 

-L. V. Conway is a part-time assistant in the department of economics, University of Dlinois. - 
Morris A. Copeland has been appointed visiting professor of political economy at Johns 
Hopkins University. : 

Hazel Cowherd is a member of the staff of the department of economics, Wharton School, 
University of Pennsylvania. 

J. Howard Craven bas been appointed assistant professor of economics at the University of ~ 
Wyoming. i 
Earl C. Crockett has been appointed chairman of the department ofe economics at the Uni- 
versity of Colorado. 7 
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Charles F. Cronin is an instructor in accounting in the College of Business and Public Ad- 
ministration at the University of Maryland. 

John T. Croteau, formerly at Xavier University, has been appointed assistant professor of 
economics in the Graduate School of Social Science, the Catholic University of America. 

- R. W. Crutchfield has accepted an appointment as associate professor of accounting at the 
University of North Carolina. 

Lawrence A. Cusack, formerly lecturer in accounting in the Graduate School of Social Sci- 
ence, the Catholic University of America, has been appointed prolgssok of finance and head of 
the department of finance of Creighton University. 

Randle E. Dahl has joined the staff of the School of Business Administration of Fenn Col- 
lege. . 

Albert EL Dehner, formerly of Oregon State College, has been appointed associate professor 
of Finance in the College of Business Administration, University of Tennessee. 

Frederick S, Deibler, professor emeritus of economics at Northwestern University, is visiting 
professor of economics and labor relations at the University of Buffalo for the current semester. 

Harvey T. Deinzer has been appointed agsistant professor of accounting at the University of . 
Florida. 

Miles Delano is an instructor in economics in the College of Business Administration, 
Boston University. 

James E. DeVault has been appointed professor of accounting at the University of Florida. 

W. P. Dillingham is assistant professor of economics at the University of Georgia. 

Edwin Ding, on leave from the College of Agriculture of Fukien Christian University in 
China, is a lecturer in the department of economics at the University of Southern California, 

H. M. Dixon has been appointed part-time assistant in the department of economics of the 
University of Illinois. 

Robert J. Donahue, formerly of Indiena University, is an instructor in economics at the 
University of Minnesota. \ 

John Donaldson has resigned as professor of political economy at George Washington 
University. 

Esther Dudgeon has been appointed assistant director of the Bureau of Business Research 
at the University of Kansas. 

Edgar S. Dunn has been promoted from assistant in statistics to instructor in economics at 
the University of Florida. 

James S. Earley has been promoted to professor of economics at the University of Wisconsin. 

Samuel G. Easterbrook, Jr. has accepted an appointment as teaching fellow in economics 
at the University of Buffalo. 

W. T. Easterbrook, on leave of absence from the University of Manitoba, has been appointed 
visiting professor of economics at the University of Toronto. 

Petes Edelman Is a part-time assistant in the department of economics of the University of 
ois, 

Grover W. Ensley has been appointed lecturer in economics at George Washington Univer- 
sity. 

Ralph C. Epstein, who has resigned as dean of the School of Business Administration at the 
University of Buffalo, will remain as professor of economics and chairman of the department of 
economics in the School of Business Administration and the College of Arts and Sciences. He 
is on sabbatical leave during the current semester. 

Frank W. Fager, until recently a field examiner for the National Labor Relations Board, 
has joined the faculty of the University of Minnesota as an instructor in economics. 

William J. Fellner, professor of economics at the University of California, will participate in 
a graduate seminar in economic theory at the University of Buffalo in the second semester of 
the current academic year. 

Vernon Ferguson, of the University of Texas, has been appointed instructor in business com- 
munication at the University of Kansas, 


are 


1038 os _ THE AMERICAN ECONOMIC REVIEW E EN 
; Frank Ww. Fetter, of Haverford College, taught at the School ‘of Advanced Intemational 
Studies in Washington during the second semester of 1946-47 and at Northwestern University 
inthe 1947 summer session. , Ms 

Leo Fishman has been appointed associate próťessor of economics at’ West Virginia Uni- 
versity. ` i 


a n Fisk has been appointed lecturer! in economics at the University of Toronto. 


- John R. FitzPatrick, formerly dean of Columbus University, is giving a course in labor law ` 
‘in the Graduate School of Social Science, the Catholic University of America. = ke 


_ Shan-Kwei Fong, formerly on the economic staff of the League of Nations, in Princeton, 


` N. J., has, been appointed assistant director of the Economic Research Department of the 
Central Bank of China, Shanghai, China. 


Paul Fox, of the University of Toronto, has taken up Taia at the London School of Eco- 
nomics. 

Robert J. Franklin is an instructor in economics at Michigan State College. 2 

J. Herbert Furth, of the Board of Governors of the Federal Reserve System, is offering a 
course in the Graduate School of Social Science, the Catholic University of America. 

` John D. Gaffey, formerly regional economist of the Los Angeles office of the’ Department of 
Commerce, has been appointed head of the department of marketing at the University of 


‘Southern California. 


Augusta Galster has been appointed’ assistant professor of economics at the University of 
Illinois. 


` Paul E Gerhardt is an instructor in economics at the University of Massachusetts, 


Alexander Gerschenkron has been appointed. professorial lecturer i in economics at George 
Washington University. | 


James H. Gilbert hag retired as head of the departiment of economics and dean of the College 


. of Liberal Arts at the University of Oregon. cane Crumbaker succeeds him as head of the 
- department of economics. 


Abraham L. Gitlow is instructor in an in the Sghool of Commerce, Accounts, and 
Finance at New York University. 

Bela Gold, formerly adviser on international commodity arrangements in the Foreign Eco- 
nomic Administration and in the Department of Commerce, has joined the staff of the Uni- 


_ versity of Pittsburgh as assistant professor of economics. 


Leonard D. Goldberg, of the University of Chicago Law School, has been appointed assistant , 
professor of business law in the College of Economics and Business of the University of Wash- f 


ington. 


Milton Goldberg, of Indiana University, is an instructor in business law in the College of 


` Commerce of Louisiana State University. 


Melvin Goldwater is a part-time instructor in economics in the School of Commerce, Ac- 
counts, and Finance, New York University. ae 


, Myron J. Gordon is an instructor in economics at Carnegie Institute of Technology. 


Daniel H. Gray has been promoted from teaching fellow to instructor in economics at the 
University of Buffalo. > 


- Roger W. Gray, formerly of the University of Colorado, has joined the eae, of the ua 
vérsity of Minnesota as instructor in economics. 

H, P. Greenwood’ has been appointéd instructor in economics at the University of Tlinois. 

Harold E. Griffin is ifstructor in economics at the University of Massachusetts. 

Kenneth A. Grubb has been appointed professor of advertising and retail store management ` 
in the College of Business and Public Administration at the University of Maryland. 

Kenneth Grubbs is instructor in economics at the Agricultural and Mechanical College of 
Texas i : =; f mii ks 


- C.J. Guild has been appointed assistant professor of real estate at the University of Florida. 
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Editha Hadcock, formerly at the Principia College, is now associate professor of economics 
at DePauw University. 

H. W. Haines is a part-time assistant in the department of economics of the University of 
Tilinois. 

A. S. Hall is a part-time assistant in the department of economics of the University of Ilinois. 

Robert Hamlisch has been appointed temporary lecturer.in the department of economica 
in the Veteran’s Program at Hunter College. 

Louis F. Hampel has been made director of the budget and economic research department 
of United Air Lines in Chicago. 

R. W. Harbeson is associate professor of economics at the University of Tlinois. 

Rector R. Hardin has resigned as professor of economic and business history at the Uni- 
versity of Arkansas to accept a position as professor of economics and chairman of the depart- 
ment of economics and business administration at Howard College. 

C. W. M. Hart, on leave from the department of political economy of the University of 
Toronto, is teaching at the University of Wisconsin. 

Fred V. Hartenstein, of the University of Pittsburgh, has been appointed instructor in eco- 
nomics at Washington and Jeffergon College. 

Hugh Hawks has been appointed agsistant professor of economics at Washington and Lee 
University. 

Harold J. Heck is professor of foreign trade at Tulane University and managing director of 
the Mid-Continent World Trade Council. 

Victor Heck bas been appointed assistant professor of economics at Vanderbilt University. 

Walter W. Heller, of the University of Minnesota, has accepted an assignment as chief of 
the Tax and Revenue section of the Military Government of Germany. 

John Helmberger has joined the staff of the University of Minnesota as instructor in eco- 
nomics. 

Jobn P. Henderson, of Michigan State College, has accepted an appointment as instructor 
in economics at the University of Buffalo. 

Herbert G. Heneman, Jr., who has been on leave on a Social Science Research Council fel- 
lowship, has rejoined the faculty of the University of Minnesota as a research associate in the 
Industrial Relations Center. 

William C. Henry has been appointed associate professor of accounting in the College of 
Business Administration of the University of Tennessee. 

Muriel E. Hidy has resigned as associate professor of economics at Wheaton College to ac- 
cept a position with the Business History Foundation, Inc. 

Clifford G. Hildreth has been appointed assistant professor of economics and statistics at 
Iowa State College. 

F. J. Hill is an assistant in the department of economics of the University of Ilinois. 

Albert M. Hillhouse has been granted a two-year leave of absence from the University of 
Cincinnati to return to a post in the Public Finance Branch of the Office of Military Govern- 
ment in Berlin, Germany. š 

Sherman Hoar has been appointed assistant professor of business administration in the de- 
partment of economics at the University of Massachusetts. 

G. L. Hodge, of Louisiana State University, has accepted an appointment at Southwestern 
Louisiana Institute. 

Isaac Hoffman has joined the faculty of the University of Minnesotæas lecturer in economics. 

B. B. Holder has been promoted to associate professor of commerce at Washington and Lee 
University. 

Monci C. Hollander has been appointed instructor in marketing at the University of Buf- 
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Harriet J. Holmes has been appointed instructor in economics at Wellesley College. 

Calvin Hoover has resigned as dean of the Graduate School of Duke University. r 

` John L. Hoover has been appointed professor of commerce and education at the University 
of Kentucky. 
Pa oe Hopkins is a part-time assistant in the department of economics of the University of ; 

Marvin Horsky, of the University of Minnesota, has been appointed instructor i in statistics 
at the University of Kansas. ; 

_ Louis Hough, formerly of Miami University and the University of Denver, has bien ap-. 
pointed assistant professor of statistics in the School of Business Administration of the Uni- 
versity of Pittsburgh. : 

Herbert B. Howell has been promoted to associate Droiesdor of economics at Towa State ` 

College. 

Kenneth H. Hunter has been appointed chairman of the department of economics, College 

of Arts and Sciences, American University. . 

George B. Hurff, who has been teaching at the American University at Biarritz, has been 
appointed associate professor of economics at Washington and Jefferson College. 

` John G. B. Hutchins has been promoted to professor of economics in the School of Business 
and Public Administration of Cornell University. 

Walter Isard has joined the piam of the department of economics of Tufts College on a part- 
time basis. 

Jobn Ise, of the University of Kansas, was visiting profesa- af ecozamics in the summer 
session: of the University of New Mexico. - 

Guy A. Jacobs, formerly of Black Hills Teachers’ College, has been appointed acting in- 
structor in the department of economics at the University of Oregon. 

Frederick C. Joerg has been appointed instructor at Duke University. 

H. G. Johnson has resigned as instructor in the department of political economy of me. 

* University of Toronto to study at Cambridge University. : 

_ Jennie Johnson has been appointed instructor in economies at the University of Maine. 

Keith W. Johnson, formerly an economist in the Department of Commerce, is assistant pro- 

` fessor in the College of Business Administration of the University of New Mexico. 

Kenneth Johnson has been appointed instructor in accounting at the University of Florida. 

Richard R. Johnson has joined the faculty of the.-University of Minnesota as instructor in . 
economics. 

Robert J. Johnson is an instructor in accounting at the University of Minnesota. 

Alfred E. Kahn has been appointed assistant professor of economics at Cornell University. 
. Lewis G. Kahn, formerly of the University of Chicago, is an instructor in statistics at the 
University of Minnesota. i 

_ Emil Kauder has been appointed assistant professor of economics at the University of 
Wyoming. 

Jacob J. Kaufman has resigned as deputy director of the Economic and Market Research 
Division of the War Assets Administration to accept an ern ag lectireri in economics 
at the University of Buffalo. 

Peyton A. Kerr has been appointed assistant professor of economics at George Washington 


TR University. 


Marshall D. Ketchunf taught in the Executives’ School of Credit and Financial Management 
sponsored by the National ‘Association of Credit Men at the University of Wisconsin last 
summer. 

Frederick W. Killian, of the University of Pennsylvania, has been appointed associate pro- 
fessor of economics and sociology at Clark University. 

Harold J. King has been appointed professor of labor economics in the College of Commerce 
of Louisiana State University. 
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George Kleiner hag been appointed assistant professor of economics at the University of 
Minois. 
Bruce W. Knight is on leave of absence from Dartmouth College for the current semester. 


Frank H. Knight, of the University of Chicago, will participate in a graduate seminar on 


economic theory at the University of Buffalo in the second semester of the current academic 


year, 

William Knoke, of the University of Iowa, has been anini instructor in marketing at 
the University of Kansas. 

David L. Koefod has joined the staff of the University of Minnesota as instructor in eco- 
nomics, 

Herbert R. Kroeker has been appointed part-time assistant in the department of economics 
of the College of Business Administration of the University of Nebraska, 


Fred R. Kucera has been appointed part-time assistant in the department of economics of 


the College of Business Administration of the University of Nebraska. 

Francis A, Kutish has been promoted to associate professor of economics at Iowa State Col- 
lege, : 

Robert M. Lacy has joined the staff of Washington and Jefferson College as instructor in 
economics, 

Dickson H. Leavens has resigned as research associate of the Cowles Commission for Re- 
search in Economics. He will continue as managing editor of Econometrica with headquarters 
in Colorado Springs, Colorado. 

Emile Libresco has been appointed assistant professor of commerce and economics at the 
University of Vermont, 

Donor M. Lion has been promoted from teaching fellow to instructor in economics at the 
University of Buffalo. f 

Shaw Livermore, of Dun and Bradstreet, will be visiting professor of economics and business 
organization at the University of Buffalo during the second semester of the current academic 
year. ` 
James W. Longley has been appointed instructor in economics at the University of Michigan. 

Robert Lorenz has been appointed associate professor of economics at the University of 
Georgia. 

James H. Lorie has been appointed assistant professor of marketing in the School of A piina 
of the University of Chicago. 

Kullervo Louhi has been appointed instructor in accounting in the School of Business of the 
University of Chicago. 

L. D. MacMillan is visiting assistant professor of accounting at Duke University. 

Carl C. Malone has been appointed professor on the extension staff of the department of 
economics and sociology at Iowa State College. 

Paul Malone has rejoined the staff of the University of Kansas as professor of economics after 
a period of government service. 

Julius Margolis is teaching part time in the department of economics of Tufts College. 

Martin V. Marshall, of Harvard University, has been appointed instructor in marketing at 
the University of Kansas. 

R. H. Mason is a part-time assistant in the department of economics of the University of 
Ilinois. e 

Alva M. Matherly has left the staff of the Bureau of Business Research, University of Ken- 
tucky, to go to the Law College of the same institution. i 

Gordon L. Mattson has been appointed assistant professor of business organization and 
management in the College of Business Administration of the University of Nebraska. 

Jobn W. May has been promoted from assistant professor to associate professor of economics 
at Washington and Jefferson College. 


` 
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Roberta W. McCarthy i is à part-time assistant in the department afd economics of the Uni- 
versity of Hlinois. 


-` Kenneth H. McCartney, formerly: of United College, Winnipeg, i isa ‘teaching assistant at 
the University of Minnesota. 


Dumas L. McCleary, O.S. V., has ies appointed instructor in economics in the Graduate 
School of Social Science, the Catholic University of America. 

Leland W. McCloud has accepted an appointment as head of the department of economics 
and Jones professor of economics at Austin College. 

William McDaniel has been appointed instructor in economics in the School of Business 
. Administration of the University of Minnesota. 

George: F. McGregor i is instructor in economics at Michigan State College. ` 

William J. McKinstry is instructor i in economics at Michigan State College. | 

Floyd McNaughton has been appointed instructor in economics in the College of Business 
and Public Administration of the University of Maryland. 

‘Wilbur T. Meek is assistant professor of economics at the University of Florida. 

Jean F. Messer, formerly of the University of Iowa, has been appointed instructor in ac- ` 
counting in the College of Business and Public Administration of the University of Maryland. 

Raymond F. Mikesell has been promoted to proféssor of economics at the University of 
- Virginia. He is also serving as consultant to the Department of State on a part-time basis. 

Albert R. Miller has been appointed assistant professor of economics-at George Washington 
University. 

Wesley C. Mitchell, professor emeritus of economics at Columbia University, will participate 
in a graduate seminar in economic theory at the University of Buffalo in the second semester 
of the current academic year. £ 

Floyd W. Moore, of Western Michigan State College of Education, taught in the 1947 sum- 
mer session at Michigan State College. 

Geoffrey H. Moore, of the National Bureau of Economic Research, has been appointed . assos ` 
: ciate professor of economics, School of Commerce, Accounys, and Finance, New York Univer- ' 
sity. i 

Aurelius Morgner, formerly lecturer in economics at Northwestern University, has been ap- 
pointed associate professor of economics at the Agricultural and Mechanical College of Texas. 

F. P. Morrissey bas resigned as instructor in the department of political economy at the 
University of Toronto to go to Columbia University. ie 
_ Mignon Morton has been appointed instructor in accounting and transportation at the 
University of Kansas. 

K. D. Mossman is a part-time assistant in the department of economics of the University of 
Tinois. 

George E. Munn has been appointed assistant professor of labor economics in the School of 
` Business and Public Administration of Washington University, 

Mary E. Murphy is on leave from Hunter College to engage in the preparation of a history 
of American accounting. 

Richard A. Musgrave has been appointed associate professor of economics at the University 

> of Michigan, effective the second semester of this year. 
; Carl L. Nelson has rejoined the faculty of the University of Minnesota as associate professor 
. of accounting. 
James C. Nelson has fesigned as chief of the Transportation Division of the Department of 
Commerce to accept a position as professor ofeconomicsin Washington State College. : 
-’ * Robert A. Nelson has been appointed instructor in economics in the College of Business Ad- 

"ministration, Boston University. 

Williami E. Newbolt, of Berea College, joined the staff of the Bureau af Business Research 
' of the University of Kentucky in June, 1947. 
William H. Nicholls has retumed to the University of Chicago after spending three months 
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in South and Central America, part of which time he taught and lectured for the Instituto de 
Pesquizas e Analises Economicas and the Fundasao Getulio Vargas, in Rio de Janeiro. 

Alfred Nicols has been appointed assistant professor of business theory in the department of 
business administration of the University of California at Los Angeles, 

Harold P. Nielson, of the University of Minnesota, has been appointed instructor in account- 
ing at the University of Kansas, Í 

Edmund A. Nightingale has been promoted to associate professor of transportation in the 
School of Business Administration of the University of Minnesota. 

Louis Nola has been appointed instructor in accounting at the University of Florida. 


Paul H. Norgren, formerly labor attaché for the United States at Ottawa, Canada, has been 
appointed acting professor of economics at Stanford University. 


Wallace E. Ogg is assistant professor in extension economics at Iowa State College. 


Oliver S. Oldman, formerly a teaching fellow in economics, has been appointed instructor in 
economics at the University of Buffalo. 


Henry M. Oliver has been appointed associate professor of economics at Northwestem Uni- 
versity. 


John T. O'Neil has been appointed associate professor of finance at the University of North 
Carolina, 

R. C. Osborn has been appointed associate professor of economics and research associate pro- 
fessor in the Bureau of Economic and Business Research of the University of Dlinois. 

James M. Owen has resigned from the College of Commerce of Louisiana State University 
to accept an appointment at Louisiana College. 

John Pagani, formerly of the University of Santa Clara, has been appointed acting assistant 
professor of economics at Stanford University. 


Harry M. Palmer hag joined the staff of the Bureau of Business Research of the University 
of Kentucky. 


Andreas G. Papandreou, formerly of Harvard University, has joined the staff of the Uni- 
versity of Minnesota as associate%rofessor of economics. ` 
William D. Parker has been appointed instructor in accounting at the University of Florida. 


Herbert Parnes has resigned from the School of Business Administration of the University 
of Pittsburgh to accept an instructorship at Obio State University. 


J. B. Parrish has been appointed associate professor of economics at the University of Ilinois, 

R. L, Patrick is a part-time assistant in the department of economics of the University of 
Tilinois, 

Mildred Patterson has been appointed part-time assistant in the department of economics 
of the University of Illinois. 

Robert T. Patterson has been appointed part-time instructor in economics in the School of 
Commerce, Accounts, and Finance, New York University. 

W. Bernard Paul is a lecturer in accounting in the Graduate School of Social Science, the 
Catholic University of America. 

Norman Pauling has been appointed instructor in economics at Vanderbilt University. 

Paul W. Paustian has accepted an appointment as professor of economics in the School of 
Commerce and Business Administration of the University of Alabama. 

J. M. Payne is a part-time assistant in the department of economics of the University of 
Tilinois, . 

Gustav Peck, labor consultant in the Library of Congress, is conducting a course in labor 
relations in the Graduate School of Social Science, the Catholic University of America, 

H. Austin Peck is teaching part time in the department of economics of Tufts College. 

Harry E. Peery has been appointed part-time assistant in the department of business organ- 
ization and management of the College of Business Administration of the UNARI of 

Nebyaska, 
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Raymond. J. Penn has been promoted to the rank-of associate professor i in the department of 
` -agricultural economics'at the University of Wisconsin. : . 
. A; J. Penz has resigned from the College of Commerce of Touisione State ‘University to ac- 
` cept an appointment at the-University of Alabama. , 
; Lillian Perlin has joined the faculty of the ‘University of Minnesota as jnatnictoet in market- 
SP ing. A 
i Jacob Pèrlman; of the Social Security Board, is giving a course in labor statistics in De È 
_ Graduate School of Social Science, the Catholic University of America. ` že 
‘Erhart G; Peterson has been appointed assistant professor of accounting at the University 
of Florida, — - es 
Florence Peterson, of the Departmert of Labor, has béen appointed professor of sòcial econ -À Be: 
EA and director of the graduate department of social economy and. research at Bryn Maw > ao 
ege. sa 
J. Marvin AER of Miami University, served as sectional ‘leader in sas of Basic Ecce, 
nomic’ Problems of the School of Banking ‘sponsored by the Central States Conference of th. 
. American Bankers Association at the University of Wisconsin. 
Winton: Pettibone has been. appointed assistant professor of transportation i in the College of | 
Economics and Business of the University of Washington. 
S ea 'E. Pheiffer is a part-time assistant in the department of economics of the University of “ 
f ois. : 
Clarence Philbrook has been menia associate professor of economics at the University 
of North Carolina. |. 
Michael A. Plesher has joined the faculty of the School of Business Administration as an 
instiuctor i in economics at the newly created Ellsworth Center of the University of Pittsburgh, . 
w Douglas Poe has ma the staff of the University of Minnesota asa teaching aes 
in economics, 
> Leland J. Pritchard, of the University’ of Kansas, was a visiting professor Í in the summer 
-seasion of Northwestern University. 7 
Gerald G. Quackenbush has been appointéd assistant Motessor of of E at Michigan ` i 
State College. ded 
Leonard H. Rallis ebheiate professor of finance at Iowa State College. 
; B. U. Ratchford has been given a year’s leave of absence from Duke University to work on 
a research project for the Committee for the South. ; 
`- Constance Raymaker has resigned from Western College to accept an appointment as asso: 
ciate professor and head of the department of economics of MacMurray College. 
Dimai E. Reese is a radi assistant in the department of economics of the University of 
ois, 
Nathan Reich has been elected chairman of the department of economics and appointed 
lecturer at the School of General Studies, Columbia University. 
Edwin P. Reubens has been appointed acting assistant professor of economics at Cornell 
University. 
V. 'T. Rice is a part-time assistant in the department of economics at the University ~ of 
Ilinois. \ 
George o. Riggsi is instructor in economics at the University of Georgia. : 
“D. Alfred A. Ring, formerly of New York University, has been appointed assistant professor , 
of real estate at the University of Florida, 
David R. Roberts has resigned from the National Economics Division of the Dasani 
of Commerce to become assistant professor of economics at Carnegie Institute of Technology. . 
Lloyd Rodwin has been appointed assistant professor of land economics in the department 
` of city and regional planning of the Massachusetts Institute of Technology. 
iat ia A. Rogge has been appointed ‘instructor in economics: at Northwestern University. : 
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Sargent Russell is an instructor in the PR EN of agricultural economics and Hia 
management of the University of Massachusetts. : 

John Ryan has been appointed associate professor of economics and business administration 
at the University of Maine. 

Lester C. Sartorius, until recently business analyst in the Department of Justice, has joined 
the staff of the University of Minnesota as instructor in statistics. 

. Sylvester Saula has been appointed instructor in economics at Washington and Jefferson 
College. 

Elliot Schneider has been appointed junior assistant in the department of economics of the 
School of Commerce, Accounts, and Finance of New York University. 

.. Joseph A. Schumpeter, of Harvard University, will participate in a graduate seminar in 

“economic theory at the University of Buffalo in the second semester of the current academic 
year. s 

ı Ira O. Scott, Jr. has been appointed instructor in economics at the University of Kansas. 

‘4 Robert T. Segrest has been appointed acting dean of the College of Business Actelion 
of the University of Georgia. 

Barbara Shaft is a part-time assistant fn the department of economics of the University of 
Illinois. 

John A. Shubin has been appointed instructor in economics in the School of Commerce, 
Accounts, and Finance, at New York University. 

A. Louis Shugerman, of Stanford University, has been appointed visiting assistant professor 
at Duke University. 

E. Carroll Sibley has been appointed assistant professor of economics in the School of Busi- 
ness and Public Administration of Washington University. 

Richard O. Sielaff is head of the department of economics and business administration of the 
University of Minnesota at Duluth. 

Leonard Silk has been ae instructor in economics at the University of Maine. 

Edward C. Simmons has resigged as assistant professor of economics at the University of 
Michigan to accept an appointmétt as associate professor of economics at Duke University. 

Stanley E. Smigel was economist in the Office of Price Administration until March, 1947, 
when he became economic editor in the Division of Foreign Reporting Services of the Depart- 
ment of State. 

‘D. M. Smith, Jr., has been appointed instructor in accounting in the College of Commerce 
of Louisiana State University. , 

R. Elberton Smith kas been appointed assistant professor of economics at Northwestern 
University. 

Arthur Smithies, of the Bureau of the Budget, will participate in a graduate seminar on eco- 
nomic theory at the University of Buffalo in the second semester of the current academic year. 

William P. Snavely is instructor in economics at the University of Connecticut. 

Delbert A. Snider, who was formerly with the Division of Monetary Research of the United 
States Treasury and served as its representative in England, France and Belgium and on the 
American delegation to the European Economic Commission, has been appointed associate 
professor of economics at Miami University. 

Joseph Sollars is instructor in social science at West Virginia University. 

Harold M. Somers, professor of economics at the University of Buffalo, has been appointed 

~ dean of the School of Business Administration. 

Frank A Southard, Jr. is on leave from Comell University for the current year to serve as 
director of the Office of International Finance in the Treasury Department. 

D. L. Spriggs is a part-time assistant in the department of economics of the University of 
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T. M. Stanback, Jr. has joined the staff of the University of North Carolina as assistant pro- 
fessor of business administration, 

Joan Stauffer, formerly of the University of Oklahoma, is an instructor in accounting at the 
University of Minnesota, 

ce Steiner has been appointed associate professor of economics at the University of I 
lino = ; 

Francis Stevenson has been appointed research assistant in the Labor Management Re- 
search Center, Syracuse University. 

C. Z. Steward is a part-time assistant In the department of economics of the University of 
Ilinois. 

George E. Stoddard has been appointed part-time instructor in economics in the School of 
Commerce, Accounts and Finance, New York University. 

C. Harold Stone has joined the faculty of the School of Business Administration of the Uni- 
versity of Minnesota as a research associate in the Industrial Relations Center. 

R. P. Stovall has been appointed assistant professor of economics at the University of North 
Carolina. 

Sidney 'C. Sufrin, denstints professor of business administration and economics at Syracuse 
` Univers'ty, has been appointed director of the Labor Management Research Center. 

John D. Sumner, professor of economics at the University of Buffalo, has been appointed 
chairman of the Division of Social Sciences and Philosophy in the College of Arts and Sciences. 

Victor V. Sweeney, formerly with the Travelers’ Insurance Company in Philadelphia, has 
been appointed assistant professor of economics at the University of Florida, 

Alfred W. Swinyard, assistant professor of business administration, Syracuse University, 
has been appointed research associate in the Labor Management Research Center. 

John K. Sylvester, formerly of the University of Iowa, has been appointed assistant pro- 
fessor of economics in the College of Business and Public Administration of the University of 
Maryland, 

Howard M. Teaf, Jr. has returned to the department of economics at Haverford College 
after a leave of absence to serve as representative of the Anffrican Friends Service Committee 
in Finland. 

Elton TeKolste has been promoted from assistant to instructor in accounting in the College 
of Business Administration of the University of Nebraska. 

George W. Thatcher has been promoted from assistant ee to associate professor of ` 
economics at Miami University. ' 

Clemens B. Thoman has been appointed assistant professor of economics in the College of 
Business Administration of the University of Nebraska. 

R. H. Thompson, Jr. is a part-time assistant in the department of economics of the Uni- 
versity of Ilinois. ° 

John F. Timmons has been appointed professor of land economics at Iowa State College. 

Elizabeth Tobin ig instructor in economics at Tufts College. 

Elizabeth.B. Tolman has been appointed instructor in economics at Wellesley College. 

Wallace D. Travillian, of the University of Virginia, has been appointed instructor in eco- 
nomics at Clemson College. 

Robert W. Travis is instructor in economics in the College of Business Administration of the 
University of Tennessee. 

Leland E. Traywick, formerly of Western kani University, i is assistant professor of eco- 
nomics at Michigan State College. 

E. K. Tumer, now. with the Kentucky State Department of Revenue, will remain at the 
University of Kentucky Bureau of Business Research working on a project of the Depart- 
ment. 

F. J. Turner has resigned as lecturer in the department of political eĉonomy of the Uni- 
versity of Toronto to accept a position as assistant professor at Carleton College, Ottawa. 


NOTES ` ; l 1047 


David G. Tyndall has been appointed assistant professor of economics at Cornell University. 

Edward R. Van Sant has resigned from the Department of State to accept an appointment as 
professor of economics at Huachung University in Wuchang, China. 

Ra R Vaughn is part-time assistant in the department of economics of the University of 
ois. 

Jacob Viner, of the Institute for Advanced Studies, will participate in a graduate seminar in 
- economic theory at the University of Buffalo in the second semester of the current year. 

George A. Wagoner is now associate professor of business education in the College of Busi- 
ness Administration of the University of Tennessee. 

Burton Wall has been appointed instructor in business in the School of Business of the Uni- 
versity of Chicago. 

James E. Ward, Jr., of Clemson College, has accepted an appointment as head of the depart- 
ment of economics of George Peabody College. 

L. L. Waters has been promoted to professor of economics at the University of Kansas. 

D. C. Watson has been appointed associate professor of commercial aviation in the College 
of Commerce of Louisiana State University. 

J. Donald Watson has been appointed professor of finance in the College of Busineas and 
Public Administration of the University of Maryland. 

Robert M. Weidenhammer, chief, Metals and Machinery Section, Department of Com- 
merce, was a delegate to the meetings of the Iron and Steel and Metal Trade Committees of 
the International Labor Organization at Stockholm, Sweden last summer. He was made chair- 
man of a permanent group to work out the international standardization of statistics of the 
iron and steel industries. 

a O. Werner is'a part-time assistant in the department of economics of the University of 
nois. 

Sidney Wertimer, Jr, formerly at the University of Pennsylvania, has been appointed teach- 
ing fellow in economics at the University of Buffalo. i 

Arthur A. Wichmann, of the Qniversity of Wichita, is acting as an assistant in economics 
and doing graduate work at No estern University. 

Samuel Wilcox has been appointed assistant professor of economics at the University of - 
Georgia, 

Robert L. Wineston is instructor in economics at Northwestern University. ; 

Howard W. Wissner, formerly associate labor economist in the Department of Labor, has 
been appointed instructor in economics in the School of Business Administration ‘of the Uni- 
versity of Pittsburgh. 

Herbert C. Wittgenstein is instructor in economics at the University of Wyoming. 

N. H. Wood, of the University of Virginia, has joined the research staff of the University of 
Arkansas Agricultura] Experiment Station at Fayetteville. 

Maynard B. Woodbury, formerly of the University of Iowa, has been appointed instructor 
oS accounting in the College of Business and Public Administration of the University of Mary- 

Richard R. Woodward has been appointed assistant professor and assistant to the dean of 
the College of Economics and Business of the University of Washington. 

Gertrude Working is a part-time instructor in the department of economics of the University 
of Ilinois. 

S. R. Worland is a part-time assistant in the department of economics of the University of 
Wlinois. 

David McC. Wright, of the University of Virginia, will participate in a graduate seminar on 
economic theory at thie University of Buffalo in the second semester of the current academic 
year, | 

Viola Wyckoff, of Wellesley College, has joined the staff of the department of economics of 
New York University as assistant ‘professor of economics. 
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V. J. Wyckoff, formerly a principal economist with the Business Research Division of the - 
Bureau of Internal Revenue, has been appointed professor of economics at DePauw University. 

J. R. Youngisa lecturer ini insurance and real estate in the College of Commerce of Louisiana 
_ State University. 

a ÉH. Young i isa part-time assistant in the department of economics of the University o — 

rR : 

W. Maurice Young has been appointed as assistant.to the dean of the College of Conimierce of 4 

Louisiana State University. 3 


i 


VACANCIES AND APPLICATIONS 


The Association is glad to tender service to eea who yis to make known 
their availability for positions in the feld economics and to administrative 
officers of llege and universities.and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Secretary s Office will merely afford 
a central point for. clearing inquiries; and the Review will publish in this section brief 
descriptions of vacancies announced and of applications made, It is optional with 
those submitting such announcements to publish name and address or to use a key 
number, 


Communications should be addressed to: The Secretary, American Economic As- 
sociation, Northwestern University, Evanston, Ilinois. 


Vacancies 


Economics, accounting: Wanted by a California liberal arts college, a teacher for 
economics and accounting, rank and salary depending on training and experience. 
Ph.D. desirable. Service September, 1948. P127 


Economists Available for Positions 


International economics, comparative economic systems, history of economic thought, 
social and psychological frontiers of economics: Man, 43, married, European Ph. D., 

American citizen. Numerous books and articles; extensive experience in teaching 
and research; at present department chairman at Eastern college. Looks for position 
with greater opportunities. Available in summer or fall, 1948. E108 


Money and banking, co freuen’ finance, public finance, international trade and 
finance, mortgage ee ce, bor, theory: Man, single, Ph.D. Experience includes mort- 
gage research for ; economist in three federal agencies; 11 years-of teaching at 
major colleges and universities, Prefers finance, labor, or theory. Substantial publica- 
tions in leading scholarly and popular journals. Seeks full professorship. Available 
in February or June, 1948. E154 


Latin-American and European economic and population problems: Man, 40, with 
long foreign and United States experience in teaching, research, and consultant work 
and many publications in- this feld; now full professor and chairman in leading 
Eastern college; would like tédo- part- -time or full-time consultant work for business 
or research organization. E199 


Economics and sociology: Man, 46, Ph.D. from leading university. Broad teaching 
exp&rience; now full professor in Eastern institution. Desires advancement, E209 


Economic theory, money and banking, public finance: Man, 34, Ph.D. Seeks position 
teaching economic analysis at or near graduate level. Teaching and research ex- 
perience; many published articles; comprehensive volume awaiting publication. 
Minimum salary, $4,500. E212 


Statistics, markting, economics: Man, 35, married, Ph.D., University of Illinois. 
Six years of college teaching in statistics and mathematics ; 4 years of experience in 
goverament positions (2 years as economist and 2 years as "statistician). Publications 
in marketing and statistics; travel throughout the U. S. and abroad. Seeks teaching 
position in school of business or economics department; prefers state institution in 
small town. E230 


Economics and business: Man, 44, married, Ph.D. near completion. Seventeen years 
of successful college and university teaching experience, much of time as head of 
department, Major field marketing but has also taught a wide range of economic 
and business subjects; several years of selling, research, accounting, and government 
experience; now P-5 Economist rating with Civil Service. Available February, June, 
or September, 1948, E239 


Adanced theory, international economics, social control of business, Russian eco- 
nomics and institutions, labor, monetary economics: Man, 35, married, M.A., Ph.D., 
Columbia University. Three and one-half years of teaching experience; over 5 years 
of top-level experience with good government agencies, both bere and abroad; travel 
in Europe iad, Jatin America; many publications; research now in.progress. At 
present visiting professor at 'outstaiding Midwest university. Seeks permanent 
st at associate professor level at good E stitution, preferably one with research 
terest. E243 


a 


Air transportation, market and economic research, economic development, interna- 

tional trade and finance: Man, 31 married, M-A., University of Missouri. Until 
- recently market analyst for major aircraft company (314 years); presently economic 
- consultant and research writer; also. writing book on air transportation. Successful 
experience in statistics and writing (newspaper, report presentation, etc.). Desires 
position permitting research in air and other types of transportation, especially as 
_felating to industrial location, city and regional planning. , E246 


Labor economics, social insurance, postwar problems: Man, 46, married, Ph.D., | 
University of Wisconsin. Fourteen years of experience in research and statistics 
in field of social insurance; 2 years of teaching experience; for past two years in 
military government in Germany. Desires research or teaching position. E247 


Advertising, market analysis, retailing, sales management: Woman, 30, married, 
MS. in Business Administration. At present assistant professor at outstanding West- 
ern state university; 8 years of business experience; 1 year government. Seeking post 
in high-ranking college, East or Midwest location preferred. E254 


International trade and finance, national income and public finance, money and 
banking: Man, 40, single, Ph.D. Eight years of experience as research economist, 
policy analyst, and committee secretary with U.S. government agencies and ‘with 
leading private research organizations; also part-time teaching of economics at 

Eastern colleges. Available in September, 1947. E255 


Public finance, advanced accounting, economic theory, labor, money and banking, 
Statistics, agricultural economics: Man, 28, M.A., University of Chicago; completing 
Ph.D. requirements. Employed for last year as Provincial Chief Bureaus of Banking 
ahd Taxation and Labor with U. S. Military Government in Korea; part-time teacher 
of economics, Korea Normal College. Research work at university in public finance 
and labor; 9 months with research organization for state governments; short period 
as regional economist with Chicago office of OPA before present duties. Publica- 
' tions, Primarily interested in research and administrativ€ work involving fields above 
or business firm, especially one dealing in foreign frade. Also interested teaching 
or teaching-research position with good future prospects. Available 30-45 days’ 
notice. R256 


Labor economics, international trade, public regulation of business, constitutional 
Jaw: Man, 32, married, Ph.D., 1939, Harvard University. Six years of college teach- 
ing experience, 34/2 years of government experience with WLB; also private arbi- 
tration of labor disputes. Now holding teaching-administrative ition at large 
metropolitan university. Desires associate or full professorship in liberal arts college 
or university with opportunity for devoting full time to teaching and research. Avail- 
able in September, 1948. ` E257 


‘General economics, industrial and labor economics: Woman, 27, married, B.A., 
statistics, Hunter College, candidate for M.A. in Economics at American University, 
January, 1948. Five years of research experience in the federal government in the 
field of basic raw materials and related industries, Desires research or teaching posi- ` 
tion in the Boston, Massachusetts, area. E258 


Principles of economics, intermediate and advanced theory, history of economic 
thought, contemporary economic thought, business cycles, public finance, postwar 
problems, comparative economic systems, economic history (U. S. and European): 
Man, 52, European background, American Ph.D. A decade of experience as corpora- 
tion top executive: 5 years of American teaching; now assistant professor in large: 
Eastern university. Desires teaching opportunities in line with his abilities, profes- 
sional advancement, and prospect of early tenure, Available in Mays 1948, for sum- 
mer school; September, 1948, for academic year work. E259 





